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PART |

ITEM 1. BUSINESS

General

Highwoods Properties, Inc. (the "Company") is dadministered and self-managed real estate invargtinust ("REIT") that began
operations through a predecessor in 1978. Origifialinded to over-see the development, leasingh@mthgement of the 201-acre
Highwoods Office Center in Raleigh, North Carolittte Company has since evolved into one of theektryll service real estate companies
in the Southeastern United States. Historicallg, @mmpany's real estate operations have been fbausize Raleigh-Durham, North Carolina
market, an area also known as the Research Triamugeof the nation's premier business centersl@e 14, 1994, the Company completed
an initial public offering of 8,510,000 shares aiimon Stock in connection with the reorganizatibthe Company's predecessor, whereby
the Company succeeded to the ownership of 36 sahwoffice buildings, four service center propert@se warehouse facility and 94 acre
undeveloped land (the "Formation Transaction")oABecember 31, 1995, the Company owned a porttdlito1 in-service office and
industrial properties (the "Properties”) and 208aof undeveloped land suitable for future develept (the "Development Land"). The
Properties consist of 87 suburban office propegras 104 industrial properties (including 68 sezvienters) located in Raleigh-Durham,
Winston-Salem, Greensboro and Charlotte, North IZer@and Richmond, Virginia.

The Company currently conducts all of its busiress owns all of its assets through Highwoods/Fbrgymited Partnership (the "Operating
Partnership") and its subsidiaries. The Comparlyassole general partner and also a limited padhtre Operating Partnership and curre
holds approximately 84% of the partnership inter§4tinits"). The Company currently provides managetservices for 23 properties owt
by third parties, comprising approximately 847,8@0are feet, and exclusive leasing services wihaet to 29 third-party-owned properties,
comprising approximately 1.7 million square fedteTCompany conducts its third-party fee-based sesvihrough two subsidiaries,
Highwoods Services, Inc. and Forsyth Propertiesi€es, Inc. (the "Service Companies"), as wellmsugh Forsyth-Carter Brokerage of
North Carolina, L.L.C., a joint venture with Ca-Oncor International.

The Company's executive offices are located at Bribketree Court, Suite 600, Raleigh, North Caeollii604, and its telephone number is
(919) 872-4924. The Company also maintains divaiaffices at 380 Knollwood, Suite 430, Winston<3a| North Carolina 27103,
telephone number (910) 631-9000 and 4405 Cox Raaitk 220, Glen Allen, Virginia 23060, telephonenter (804) 747-7800.

Business Objectives and Strategy of the CompanyCldrepany seeks to maximize the total return tetitskholders (i) through contractual
increases in rental rates from existing leasgshyirenewing or re-leasing space with expiringsésaat higher effective rental rates, (iii) by
increasing occupancy levels in properties, (iviabguiring new properties, (v) by developing newgemties, including properties on the
Development Land, and (vi) by providing a compléte of real estate services to the Company's tsreard to third parties. The Company
believes that its in-house development, acquisitomstruction management, leasing, brokerage arthgement services allow it to respond
to many demands of its existing and potential tebase, and enable it to provide its tenants dfstié/e services such as build-to-suit
construction and space modification, including ténmprovements and expansions. In addition, tleadhth of the Company's capabilities
resources, particularly its in-house leasing amdltparty brokerage services, provides it with nedrikformation not generally available and
gives the Company increased access to developammisition and management opportunities. The Compalieves that the operating
efficiencies achieved through its fully integrataganization also provide a competitive advantaggetting its lease rates and pricing its c
services.

The Company's strategy is to focus its real estetigities in markets where it believes its extgadocal knowledge gives it a competitive
advantage over other real estate developers andtopewith less local experience, particularlyhaiéggard to site selection, market
information and clients. Through its 1995 businem®binations with Forsyth Properties, Inc. and Réseckman Management Corporation,
the Company was able to diversify its portfolidriolude industrial properties and to expand itsgyaphic
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focus beyond the Raleigh-Durham market to includesfén-Salem/Greensboro and the Richmond, Virgiméakets, while maintaining its
localized approach to real estate. The Companyiroged to diversify its portfolio with its acquisitis in Charlotte, North Carolina. See
"Recent Developments.” In addition, the Companyrkasntly entered into a letter of intent to pusgha significant portfolio in Nashville,
Tennessee. See "Management's Discussion and AsiafySinancial Condition and Results of Operatibiiie Company's executive officers
have an average of approximately 18 years of expeeiin the real estate industry almost exclusiwetheir local markets.

The Company seeks to acquire suburban office ahabstrial properties at prices below replacement @ offer attractive returns, including
acquisitions of underperforming, high-quality asgatsituations offering opportunities for the Canp to improve such assets' operating
performance. In evaluating potential acquisitiopapunities, the Company will continue to rely o extensive experience of its
management and its research capabilities in consgla number of factors, including: (i) whethee ghroperty is strategically located, (ii) the
construction quality and condition of the prope(tiy) the occupancy and demand of properties sihailar type in the market and (iv) whetl
the property is able to generate returns at or @lbeels of expected growth and appreciation irptlogerty's value. (See "Recent
Developments" for a discussion of the Company'siiatépn and development activities during 199%hpTCompany also believes that its 203
acres of development land should provide it witompetitive advantage in its future developmeniaigts.

The Company may from time to time acquire propsertiem property owners through the exchange ofdnithe Operating Partnership for
the property owner's equity in the acquired prgpérhe Units received by these property owners didal exchangeable into shares of
Common Stock of the Company under certain circuntgis. In connection with the transactions, the Gorgpnay also assume outstanding
indebtedness associated with the acquired propefittee Company believes that this acquisition methay permit the Company to acquire
properties at attractive prices from property owngishing to enter into tax-deferred transactid#sing the foregoing structure, the Company
has acquired 87 properties since its inception,pr@img 4.9 million rentable square feet. The asijioins include the Forsyth, Research
Commons, and Hock properties, and a portion optperties in the Bissell portfolio and the Richrd@xpansion. See "Recent
Developments.” The Company will also selectivelgksepportunities for fee-producing development, agment and brokerage business
with third-party owners through the Service Comparand Forsyth-Carter Brokerage.

The Company is also committed to maintaining atedptructure that will allow it to grow throughwidopment and acquisition opportuniti
As part of this commitment, the Company intendsperate with a ratio of debt to total market cdjziédion below 40%. At March 1, 1996,
the ratio of debt to total market capitalizatiomgbd on a Common Stock price of $30 per shargpiaimately 21%. The Company belie’
that as a result of this debt level it should ble &b borrow funds at attractive rates. See "Mansagd's Discussion and Analysis of Financial
Condition and Results of Operations -- Liquidityda@@apital Resources."
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Recent Developments
Merger and Acquisition Activity
The following table summarizes the mergers andiattquns completed during the year ended Decemibel 895 (dollars in thousands):

Number of  Rentable Initial
Property Location Properties Square Feet Cost
Forsyth Transaction Piedmont Tria d/Charlotte 57 3,630,565 $ 169,900
Richmond Expansion Richmond 10 362,844 28,700
Research Commons Research Tria ngle 6 539,310 60,000
Creekstone Crossing Research Tria ngle 1 59,299 4,500
Bissell Portfolio Piedmont Tria d/Charlotte 56 920,283 36,900
Hock Portfolio Research Tria ngle 5 274,604 21,200
Six Forks | & 11 Research Tria ngle 2 89,470 8,800
Cotton Research Tria ngle 1 40,035 2,400
Parkway Plaza Charlotte 6 440,134 37,500
Total 144 6,356,544 $ 369,900

A significant portion of the Company's growth digrih995 resulted from its expansion into new markete Company entered three new
markets and established two divisional offices assalt of the Forsyth Transaction and the RichmBrgansion (both transactions defined
below). Forsyth Transaction

On February 23, 1995, the Company consummatedhsattion with Forsyth Properties, Inc. and itsliatis (collectively, "Forsyth"),
pursuant to which the Company and Forsyth combihei respective property portfolios, managemeaing and business operations (the
"Forsyth Transaction"). As part of the Forsyth Tsaction, the Company succeeded to the ownerstap aflditional 20 suburban office
properties, 37 industrial properties and approxatyai6 acres of development land located primanilWinstonSalem and Greensboro, Nc
Carolina, an area known as the Piedmont Triad.Fdreyth-owned properties totaled approximatelyr8ilion square feet. As consideration
for the Forsyth Transaction, the Company assumptbapnately $122.8 million of indebtedness, paigraximately $6.0 million in cash to
certain non-continuing investors, and issued 9@l4iits in the Operating Partnership to certaincekge officers of Forsyth and certain
holders of direct or indirect interests in the Finsproperties. In connection with the Forsyth Baation, the Company completed a second
public offering of 5,640,000 shares of Common Stac%20.75 per share.

Richmond Expansion

On July 12, 1995, the Company acquired two subudfiice properties located in Innsbrook Office Garih Richmond, Virginia. The
properties, encompassing 97,672 rentable squatiesfere purchased for the aggregate purchase @iri®.3 million. The purchase price was
paid through the assumption of $7.9 million of ibtéglness and cash of $0.4 million.

On September 1, 1995, the Company establishedhar®itd office upon the completion of its acquisit@fthe Ross-Kreckman Management
Corporation. Furthermore, on September 20, 199% Gotober 10, 1995, the Company completed the sitigui of six suburban office
properties and two service center properties enaessipg 265,172 square feet in the Innsbrook Oiester in Richmond, Virginia. The
purchase price for the properties totaled approtein&20.4 million and was funded through the agstion of $5.7 million of indebtedness,
the issuance of 40,319 Units and the payment of7d@lion in cash.

The Company has entered into a contract with thggnal developer of the Innsbrook Office Centeatmuire 64 acres of development land in
the park at a fixed price of $10.2 million. In Janys 1996, the Company acquired the first 10 aofé¢kis land for an aggregate purchase
of $1.8 million in cash. The Company will acquine tremaining 54 acres over a five-year period conuing with the closing date.
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The consolidated transaction described above Riehtnond Expansion”) encompasses 362,844 squdraridé4 acres of development land
in eight suburban office and two service centepprbes. The total cost, excluding the 64 acredesklopment land, was $28.7 million.
Research Commons

On February 10, 1995, the Company acquired sixriamuoffice buildings located within the confindsResearch Triangle Park from the
Research Commons Group. The buildings are situatad office park known as Research Commons, ao@gaproximately 538,000 rentable
square feet. The Company also acquired all of #meRrch Commons office park, which contains apprately 60 acres of land, 10 of which
is undeveloped but zoned for office and other coneciakdevelopment. As consideration for the Rese&@ommons Acquisition, the
Company assumed approximately $26.2 million of btdeness owed to a financial institution, assumg8.@ million promissory note to
Beaunit, an affiliate of certain members of thed@sh Commons Group, and issued 1,390,179 Unitei®perating Partnership to the
Research Commons Group. In the event the buildihgResearch Commons meet certain operating résuhs future, the Company agreed
to issue to the Research Commons Group up to aticadd 40,000 Units. The Company agreed to allbes ¢urrent property manager of
Research Commons, Practical Management Inc., tiincento manage the properties following consumomatif the acquisition. The
Company however, has the right to terminate su@ngement upon 180 days notice.

Creekstone Crossing

On May 25, 1995, the Company acquired Creekstonediigs, a 59,000-square foot service center pyopdjacent to the Research Triangle
Park in Raleigh-Durham, North Carolina. Creekst@nessings is located in the Company-owned Creekdark development, which
includes the Riverbirch building and 22 acres ofadl@oment land. The aggregate purchase price &fi@illion was paid through the issuance
of 4,640 Units and the assumption of approximasdly million of indebtedness, which was repaidlasiog from a draw under the
Company's credit facility. Certain directors aniagfrs of the Company owned an interest in Creealestorossings. Bissell Portfolio

On July 12, 1995, the Company acquired a 914,00@ssgfoot industrial and service center portfobmsisting of 47 buildings located in
Greensboro and nine buildings located in Charldtteth Carolina (the "Bissell Portfolio"). As paot the acquisition, the Company initially
acquired six acres of development land and will&eg20 additional acres over a five-year peridae Bggregate purchase price of
approximately $38.7 million was paid through theusnce of 81,716 Units, the assumption of $6.7anilbf indebtedness, the payment of
$28.3 million in cash and a deferred payment o6 $illion. The $28.3 million cash payment was finad with a $12.3 million first mortga
loan and a $16.0 million draw under the Compamgsdlitfacility. The deferred payment will be payah installments as the balance of the
20 acres of development land are placed in senri¢we years from the closing, whichever occurstfiThe Bissell Portfolio contains 167,(
square feet of warehouse space and 747,000 sapedreffservice center space. Hock Portfolio

On July 20, 1995, the Company acquired a 275,00@+sgfoot, five-building, suburban office complexated in Durham, North Carolina
(the "Hock Portfolio"). The aggregate purchase potapproximately $21.6 million was paid througke iesuance of 183,000 Units and the
assumption of approximately $17.0 million of indatniess, which was repaid at closing through a diraer the Company's credit facility.
As part of the transaction, the Company was graceethin development rights with respect to apprately 78 acres of development land
adjacent to the Hock Portfolio. Six Forks | & 1l

On November 23, 1995, the Company closed on theisitign of two suburban office properties (Six kst and Il) encompassing 89,000
square feet. The properties are located adjacghet@ompany's Six Forks Center Il property. Assideration for the purchase, the
Company paid $8.8 million in cash.



Cotton Building

On December 5, 1995, the Company closed the 4&Q0&re-foot Cotton Building for $2.3 million. Thamghase price was funded through
the issuance of 23,466 Units and the assumpti&i af million of indebtedness, which was repaid dianeously at closing.

Parkway Plaza

On December 19, 1995, the Company completed a $8ilibn acquisition of Parkway Plaza located ina@btte, North Carolina. The
portfolio consists of 330,000 square feet of ofspace in four buildings and 110,000 square fe@tdfstrial space in a single building and is
located in the I-77 Southwest Charlotte submarkie¢ 110,000-square foot industrial property is F¥shed office space. The purchase
price was comprised of $32.6 million in cash arelabsumption of a $4.9 million, 9.75% mortgage ithaturity date of February 1, 1998.
The buildings are situated on 40.2 acres. Of t48s2 acres, 23.6 are on a ground lease which exjpir2082 and includes a purchase option
allowing the Company to acquire the land at anyetah85% of the appraised value. Development Agtivi

The following table summarizes the three developrperjects placed in service during the year eridedember 31, 1995 (dollars in

thousands):

Number of Rentable Initial
Property Location Propertie s Square Feet  Cost
Rexwoods IV Research Triangle 1 42,003 $ 4,300
Willow Oak Research Triangle 1 88,783 8,100
West Point 5 Piedmont Triad 1 25,200 1,200
Total or Average 3 155,986 $13,600

The Company has six suburban office propertiescaredindustrial property under development totaling,300 square feet of office and
industrial space. The following table summarizessthdevelopment projects in process as of Dece®ibhd995 (dollars in thousands):

Estimate d
Rentable Budgeted Percent Completi on
Office Properties Location Square Feet Cost Preleased Date
Hewlett-Packard Piedmont Triad 18,000 $ 1,000 7% 1Q96
Global Software Research Triangle 92,700 7,500 76 1Q96
MSA Research Triangle 57,000 5,500 100 4Q96
Healthsource Research Triangle 180,000 15,300 100 4Q96
Shockoe Plaza Richmond 117,000 15,100 85 4Q96
Innsbrook Richmond 126,000 12,500 0 4Q96
Total or Weighted Average 590,700 $56,900 71%
Industrial Property
Regency One Piedmont Triad 127,600 3,500 100% 1Q96
Total or Weighted
Averager 718,300 $60,400 76%

Financing Activity

During the quarter ended March 31, 1995, the Compampleted a 5,640,000 share public offering off@wn Stock (including 640,000
shares issued pursuant to the underwriters' ol@nadnt option, the "Second Offering”). The netq@eds of the offering totaled $109.8
million and were used primarily to retire indebteds assumed in connection with the Forsyth Traiosact

Also during the quarter ended March 31, 1995, tbm@any received the proceeds from a $41 milliory@8r fixed rate (8.97%) mortgage
loan. After 10 years the loan provides for a ratet, with each party
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having the option at that time to put or call theri, as the case may be. The proceeds from theveanused, together with the offering
proceeds discussed above, to fund the Forsyth actios.

During the quarter ended September 30, 1995, tinep@ny completed a 4,774,989 share public offerif@anmon Stock (including 574,9
shares issued pursuant to the underwriter's ol@nadnt option, the "Third Offering"). The net pe®xls of the offering totaled $110.0 million
and were used primarily to retire amounts outstagndinder the Company's credit facility, to fund Riehmond Expansion, to fund the cos
the Company's various development projects andaweige working capital.

Also, during the quarter ended September 30, 1IB@5Company received the proceeds from a $32 mjlRO-year fixed rate (8.15%)
mortgage loan. After 10 years the loan providesafoate reset and a put/call option (as describese. The proceeds from the loan were
used to fund property acquisitions made duringoherter.

In connection with the acquisition of the Bissadirffolio, the Company entered into a $12.2 milliab;year variable rate (1.35% over 30 d
LIBOR) mortgage loan with a put/call option at #ved of years five and ten.

In connection with the Company's 1995 acquisitidine,Company assumed 13 loans with an aggregattanding balance on the closing
dates of $72.5 million and issued 2,676,000 Ureisied at $57.3 million.

The Company has received a commitment from threamercial banks providing for a $140.0 million unsed credit facility. The unsecur
credit facility, which is expected to close March 3996 subject to completion of final documentatiwill replace the current $80.0 million
secured credit facility and will have a maturityelaf June 14, 1999. Competition

The Properties compete for tenants with similapprtes located in the Company's markets primanilfthe basis of location, rent charged,
services provided and the design and conditioh®@fimprovements. The Company also competes wittr ®EITs, financial institutions,
pension funds, partnerships, individual investord athers when attempting to acquire propertiesplbyees

As of December 31, 1995, the Company employed £Pdoms, as compared to 43 at December 31, 1994ngitease is primarily a result of
the Company's expansion into the Piedmont TriadRinodmond markets.
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ITEM 2. PROPERTIES

General
The following table sets forth certain informatioith respect to the Company's properties at
December 31, 1995:

Offi ce Properties Industrial Properties Total
Number of Rentable Numberof Rentable Number of Rentable
In-Service: Propert ies Square Feet Properties Square Feet Proper ties Square Feet
Research Triangle........cccceevveennns 53 3,186,643 6 515,387 59 3,702,030
Piedmont Triad.........ccoceevriinnenne 20 1,056,629 78 3,095,604 98 4,152,233
Charlotte........cccvererieiieniinnns 6 387,348 17 491,652 23 879,000
Richmond. 8 290,750 3 191,158 11 481,908
Total....cooveenenne. 87 4,921,370 104 4,293,801 191 9,215,171
Under Development:
Research Triangle........ccccoeevveenns 3 329,700 - -- 3 329,700
Piedmont Triad.. 1 18,000 1 127,600 2 145,600
Charlotte......... - - - - - -
Richmond.... 2 243,000 - - 2 243,000
Totalo e 6 590,700 1 127,600 7 718,300
Total:
Research Triangle........cccccoevveenns 56 3,516,343 6 515,387 62 4,031,730
Piedmont Triad.........ccooeeveinnenne 21 1,074,629 79 3,223,204 100 4,297,833
Charlotte......... 6 387,348 17 491,652 23 879,000
Richmond. 10 533,750 3 191,158 13 724,908
Total.oeieceeeeeee 93 5,512,070 105 4,421,401 198 9,933,471
Occupancy Rate of | n-Service
Properties
Office  Industria | Weighted
Properties Propertie s Average
Research Triangle...........ccccocvvviiiveeennnn.n. 95% 89% 94%
Piedmont Triad.........cccoeeviiiiieiiiiieeene 95 92 93
Charlotte........ 93 87 90
Richmond. 98 91 95
Weighted average............oooccvvvvivvnennnnns 95% 91% 93%




Tenants

The Properties are leased to approximately 95ttenavhich engage in a wide variety of businesselsiding computers, healthcare,
telecommunications, finance, insurance and eleisoihe following table sets forth information cenning the 20 largest tenants of the
Properties as of December 31, 1995:

Percent
of Total
Annualized
Number Annualized Rental
Tenant of Leases Rental Revenue (1 ) Revenue
1. Federal Government
Environmental Protection Agency......... 4 $ 4,482,619 5.1%
U.S. Army and Marine Corps.............. 2 243,473 0.2
National Institute of Health Sciences... 1 165,394 0.2
2 77,427 0.1
9 $ 4,968,913 5.6%
2. 3 3,549,603 4.0
3. 7 2,766,733 3.1
4. 5 1,378,797 15
5. 4 1,364,841 15
6. 3 1,342,728 15
7. 4 1,294,525 15
8. Virginia State Government 2 1,194,000 1.3
9. Glaxo Wellcome.........ccccovvevennnnen. 3 1,193,100 1.3
10. Kaiser Foundation Health Plan............. 3 1,082,798 1.2
11. Martin Marietta.........cccceeeveveeenn. 5 1,077,163 1.2
12. Southern National Bank.. 2 1,071,889 1.2
13, EDS..coiiiiee e 2 1,071,674 1.2
14. CompuChem Corporation (2)................. 1 1,023,738 1.2
15. Maupin Taylor Ellis & Adams............... 1 948,185 1.1
16, AT&T .o 5 944,742 1.1
17. QualeX......ccoooeuvvvverenns . 3 867,038 1.0
18. Broadband Technologies.................... 1 849,968 1.0
19. Ericsson, INC......ccovvivieeeniinennn. 3 848,673 1.0
20. Norwest Mortgage........cccocvvvvveeeeeee e 1 831,563 0.9
Totaleviiiec e e 67 $ 29,670,671 33.4%

(1) Calculated by multiplying December 1995 reméalenue (base rent plus operating pass throughsepti2.
(2) CompuChem Corporation lease expires May 316199
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The following tables set forth certain informatianout the Company's leasing activities for the yeated December 31, 1995 and for the
period from June 14, 1994 to December 31, 1994.

1995 1994
Office  Industrial Office In dustrial
Net Effective Rents Related to Re-Leased Space:
Number of lease transactions (signed leases)....... ... 145 97 52 1
Rentable square footage leased.............cccc.... . 655,546 586,748 111,379 25,600
Average per rentable square foot over the lease ter m:
BaS@ reNt...ccccviiiiiieiiiecieeeeeeee $ 1539 $ 554 $ 1594 $ 6.77
Tenant improvements......cccoocevveevvsceeenes (0.29) (0.06)  (0.96) (0.14)
Leasing COMMISSIONS.....ccccvvveveeiieneneaanae L (0.31) (0.12) (0.39) (0.06)
Rent conCesSIiONS.....ccoovvvvvvevciiiiieeeee L (0.01) - (0.14) --
Effective rent........ . $ 1478 $ 536 $ 1445 $ 6.57
EXPENSe StOP....ccovvveeiiiiiieeeiiiieeeeeiee (4.36) (0.32) (4.28) -
Equivalent effective netrent............coo..... . . $ 1042 $ 504 $ 1017 $ 6.57
Average term in YearS.....ccocoeccvveveeeeeennene 4 3 4 5
Capital Expenditures Related to Re-leased Space:
Tenant Improvements:
Total dollars committed under signed leases...... ... $1,604,591 $ 115,097 $536,946 $ 17,920
Rentable square feet.........cccocvvvvvveeeee. L 655,546 586,748 111,379 25,600
Per rentable square foot........ccccoceeveeeeeeee L $ 245 $ 020 $ 482 $ 0.70
Leasing Commissions:
Total dollars committed under signed leases...... ... $ 770,614 $ 169,929 $189,167 $ 7,680
Rentable square feet.........cccocvvvvvveeeee. L 655,546 586,748 111,379 25,600
Per rentable square foot........ccccoceeveeeeeeee L $ 118 $ 029 $ 170 $ 0.30
Total:
Total dollars committed under signed leases...... ... $2,375,205 $ 285,026 $726,113 $ 25,600
Rentable square feet.........cccocvvvvveeeeee. L 655,546 586,748 111,379 25,600
Per rentable square foot........ccccoeeveeeeeee. L $ 362 $ 049 $ 652 % 1.00
Re-leased Space Activity:
Number of leases commenced during period........... ... 141 68 33 --
Rentable square feet.......ccocovveveeveeeeee. L 377,340 397,052 63,268 --
Average final rate with expense pass throughs...... ... $ 1463 $ 541 $ 15.03 -
Average first year cash rental rate................ .. $ 1512 $ 6.02 $ 15.22 -
Percentage inCrease......cccccceveeeeeveveeieeeeeee 3.35% 11.28% 1.3% --

11



The following tables set forth scheduled leaseratioins for executed leases as of December 31,, B88timing no tenant exercises renewal
options. Office Properties:

Average
Annual
Total Percentage of  Annual Rents Rental Rate Per Percentage of
Rentable Le ased Square Footage  Under Square Leased Rents
Year of Lease Number of Square Feet Represented by Expiring Foot for Represented by
Expiration Leases Expiring Expiring Leases  Leases (1) Expirations (1) Expiring Leases
1996 164 539,214 11.3% $ 7,379,537 $13.69 10.7%
1997 136 778,416 16.4 10,980,414 14.11 15.9
1998 116 798,789 16.8 11,554,107 14.46 16.7
1999 71 458,142 9.6 6,679,161 14.58 9.6
2000 98 686,510 144 9,882,161 14.39 14.3
2001 30 764,025 16.0 11,103,977 14.53 16.1
2002 16 253,829 5.3 4,189,429 16.50 6.0
2003 10 350,877 7.4 5,589,183 15.93 8.1
2004 6 71,182 15 972,833 13.67 14
2005 5 61,927 1.3 821,394 13.26 1.2
Thereafter -- -- -- - - -
Total or average 652 4,762,911 100.0% $69,152,196 $14.52 100.0%
Industrial Properties:
Average
Annual
Total Percentage of  Annual Rents Rental Rate Per Percentage of
Rentable Leas ed Square Footage  Under Square Leased Rents
Year of Lease Number of Square Feet R epresented by Expiring Foot for Represented by
Expiration Leases Expiring E xpiring Leases  Leases (1) Expirations (1) Expiring Leases
1996 202 1,673,969 44.4% $ 7,245,030 $ 4.33 36.6%
1997 81 533,990 14.2 2,732,089 5.12 13.8
1998 81 497,015 13.2 3,775,415 7.60 19.1
1999 31 282,453 7.5 1,950,285 6.90 9.8
2000 33 441,497 11.7 2,540,394 5.75 12.8
2001 6 46,809 1.2 416,299 8.89 21
2002 3 259,710 6.9 802,403 3.09 4.1
2003 2 5,875 0.1 54,071 9.20 0.3
2004 1 4,399 0.1 46,981 10.68 0.2
2005 5 27,082 0.7 242,289 8.95 1.2
Thereafter - -- - - -- -
Total or average 445 3,772,799 100.0% $19,805,256 $ 5.25 100.0%

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

The following table and the notes thereto set fortbrmation regarding the Properties:

Property

Building Year
Type (1) Built
Research Triangl

Highwoods Office Center

Amica

Arrowood

Aspen

Birchwood

Cedar East
Cedar West
Cottonwood
Cypress
Dogwood
Hawthorn
Highwoods Tower
Holly

Ironwood

Kaiser

Laurel
Leatherwood
Smoketree Tower

o} 1983
O 1979
O 1980
1983
1981
1981
1983
(0] 1980
O 1983
O 1987
O 1991
O 1984
(0] 1978
(0] 1988
(0] 1982
(0] 1979
O 1984

(0]

(0]
o
(0]

Rexwoods Office Center

2500 Blue Ridge
Blue Ridge Il
Rexwoods Center
Rexwoods I
Rexwoods Il
Rexwoods IV

(0] 1982
1988
O 1990
1993
1992
1995

Triangle Business Center

Bldg. 2A

Bldg. 2B

Bldg. 3

Bldg. 7
Progress Center

Cape Fear

Catawba

CompuChem
North Park

4800 North Park

4900 North Park

5000 North Park
Creekstone Park

Creekstone Crossing

Riverbirch
Willow Oak

Research Commons (3)

EPA Administration

EPA Annex
4501 Bldg.
4401 Bldg.
4301 Bldg.
4201 Bldg.
Hock Portfolio
Fairfield |
Fairfield Il
Qualex
4101 Roxboro

Property

0000

(0] 1984
Tenants
25% o
of Re
Square
December

Highwoods Office Center

Amica
Arrowood
Aspen
Birchwood

Cedar East
Cedar West
Cottonwood
Cypress
Dogwood
Hawthorn
Highwoods Tower

Amica Mutual Ins
First Citizens B
N/A
Donohoe Construc
Southlight, Inc.
Amerimark Buildi
N/A
First Citizens B
GSA-Army Recruit
First Citizens B
Carolina Telepho
Maupin, Taylor,

Percent Ceiling/
Rentable Occupied at Percent Clear
Square December 31, Office Height
Feet 1995 (2) Finish  (Feet)
e Properties

20,708 100% 100% 8

58,743 100 100 8
36,666 95 100 8
12,748 100 100 8
39,904 98 100 8
39,903 81 100 8
40,150 100 100 8
39,004 100 100 8
40,613 100 100 8
63,797 100 100 9-12
185,222 99 100 9
20,186 100 100 8
35,695 92 100 8
56,915 100 100 9
39,382 100 100 9
36,581 99 100 8
151,703 72 100 9
61,864 100 100 8
20,673 100 100 8
41,686 100 100 9
20,845 100 100 9
42,484 100 100 9
42,003 77 100 9
102,400 98 20 18
32,000 100 50 18
135,360 84 80 18
126,728 78 95 12
40,058 43 100 8
37,456 100 100 8
105,540 100 100 8
168,016 100 100 9
32,002 94 100 9
75,395 81 100 9-10
59,299 92 96 12
59,971 100 100 8
88,783 93 100 9
46,718 100 100 9
145,875 100 50 9
56,566 100 100 9
115,526 84 93 9
90,894 100 27 9
83,731 100 100 9
50,540 92 100 9
61,064 90 100 9
67,000 100 100 9
56,000 100 100 9
Leasing

r More

ntable

Feet at

31, 1995

urance Company
ank & Trust

tion Company,
ng Products

ank & Trust
ers

ank & Trust
ne

Ellis & Adams



Holly
Ironwood
Kaiser
Laurel

Leatherwood

Smoketree Tower

Capital Associat
First Citizens B
Kaiser Foundatio
Microspace Commu
Citizens Bank &
GAB North Americ
N/A

Rexwoods Office Center

2500 Blue Ridge

Blue Ridge Il

Rexwoods Center

Rexwoods I

Rexwoods I
Rexwoods IV

Rex Hospital, In
McGladrey & Pull
N/A
Raleigh Neurolog
Building Corpora
Piedmont Olson H
N/A

Triangle Business Center

Bldg. 2A

Bldg. 2B

Bldg. 3

Bldg. 7
Progress Center

Cape Fear

Catawba

CompuChem
North Park

4800 North Park

4900 North Park

5000 North Park
Creekstone Park

Creekstone Crossing

Riverbirch

Willow Oak

Harris Corporati
Management, Inc.

International Pa

N/A

Broadband Techno

N/A
GSA - EPA
CompuChem

IBM-PC Division
N/A
N/A

N/A
Digital Equipmen
Quintiles, Inc.
AT&T Corporation

Research Commons (3)

EPA Administration

EPA Annex
4501 Bldg.
4401 Bldg.
4301 Bldg.
4201 Bldg.
Hock Portfolio
Fairfield |
Fairfield Il
Qualex
4101 Roxboro

Environmental Pr

Environmental Pr
Martin Marietta
Ericsson
Glaxo Wellcome |
Environmental Pr

Reliance
Qualex
Qualex
Duke -- Cardiolo

ed Industries
ank & Trust

n

nications, First
Trust

a, Inc.

C.
en

y Clinic, Miller
tion

ensley, Inc.

on, AAl Systems
per

logies, Inc.

t Corporation,

otection Agency
otection Agency

nc.
otection Agency

gy



Property
4020 Roxboro

Building Year
Type (1) Built
(¢} 1989

Other Research Triangle

Properties
Colony Corporate Center O 1985
Concourse (0] 1986
Expressway One Warehouse | 1990
Holiday Inn (0] 1984
Lake Plaza East (0] 1984
Phoenix (0] 1990
Six Forks Center | (0] 1982
Six Forks Center Il (0] 1983
Six Forks Center Il (0] 1987
South Square | O 1988
South Square I O 1989
Cotton Building (0] 1972

Total or Weighted Average of
Research Triangle Properties

Property
4020 Roxboro

Tenants
25% o
of Re
Square
December
Duke -- Pediatri
Duke -- Cardiolo

Other Research Triangle

Properties

Colony Corporate Center

Concourse

Expressway One Warehouse

Holiday Inn

Lake Plaza East
Phoenix

Six Forks Center |
Six Forks Center I
Six Forks Center 11l
South Square |
South Square I
Cotton Building

Rust Environment
Infrastructure,
Clintrials
West's Durham Tr
Holiday Inns, In
N/A
N/A
Centura Bank
N/A
EDS
Blue Cross and B
Coastal Healthca
Cotton Inc., Ass
Insurances Inc.

Total or Weighted Average of
Research Triangle Properties

Piedmont Triad Properties

Airpark East
Highland Industries
Service Center 1
Service Center 2
Service Center 3
Service Center 4
Copier Consultants
Service Court
Bldg. 01
Bldg. 02
Bldg. 03
Bldg. A
Bldg. B
Bldg. C
Sears Cenfact
Warehouse 1
Warehouse 2
Warehouse 3
Warehouse 4

Airpark North
DC-1
DC-2
DC-3
DC-4

Airpark West
Airpark |
Airpark Il
Airpark IV
Airpark V
Airpark VI

West Point Business Park

BMF Warehouse

| 1986

Percent Ceiling/
Rentable Occupied at Percent Clear
Square December 31, Office Height

Feet 1995 (2) Finish  (Feet)
40,000 100% 100% 9

53,324 100 100 8
131,645 96 100 9
59,600 100 5 24
30,000 100 100 10
71,254 95 100 9
26,449 91 100 8
33,867 95 100 9
55,603 94 100 9
60,662 99 100 9
56,401 100 100 9
58,793 100 100 9
40,035 100 79 8-15
3,702,030 94%
Leasing
r More
ntable
Feet at
31, 1995
cs
gy
al &
Fujitsu
ansfer & Storage
C.
lue Shield
re Group, Inc.
ociated
12,500 100 48 18
18,575 100 96 14
18,672 100 94 14
16,498 86 97 14
16,500 100 100 14
20,000 100 60 18
12,600 76 100 16
24,423 100 100 9
23,827 100 100 9
23,182 100 100 9
56,272 70 100 9
54,088 98 100 9
134,893 100 100 9
49,504 100 100 9
64,000 100 21 21
64,000 100 48 21
57,600 100 8 21
54,000 81 89 21
112,000 100 7 20
111,905 100 61 20
75,000 100 5 20
60,000 100 8 20
60,000 100 100 9
45,680 100 100 9
22,612 100 100 9
21,923 100 100 9
22,097 90 100 9
240,000 100 3 32



WP-11
WP-12
WP-13
WP-3 & 4

Airpark East
Highland Industries
Service Center 1
Service Center 2
Service Center 3
Service Center 4
Copier Consultants
Service Court
Bldg. 01
Bldg. 02
Bldg. 03
Bldg. A
Bldg. B

Bldg. C
Sears Cenfact
Warehouse 1

Warehouse 2

Warehouse 3

Warehouse 4
Airpark North

DC-1

DC-2

DC-3
DC-4
Airpark West

Airpark |
Airpark Il
Airpark IV
Airpark V
Airpark VI

| 1988

| 1988

| 1988
S 1988

Highland Industr
Genetic Design
Genetic Design
ECPI
Genetic Design
Copier Consultan
Genetic Design
Health & Hygiene
United States Po
Time Warner, Mar
N/A
Hewlett-Packard
States Postal Se
John Hancock
Sears Roebuck &
Guilford Busines
Safelite Glass C
Volvo GM Heavy T
Street Bank Real
US Air Inc., Gar
First Data Resou

VSA, Inc.
Sears Roebuck &
Products Dist. |
South
Fashions Outlet
RSVP Communicati

Volvo GM Heavy T
Mohawk Carpet Co
Max Radio of Gre
NCR Corporation
Brookstone Colle

West Point Business Park

BMF Warehouse
WP-11

WP-12

WP-13

WP-3 & 4

Sara Lee Knit Pr
Microfibres
Norel Plastics,
Sara Lee Knit Pr
Tri-Communicatio
Safety, Inc.

89,600 100 8
89,600 100 4
89,600 100 2
18,059 100 54

ies, Inc.

ts

stal Service
tin Marietta

Co., United
rvice

Company

s Forms, Inc.,
orp.

ruck Corp., State
ty

lock, Inc.

rces, Inc.

Co., Summit Pet
nc., Electric

of America, Inc.
ons, Inc.

ruck Corp.
rporation (4)
ensboro

ge, Anacomp
oducts, Inc.
Sara Lee

oducts, Inc.
ns, Inc., Royso
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Percent Ceiling/
Rentable Occupied at Percent Clear

Building Year Square December 31, Office Height
Property Type (1) Built Feet 1995 (2) Finish  (Feet)
WP-5 S 1995 25,200 52% 20% 18
Fairchild Bldg. I 1990 89,000 100 20 30
LUWA Bahnson Bldg. (0] 1990 27,000 100 100 9
University Commercial Center
W-1 | 1983 44,400 100 1 24
W-2 | 1983 46,500 100 7 24
SR-1 S 1983 23,112 100 68 16
SR-2 01/02 S 1983 17,282 100 67 16
SR-3 S 1984 23,825 65 70 16
Bldg. 01/02 (0] 1983 9,993 40 100 9
Bldg. 03 O 1985 37,077 79 100 9
Bldg. 04 O 1986 34,470 60 100 9
Ivy Distribution Center (5) | 1930 - 400,000 55 2  14-16
1980
Knollwood Office Center
370 Knollwood (0] 1994 90,315 100 100 9
380 Knollwood (0] 1990 164,141 98 100 9
Stoneleigh Business Park
7327 W. Friendly Ave. S 1987 11,180 100 59 11
7339 W. Friendly Ave. S 1989 11,784 100 59 11
7341 W. Friendly Ave. S 1988 21,048 100 36 12
7343 W. Friendly Ave. S 1988 13,463 100 36 12
7345 W. Friendly Ave. S 1988 12,300 100 36 12
7347 W. Friendly Ave. S 1988 17,978 100 36 12
7349 W. Friendly Ave. S 1988 9,840 100 36 12
7351 W. Friendly Ave. S 1988 19,723 100 36 12
7353 W. Friendly Ave. S 1988 22,826 100 36 12
7355 W. Friendly Ave. S 1988 13,296 100 36 12
Spring Garden Plaza
4000 Spring Garden St. S 1983 21,773 86 69 14
4002 Spring Garden St. S 1983 6,684 100 69 14
4004 Spring Garden St. S 1983 23,724 92 69 14
Pomona Center -- Phase |
7 Dundas Circle S 1986 14,760 91 55 12
8 Dundas Circle S 1986 16,488 100 55 12
9 Dundas Circle S 1986 9,972 100 55 12
Pomona Center -- Phase I
302 Pomona Dr. S 1987 16,488 94 55 12
304 Pomona Dr. S 1987 4,344 100 55 12
306 Pomona Dr. S 1987 9,840 63 55 12
308 Pomona Dr. S 1987 14,184 96 55 12
5 Dundas Circle S 1987 14,184 83 55 12
Westgate on Wendover -- Phase |
305 South Westgate Dr. S 1985 5,760 83 54 12
307 South Westgate Dr. S 1985 12,672 100 54 12
309 South Westgate Dr. S 1985 12,960 100 54 12
311 South Westgate Dr. S 1985 14,400 100 54 12
315 South Westgate Dr. S 1985 10,368 89 54 12
317 South Westgate Dr. S 1985 15,552 98 54 12
319 South Westgate Dr. S 1985 10,368 100 54 12
Westgate on Wendover -- Phase Il
206 South Westgate Dr. S 1986 17,376 100 65 12
207 South Westgate Dr. S 1986 26,448 100 65 12
300 South Westgate Dr. S 1986 12,960 100 65 12
4600 Dundas Circle S 1985 11,922 100 65 12
4602 Dundas Circle S 1985 13,017 61 65 12
Radar Road
500 Radar Rd. | 1981 78,000 100 4 21
502 Radar Rd. | 1986 15,000 100 10 18
504 Radar Rd. | 1986 15,000 100 10 18
Tenants Leasing
25% o r More
of Re ntable
Square Feet at
Property December 31, 1995
WP-5 N/A
Fairchild Bldg. Fairchild Indust rial Products
LUWA Bahnson Bldg. Luwa Bahnson, In c.
University Commercial Center
W-1 Lagenthal Corp.
W-2 Paper Supply Com pany
SR-1 N/A
SR-2 01/02 Decision Point M arketing
SR-3 Decision Point M arketing
Bldg. 01/02 N/A
Bldg. 03 N/A
Bldg. 04 N/A

Ivy Distribution Center (5) N/A



Knollwood Office Center

370 Knollwood Krispy Kreme, Pr
Carolinas Realty
380 Knollwood N/A
Stoneleigh Business Park
7327 W. Friendly Ave. American Telecom
7339 W. Friendly Ave. IKEA, R.F. Micro
7341 W. Friendly Ave. R.F. Micro Devic
7343 W. Friendly Ave. Executone
7345 W. Friendly Ave. Disston
7347 W. Friendly Ave. Law Engineering,
7349 W. Friendly Ave. N/A
7351 W. Friendly Ave. General Transpor
Express
7353 W. Friendly Ave. Office Equipment
7355 W. Friendly Ave. R.F. Micro Devic
Spring Garden Plaza
4000 Spring Garden St. N/A
4002 Spring Garden St. Jordan Graphics
4004 Spring Garden St. N/A
Pomona Center -- Phase |
7 Dundas Circle N/A
8 Dundas Circle N/A
9 Dundas Circle Netcom, Conserva

Pomona Center -- Phase Il
302 Pomona Dr.

304 Pomona Dr. Fortune Personne
306 Pomona Dr. AEL Defense Corp
308 Pomona Dr. Hering North Ame

5 Dundas Circle
Westgate on Wendover -- Phase |

305 South Westgate Dr. Alarmguard, The

307 South Westgate Dr. Anders Lufvenhol

309 South Westgate Dr. Network Informat
Graphics

311 South Westgate Dr. N/A

315 South Westgate Dr. N/A

317 South Westgate Dr. N/A

319 South Westgate Dr. N/A

Westgate on Wendover -- Phase Il

206 South Westgate Dr. Home Care of the
Carolinas

207 South Westgate Dr. Health Equipment

300 South Westgate Dr. N/A

4600 Dundas Circle
4602 Dundas Circle

Oakwood Homes, A
Four Seasons App

Radar Road
500 Radar Rd. Amoco Foam
502 Radar Rd. East Texas Distr
504 Radar Rd. Triad Internatio

Dayva Industries

udential

, Salem Imaging
Devices

es

Winship

t, Burlington Air

, Windsor Door
es

top Corporation

| Consultants
oration
rica

Computer Store
m
ion, McRae

Central
Services
quaterra, Inc.

arel

ibuting
nal Maintenance,



Building Year
Property Type (1) Built
506 Radar Rd. | 1986
Holden/85 Business Park
2616 Phoenix Dr. | 1985
2606 Phoenix Dr. -- 100 S 1989
2606 Phoenix Dr. -- 200 S 1989
2606 Phoenix Dr. -- 300 S 1989
2606 Phoenix Dr. -- 400 S 1989
2606 Phoenix Dr. -- 500 S 1989
2606 Phoenix Dr. -- 600 S 1989
Industrial Village
7906 Industrial Village Rd.
| 1985
7908 Industrial Village Rd.
| 1985
7910 Industrial Village Rd.
| 1985
Other Piedmont Triad Properties
6348 Burnt Poplar [ 1990
6350 Burnt Poplar | 1992
Stratford (0] 1991
Chesapeake | 1993
3288 Robinhood O 1989
Total or Weighted Average of
Piedmont Triad Properties
Tenants
25% o
of Re
Square
Property December

506 Radar Rd.
American Coating

Holden/85 Business Park
2616 Phoenix Dr. Pliana, Inc.

Triad Internatio

2606 Phoenix Dr. -- 100
2606 Phoenix Dr. -- 200
2606 Phoenix Dr. -- 300
2606 Phoenix Dr. -- 400
2606 Phoenix Dr. -- 500

Piedmont Plastic
REHAU, Inc., Rea
N/A

Spectrum Financi
The Record Excha

2606 Phoenix Dr. -- 600
Industrial Village
7906 Industrial Village Rd.
Texas Aluminum
7908 Industrial Village Rd.
Bullock Distribu
7910 Industrial Village Rd.
Wadkin North Ame
Other Piedmont Triad Properties
6348 Burnt Poplar
6350 Burnt Poplar

AT&T, Sumitomo E

Sears Roebuck &
Industries for t

Stratford Southern Nationa
Chesapeake Chesapeake Displ
3288 Robinhood N/A

Total or Weighted Average of
Piedmont Triad Properties

Charlotte Properties

Steele Creek Park

Bldg. A I 1989
Bldg. B I 1985
Bldg. E | 1985
Bldg. G-1 | 1989
Bldg. H | 1987
Bldg. K | 1985
Bldg. N | 1989

Highwoods/Forsyth Business Park

4101 Stuart Andrew Blvd. S 1984
4105 Stuart Andrew Blvd. S 1984
4109 Stuart Andrew Blvd. S 1984
4201 Stuart Andrew Blvd. S 1982
4205 Stuart Andrew Blvd. S 1982
4209 Stuart Andrew Blvd. S 1982
4215 Stuart Andrew Blvd. S 1982
4301 Stuart Andrew Blvd. S 1982
4321 Stuart Andrew Blvd. S 1982
Parkway Plaza
Building 1 (0] 1982

Percent Ceiling/
Rentable Occupied at Percent Clear
Square December 31, Office Height
Feet 1995 (2) Finish  (Feet)

15,000 100% 10% 18
31,894 100 32 10
15,000 100 32 10
15,000 100 32 10
7,380 83 32 10
12,300 90 32 10
15,180 100 32 10
18,540 90 32 10
15,000 100 15 18
15,000 100 15 18
15,000 100 15 18
125,000 100 4 20
57,600 100 3 20
135,533 97 100 9
250,000 100 3 28
19,599 83 100 9
4,152,233 93%
Leasing
r More
ntable
Feet at
31, 1995

nal Maintenance,
s

s, Rexham Corp.
dervision, Inc.

al Services
nge
lectrical

tors, Air Express
rica, Inc.

Co.

he Blind

| Bank

ay & Packaging

42,500 100 19 21
15,031 100 20 21
39,300 57 13 21
22,500 44 11 21
53,614 64 16 21
19,400 100 25 21
22,000 100 11 21
12,185 100 60 16
4,528 100 60 16
15,212 100 60 16
19,333 69 60 16
23,401 91 60 16
15,901 100 60 16
23,372 95 60 16
40,601 84 60 16
12,774 100 60 16
58,263 88 100 8



Building 2 (@] 1983
Building 3 (0] 1984
Building 7 (7) (0] 1985
Building 8 (7) (0] 1986
Building 9 (7) | 1984
Other Charlotte Properties
First Citizens (@] 1989
Total or Weighted Average of
Charlotte Properties
Steele Creek Park
Bldg. A Terrell Gear Dri
Bldg. B Pumps Parts & Se
Bldg. E Bradman-Lake Inc
Inc.
Bldg. G-1 Safewaste Corp.
Bldg. H Sugravo Rallis E
Bldg. K Aptech, Inc.
Bldg. N Marketing Assoc.
Highwoods/Forsyth Business Park
4101 Stuart Andrew Blvd. N/A
4105 Stuart Andrew Blvd. Re-Directions, T
Clinic, Bell/Sys
4109 Stuart Andrew Blvd. N/A
4201 Stuart Andrew Blvd. N/A
4205 Stuart Andrew Blvd. N/A
4209 Stuart Andrew Blvd. N/A

4215 Stuart Andrew Blvd.

Inc.

4301 Stuart Andrew Blvd.
4321 Stuart Andrew Blvd.

Parkway Plaza

Cleaning Service

Circle K
Communications T

Building 1 BASF Corporation
Building 2 N/A
Building 3 N/A
Building 7 (7) Northwest Mortga
Building 8 (7) Greenpoint Finan
Building 9 (7) Aegis Technologi

Other Charlotte Properties

First Citizens

Volvo Car Financ

Total or Weighted Average of

Charlotte Properties

88,227 93 100 8
82,307 83 100 8
60,722 100 100 8
40,615 100 100 8
110,000 100 32 26
57,214 100 100 9

879,000 90%
ves, Inc.
rvices Inc. (6)
. (6), Aptech,
ngraving

International

ransit & Level

co Food

s Group, Rodan,

echnology

ge

cial Corp.
es

e, Inc.
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Percent Ceiling/
Rentable Occupied at Percent Clear
Building Year Square December 31, Office Height
Property Type (1) Built Feet 1995 (2) Finish  (Feet)
Tenants Leasing
25% o r More
of Re ntable
Square Feet at
Property December 31, 1995
Richmond Properties
Innsbrook Office Center
Market American O 1988 39,306 93% 100% 8
Proctor-Silex (0] 1986 58,366 100 100 8
Vantage Place | O 1987 15,334 90 100 8
Vantage Place Il O 1987 14,223 87 100 8
Vantage Place IlI (0] 1988 14,615 100 100 8
Vantage Place IV (e} 1988 14,616 100 100 8
Vantage Point (0] 1990 63,867 98 100 16
Innsbrook Tech | S 1991 18,095 100 58 16
DEQ Technology Center S 1991 53,999 81 80 16
DEQ Office ¢} 1991 70,423 100 100 8
Technology Park
Virginia Center S 1985 119,064 94 70 14
Total or Weighted Average of
Richmond Properties 481,908 95%
Total or Weighted Average of All
Properties 9,215,171 93%
Innsbrook Office Center
Market American Mark IV

Proctor-Silex
Vantage Place |
Vantage Place Il
Vantage Place Il
Vantage Place IV
Vantage Point
Innsbrook Tech |

Proctor-Silex, |

Rountrey and Ass
Hastings-Tapley
Stenrich Group,
Corvel Healthcar
EDS, Colonial In
Air Specialists

nc.
ociates

Inc.

e, Cemetary Mgmt.
c.

of VA, Hobbs &

Assoc.
DEQ Technology Center Virginia State G ov., First Health
DEQ Office Virginia State G ov.
Technology Park
Virginia Center N/A

Total or Weighted Average of
Richmond Properties

Total or Weighted Average of All
Properties

(1) I = Industrial, S = Service Center and O = CHfi

(2) Includes 29,000 rentable square feet leaseddiutccupied.

(3) Research Triangle Foundation of North Carollna, has a right of first refusal option to pursbany property offered for sale within the
confines of the Research Triangle Park.

(4) Mohawk Corporation currently subleases its sgacvolvo GM Heavy Truck Corp.

(5) vy Distribution Center enables the Compansgstablish relationships with potential tenants tiestd large blocks of affordable storage
space, frequently on a shaetrm basis. With the exception of 1989 when théding was renovated to convert it from a manufdatyfacility
to a bulk warehouse facility, lvy Distribution Centas produced a positive cash flow every yeaesits acquisition in 1978.

(6) These tenants have a first right of refusalospto purchase their respective leased propdrtitse event the Company elects to sell any of
these properties pursuant to a bona fide thirdypatfer to purchase such properties.

(7) Properties subject to ground lease expiringebdmer 31, 2082. Company has option to purchasedandg the lease term at the greate
$35,000 per acre or 85% of appraised value.
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Development Land
As of December 31, 1995, the Company owned apprabeiy 203 acres of land for development. The follmtable sets forth the location
(business park), acreage, build-out capacity aticthated construction costs with respect to the gvaent land (dollars in thousands):

Estimated
Rentable Square Feet Construction

Business Park Location Acreage (Office) (Industrial) (Total) Costs
Capital Center................... Raleigh 15 165,000 - 165,000 $ 14,250
Creekstone Park.................. Durham 16 186,000 - 186,000 15,810
Highwoods Office Center North.... Raleigh 18 310,000 -- 310,000 26,350
Highwoods Office Center South....  Raleigh 45 525,000 - 525,000 44,625
Research Commons................. RTP (1) 10 100,000 - 100,000 8,500
Airpark East...........cccueue. Greensboro 13 57,000 50,000 107,000 5,020
Airpark North.................... Greensboro 10 20,000 -- 20,000 1,600
NationsFord Business Park........ Charlotte 15 - 170,000 170,000 3,920
West Point Business

Park.....ccooeviiiiiieinnnns Winston-Salem 35 - 384,000 384,000 8,712
Airport Center Drive

(2)eeeieiiee Greensboro 20 241,000 -- 241,000 21,690
Highwoods/Forsyth

Park.....cccoeviiiiieiininns Greensboro 6 - 60,000 60,000 3,600

Total..oooeeiiieiiees 203 1,604,000 664,000 2,268,000 $154,077

(1) RTP = Research Triangle Park

(2) This land will be acquired in installments asiplaced in service or by June 2000, whicheweuds first. All of the Development Land is
zoned and available for office or industrial deyetent and 166 acres have utility infrastructuready in place. The Company believes that
the cost of developing the Development Land coeldifianced with the funds available from the Compmexisting credit facility, additioni
borrowings and offerings of equity securities. T@mpany believes that its commercially zoned arehauambered land in existing business
parks gives the Company an advantage in its futavelopment activities over other commercial retdie development companies in the
Research Triangle, the Piedmont Triad and Charléttg future development, however, is dependertherdemand for industrial or office
space in the area, the availability of favorabfeficing and other factors, and no assurance cgivée that any construction will take place
on the Development Land. In addition, if constractis undertaken on the Development Land, the Compall be subject to the risks
associated with construction activities, includihg risk that occupancy rates and rents at a nesrtypleted property may not be sufficient to
make the property profitable, construction costy exceed original estimates and construction aaskleip may not be completed on
schedule, resulting in increased debt service esgpand construction expense. Option Land

The Company has options to purchase or rightgsifriéfusal to purchase, lease or develop a t6tkh® acres of undeveloped land (the
"Option Land") at locations adjacent to Propertiesvo existing business parks. The Company hag-term rights of first refusal to
purchase, lease or develop: (i) 147 acres in thwdssway Commerce Center, which is targeted foeldement of warehouses and service
center facilities and (ii) 19 acres adjacent toeBstone Park, which is targeted for service cesggelopment. The Company believes that its
options to purchase and rights of first refusgdtiochase and develop the Option Land may providengpetitive advantage regarding its
future development activities in the Research i@nSuch future development, however, is depenoletiie availability of favorable
financing and other factors, and no assurance eaiMen that any of the Option Land will be purctthsr developed by the Company. In
connection with the acquisition of the Hock Poiitipthe Company has obtained certain rights tolpase or develop approximately 78 acres
of land.
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Third-Party Purchase Options

Five of the Properties are subject to purchasengtin favor of existing tenants during the terrhtheir leases. Highland Industries, Inc. has
the option during the term of its lease to purchheeHighlands Building in Airpark East for a puasie price of $1,034,000 during each of the
first five years of the lease term and, thereafiedecreasing amounts through the tenth yearedttse term when the price will be $926,(
Although the Company believes that the option pasehprice on the Highlands Building is currentlpafbove the current fair market value
of the subject property, no assurance can be ghagrsuch price will be equal to the fair marketreaof such property at the time the optio
exercised. Marketing Associates International, has an option to purchase the building it occupiedteele Creek Park for a purchase price
of $900,000. On March 31, 1995, the option wasredee for one year upon payment of $25,000. Thensida payments may be applied to
the purchase price which remains at $900,000 duhedirst extension period and may be increased¢@$900,000 during the second
extension period based upon the percentage incieise Consumer Price Index ("CPI"). Marketing ésistes International, Inc. has notif
the Company that it will exercise its purchaseaptin March 31, 1996. Pump Parts & Services, las.dn option to purchase the building it
occupies in Steele Creek Park for a purchase pfi§87.37 per square foot ($561,708), subjectrimramum increase in the per square foot
purchase price of 5% per year. One of the tendriRerwoods Il has an option to purchase 33% optlogerty in December 1998 for cash at
the theneurrent fair market value, as to be determinedrbindependent appraiser. In addition, Glaxo Welledras the option to purchase
4301 Building at Research Commons from March 189F¢ earlier of the lease termination or March2fify cash at the then-current fair
market value to be determined by an appraiser chiogéhe Company, provided the terms of such pwelaae acceptable to the Company
and Glaxo Wellcome.
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ITEM 3. LEGAL PROCEEDINGS
None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.

ITEM X. EXECUTIVE OFFICERS OF THE REGISTRANT
The following table sets forth certain informatioith respect to the directors and executive offaarthe Company:

Name Age Principal Occupatio

O. Temple Sloan, Jr. 56 Director and Chairm
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Name Age Principal Occupatio ns and Other Directorships

L. Glenn Orr, Jr. 55 Director. Mr. Orr i s the Chairman, President and Chief Executive Offic er of Orr
Management Co. He s erved as Chairman of the Board of Directors, Presid ent and
Chief Executive Off icer of Southern National Corporation until its mer ger with
Branch Banking & Tr ust. Mr. Orr continues to be a director of the merg ed bank.
Mr. Orr, who previo usly served as President and Chief Executive Office r of
Forsyth Bank and Tr ust Co. and President of Community Bank in Greenvil le, S.C,,
is former President of the North Carolina Bankers Association. He is a trustee of
Wake Forest Univers ity and the University of North Carolina at Greensb oro.

Stephen Timko 67 Director. Mr. Timko is a partner of JHPB Partners, a limited partner o f the
Operating Partnersh ip. He has served as Associate Vice President of Fi nancial
Affairs for Temple University and Chief Financial Officer and Executiv e Vice
President of Financ e and Administration for Beaunit Corporation. Mr. T imko
currently serves as Treasurer for Beaunit Corporation.

Edward J. Fritsch 37 Vice President, Sec retary and President of the Company's Research Tria ngle
Division. Mr. Frits ch joined the Company in 1982 and currently serves as
President of the Co mpany's Highwoods Division. Mr. Fritsch is a Certif ied
Property Manager.

Carman J. Liuzzo 35 Vice President, Chi ef Financial Officer and Treasurer. Mr. Liuzzo join ed the
Company in 1994 and currently serves as Chief Financial Officer. Prior to joining
the Company, Mr. Li uzzo was Vice President and Chief Accounting Office r for
Boddie-Noell Enterp rises, Inc. and Boddie-Noell Restaurant Properties, Inc. Mr.

Liuzzo is a certifi

Employment Agreements

ed public accountant.

The Company's executive officers generally haveleympent agreements with the Company with a threm-geration. Messrs. Gibson and
Fritsch have employment agreements through Juné, H9@l Messrs. Turner, Wilson and Liuzzo have egimpént agreements through
February 1998. Each contract includes provisiossinting the officers from competing with the Coamy during employment and, except in
certain circumstances, for a limited period of tiafeer termination of employment. Each of the ergplent contracts provides for severance
payments in the event of termination by the Compaitlyout cause equal to the officer's base salarytfe later of one year from the date of
termination or the expiration of the three-year lyment agreement.

21



PART Il
ITEM 5. MARKET FOR THE REGISTRANT'S COMMON STOCK AN D RELATED

STOCKHOLDER MATTERS

The Common Stock has been traded on the NYSE uhdeymbol "HIW" since the Company's initial pubditering. The following table
sets forth the quarterly high and low sales prjpssshare reported on the NYSE for the periodsatdd and the distributions paid per share
for each such period.

Period or Quarter 1995 1994

Ended: High Low  Distribu tion High Low  Distribution
March 31............ $22.00 $19.88 $0.42 5 - - -(1)
June 30............. 2550 21.25 0.4 5 $21.68 $19.68 0.075(2)
September 30........ 26.88 23.88 0.4 5 21.13 19.75 0.425
December 31......... 28.38 25.50 0.4 5 21.68 18.50 0.425

(1) Prior to the Company's June 14, 1994, initiljr stock offering.

(2) No distribution was paid during this period.eTaccrued distribution of $0.075 per share was paillovember 16, 1994 at the time the
Company paid its initial distribution for the pedifrom inception to September 30, 1994. On March9Bg, the last reported sale price of the
Common Stock on the NYSE was $30.00 per share. @mhil, 1996, the Company had 516 stockholdereaaird. The Company intends to
continue to pay regular quarterly distributiondhtdders of shares of Common Stock and holders @sUAIthough the Company intends to
maintain its current distribution rate, future distitions by the Company will be at the discretafrihe Board of Directors and will depend on
the actual funds from operations of the Compamsyfiritancial condition, capital requirements, thawad distribution requirements under the
REIT provisions of the Code and such other facasrthe Board of Directors deems relevant. Duriegyar ended 1995, the Company's
distributions totalled $25,348,000 of which $2,Z88) represented return of capital for financialesteent purposes. The minimum per share
distribution required to maintain REIT Status wppraximately $1.55 per share in 1995 and $.48 paresin 1994. The Company has
instituted a Dividend Reinvestment and Stock Pwetfalan under which holders of Common Stock mast eletomatically to reinvest their
distributions in additional shares of Common Staokl may make optional cash payments for additishates of Common Stock. The
Company may issue additional shares of Common Sinckith respect to reinvested distributions, repase Common Stock in the open
market for purposes of financing its obligationglenthe Dividend Reinvestment and Stock Purchaae. Pl

ITEM 6. SELECTED FINANCIAL DATA The following tableets forth selected financial and operating infttion for the Company as of
December 31, 1995 and 1994, for the year endedrble®e31, 1995, and for the period from June 1441@8®mmencement of operations) to
December 31, 1994. The following table also setdhfselected financial and operating informationadmistorical basis for the Highwoods
Group (the predecessor to the Company) as of anebfth of the years in the five-year period endeddinber 31, 1993, and for the period
from January 1, 1994, to June 13, 1994. Due tintipact of the initial formation of the Company ahe initial public offering in 1994, the
second and third offerings in 1995 and the tramsiastmore fully described in "Management's Disaussind Analysis -- Overview and
Background," the historical results of operatiomsthe years ended December 31, 1991, 1992, 1993394 may not be comparable to the
current period results of operations.
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The Company and the Highwoods Group

Highwoods
Company Group Year ende d December 31,
June 14, January 1,
Ye ar Ended 1994 to 1994 to
Dec ember 31, December 31, June 13, Highw oods Group
1995 1994 1994 1993 1992 1991
(Dollars in thousands, except per share amo unts)
Operating Data:
Total revenue..........ccouveeeeeeevieennns $ 73,522 $ 19,442 $ 6,648 $13,450 $ 12,532 $9,774
Rental property
operating eXpenses.........cccceevvueeenn 17,049(1) 5,110(1) 2,596(2) 6,248(2) 5,587(2) 4,467(2)
General and administrative.................. 2,737 810 280 589 694 690
Interest expense............... 13,720 3,220 2,473 5,185 5,059 3,908
Depreciation and amortization............... 11,082 2,607 835 1,583 1,431 1,135
Income (loss) before minority interest...... 28,934 7,695 464 (155) (239) (426)
Minority interest..........cccccevveeennen. (4,937) (808) - - - -
Income before extraordinary item............ 23,997 6,887 464 (155) (239) (426)
Extraordinary item-loss on early
extinguishment of debt................... (875) (1,273) - - - -
Net income (10SS)....cccevrveervereennnn $ 23,122 $ 5614 $ 464 $ (155) $ (239) $ (426)
Net income per
€common share..........ccccevencreenenns $ 149 $ .63
Balance Sheet Data
(at end of period):
Real estate, net of
accumulated depreciation.................. $ 593,066 $ 207,976 $ - $51,590 $ 46,626 $44,554
Total @SSets......ccccvvvvrvcrrenieeenn. 621,134 224,777 -- 58,679 53,688 48,647
Total mortgages and
notes payable..........ccocerveininnnne 182,736 66,864 - 64,347 60,279 56,455
Other Data:
Number of in-service properties 191 44 14 14 13 13
Total rentable square feet.................. ,215,171 2,746,219 816,690 816,690 7 94,174 794,174

(1) Rental property operating expenses includeisalareal estate taxes, insurance, repairs andtemaince, property management, security
and utilities.

(2) Rental property operating expenses includeisalareal estate taxes, insurance, repairs andtemaince, property management, security,
utilities, leasing, development, and constructinpemses.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
Overview and Background

The Highwoods Group (the predecessor to the Com)paay comprised of 13 office properties and onesWvanse facility (the "Highwoods-
Owned Properties"), 94 acres of development lanktla@ management, development and leasing businétghwoods Properties Company
("HPC™). On June 14, 1994, following completiontioé Company's initial public offering of 8,510,08/ares of Common Stock at a price of
$21.00 per share, the Company, through a busimesbination involving entities under varying comnmmnership, succeeded to the
Highwoods-Owned Properties, HPC's real estate bssiand 27 additional office properties owned taffiliated parties (such combination
being referred to as the "Formation Transactiofile Company acquired three additional Propertid9B4 after the Formation Transaction.
During the year ended December 31, 1995, the Coynpeguired 144 Properties encompassing 6,357,00érsdeet at a initial cost of
$369,900,000. The following table summarizes thegers and acquisitions completed during the yedeémecember 31, 1995 (dollars in
thousands):

Number of Rentable Initial

Property Location Properties  Square Feet Cost
Forsyth Transaction Piedmont Triad/Charlotte 57 3,630,565  $169,900
Richmond Expansion  Richmond 10 362,844 28,700
Research Commons Research Triangle 6 539,310 60,000
Creekstone Crossing Research Triangle 1 59,299 4,500
Bissell Portfolio ~ Piedmont Triad/Charlotte 56 920,283 36,900
Hock Portfolio Research Triangle 5 274,604 21,200
Six Forks | & Il Research Triangle 2 89,470 8,800
Cotton Research Triangle 1 40,035 2,400
Parkway Plaza Charlotte 6 440,134 37,500

Total 144 6,356,544  $369,900

Minority interest in the Company represents theatéoh partnership interest owned by various indigiduand entities and not the Company in
the Operating Partnership, the entity that ownsdbmpany's properties and through which the Compasmyhe sole general partner, cond
substantially all of its operations.

The combined financial statements of the Highwa@dsup for the two years ended December 31, 19@8)de the accounts of the
management, leasing and development operation®6f &hd the partnerships that owned 14 buildingsthaeadcarcels of development land.
The Highwoods Group's financial statements have peesented on a combined basis because of thiataffigeneral partners and common
management of the Highwoo»aned Properties. Given the effect of the acquisgidiscussed above, the results of the Highwoadsafor
the period from January 1, 1994, to June 13, 18684 for the year ended December 31, 1993, areanaparable to the current operations of
the Company.

This information should be read in conjunction vilte accompanying consolidated and combined fimdstatements and the related notes
thereto.

The pro forma operating data for the year endeceBéer 31, 1994 assumes completion of the InitiliP®ffering and the Formation
Transaction as of January 1, 1994. See Note 1 'frgthon and Formation of the Company." Result®pérations

Comparison of the Company 1995 to the Company Brm& 1994 For the year ended December 31, 1995 évtenues were comprised of
$71,217,000 of rental revenues and $2,305,000tefest and other income. For the year ended DeaeBihd 994 pro forma total
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revenues included $33,626,000 of rental revenu230,$00 in distributions from Highwoods Services;.land $456,000 of interest income.
The $37,591,000 increase in rental income fromfpnma 1994 to 1995 was primarily attributable te thntal revenue derived from
properties acquired during 1995. Revenues fronCibrapany's initial portfolio of 41 properties incsed by 2.1% over the comparable 1994
period. Vacancies in Smoketree Tower and Cape paéinlly offset rental rate increases and occup@ains in other properties.

The increase in interest income from $465,000 infprma 1994 to $2,305,000 in 1995 was due primaoilthe increase in short-term
investments during the three month period followting Company's Third Offering in August 1995.

Rental property expenses represented 23.9% ofl rewnues in 1995 compared to 28.8% for pro foti®9@4. The decline in this ratio was a
result of increased operating efficiencies andaithdition of revenues from industrial propertied 895. Industrial properties are generally
leased on a "triple net" basis with the tenant pgugll operating costs.

General and administrative expenses increased$io&84,000 or 3.3% of total revenues for pro fofr84 to $2,737,000 or 3.7% of total
revenues for 1995. The increase in general andraskngtive expenses was a result of the growthefQompany's operations into the
Piedmont Triad and Richmond.

Interest expense increased from $5,604,000 fofgrroa 1994 to $13,720,000 for 1995. The increasetarest expense was a result of an
increased debt level during 1995 compared to 183&Company financed a portion of its 1995 adfipiisactivity through the use of debt
financing. The Company's interest expense for 188bided a benefit of $385,000 as a result ofritsriest rate protection agreement.

Depreciation and amortization expense increased $4,638,000 for pro forma 1994 to $11,082,000L885. The increase in depreciation
and amortization expense reflects the increaseahestate assets during 1995.

Net income before minority interest and extraordiritem equaled $28,934,000 or $1.87 per shar&966 compared to $13,229,000 or $!
per share for pro forma 1994.

In connection with the repayment of indebtednekged to the Forsyth Transaction, the Company iecliprepayment penalties of
$1,047,000. This amount was recorded as an extrawyditem and is presented in the consolidatearfomal statement as ($875,000), net of
the minority interest in such loss.

Comparison of the Company Pro Forma 1994 to thénigds Group for the Year Ended December 31, 1993

For 1994, total revenue on a pro forma basis wds282,000 compared to historical revenues of $1B0M® for the Highwoods Group for 1
same period of 1993. The net increase is primattlybuted to the addition of 27 additional offigeperties in connection with the initial
public offering and increased occupancy of the Migbds Group offset by the decrease in non-rent&mee (leasing, development and
construction) due to the Company accounting foinisrest in Highwoods Realty Services, Inc. anghwioods Leasing Company under the
cost method of accounting. Accordingly, on a pnarfa basis, total revenues will include only therdisitions from such subsidiaries.

For 1994, rental property operating expenses $&#4177,000 and equaled 28.8% of rental revenuespyn forma basis compared to
$4,398,186 and 48.9% of rental revenues for thénhapds Group on a historical basis for the sammgef 1993. This decrease from
historical to pro forma, as a percentage of remtatnues, is due primarily to the operations ofRhaperties on a combined, self-managed
basis as compared to separate entities historidddyor components of the decrease in rental oppeyaixpenses as a percentage of rental
revenues can be attributed to the provision of mament and leasing services by employees of thep@oynfor which fees were paid
historically.

For 1994 general and administrative expenses ed|$4ld 34,000 or 3.3% of total revenues on a pnm&obasis compared to $589,000 or
4.4% of total revenues for 1993. Increased opegadfficiencies in 1994 generated the decreaseriergéand administrative expenses as a
percentage of revenues.
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For 1994, interest expense totaled $5,604,000 qudled 16.3% of total revenues on a pro forma lmmsigared to $5,185,000 and 38.6% of
total revenues on a historical basis for the HigbesoGroup for the same period of 1993. This deeré&asn historical to pro forma, as a
percentage of total revenues, is due primaritnheo@ompany's reduced leverage as a result of theetion of debt using proceeds from the
initial public offering.

The increase in depreciation expense from $1,583%@0the Highwoods Group for 1993 to $4,638,000f® forma 1994 was due to the
increase in real estate assets during 1994 asaimpéhy increased its portfolio from 14 propert@8® properties.

For 1994, net income before minority interest wowéde been $13,229,000 on a pro forma basis comhpailoss of ($155,000) on a
historical basis for the Highwoods Group for thenegperiod of 1993. Lower interest expense combimédthe operating efficiencies gained
from operating the Properties on a combined basigfae increased revenues of the Company wereriitmany reasons for the increase in net
income before minority interest from the historipatiods to the same periods on a pro forma bgitiwoods Group -- Comparison of 1993
to 1992 Revenue from rental operations for the Wigbds Group for 1993 increased $800,000, or 109%8t884,000, as compared to
$8,184,000 for 1992. Approximately $360,000 of itherease related to additional lease up of Highvgobalwer, $165,000 resulted from the
acquisition of the Leatherwood and Ironwood prapsrand $110,000 resulted from the opening in GutdB93 of Rexwoods Il. The balar
of the increase, approximately $165,000, relatachfyoved occupancy in the remainder of the padfahcluding approximately $100,000
the Hawthorn building. Revenue from leasing, deprlent, and construction income for the Highwoodsuprfor 1993, increased $231,000,
or 7%, to $3,721,000, as compared to $3,490,000962. This increase was primarily due to the newperties (Highwoods Tower and
Rexwoods Il) and related construction income eafrad the tenants occupying these properties.

Operating expenses (which include property, constm, maintenance, leasing, depreciation, amditimaand marketing, general and
administrative expenses) increased $709,000, ot®%8,421,000 for 1993, as compared to $7,712(@00992. This increase resulted
primarily from an increase in property operatingenses of $201,000, an increase in constructionreidtenance expense of $724,000,
offset by a decrease in leasing expense of $263¢AM93 as compared to 1992.

General and administrative expenses decreaseddRID8ue to a reduction in professional serviced,iarerest expense increased $126,000
from additional debt service on Rexwoods Il for 3%& compared to 1992. Depreciation and amortizaticreased $152,000 from
$1,431,000 for 1992 to $1,583,000 for 1993. Depatémm expense on tenant improvements accountePf,000 of the depreciation
expense for 1993.

As a result of these changes in rental revenueegpenses, net loss decreased $84,000, or 35%5%0RD in 1993, as compared to $239,
in 1992. Liquidity and Capital Resources

Statement of Cash Flows

The Company generated $43,169,000 in cash flows &perating activities and $93,443,000 in cash fimm financing activities for the
year ended December 31, 1995. The Company uti$286,032,000 of this cash flow to invest in realgarty assets of $130,411,000 :

cash payments to joint venture partners of $6,588B,0

Capitalization

The Company's total indebtedness at December 35, thdaled $182,736,000 and was comprised of $60800outstanding under the
Company's current $80,000,000 Credit Facility (Beedit Facility"), $134,687,000 of conventionatdd rate mortgage indebtedness with an
average rate of 9.0%, $36,549,000 outstanding waléble rate mortgages (see below for a discossianterest rate protection agreeme
and a 9%, $5,000,000 unsecured note.
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Based on the Company's total market capitalizaifd836,328,000 at December 31, 1995 (at the DeeeBih 1995, stock price of $28.25
and including the conversion of the 3,731,000 Uaftminority interest in the Operating Partnershtp Company's debt represented
approximately 22% of its total market capitalizatio

The Company completed the following financing atit®é during year ended December 31, 1995:

(Bullet) During the quarter ended March 31, 199&, Company completed a 5,640,000 share publicieffef Common Stock (including
640,000 shares issued pursuant to the underwiitegisallotment option). The net proceeds of tHerafg totaled $109,800,000 and were
used primarily to retire indebtedness assumedimection with the Forsyth Transaction.

(Bullet) Also during the quarter ended March 3199.%he Company received the proceeds from a $81000, 20-year fixed rate (8.97%)
mortgage loan. After 10 years the loan providesafoate reset, with each party having the optighattime to put or call the loan, as the case
may be. The proceeds from the loan were used,htegetith the public offering proceeds discussedvabto fund the Forsyth Transaction.
(Bullet) During the quarter ended September 305188 Company completed a 4,774,989 share putfédrmgy of Common Stock (includin
574,989 shares issued pursuant to the underwiitegs'allotment option). The net proceeds of thiglipwoffering totaled $110,000,000 and
were used primarily to retire amounts outstandindew the Company's Credit Facility, to fund theHRiond Expansion, to fund the cost of
various development projects and to provide workiapital.

(Bullet) Also, during the quarter ended Septeml@:rl®95, the Company received the proceeds froB2z20$0,000, 20-year fixed rate
(8.15%) mortgage loan. After 10 years the loan joles for a rate reset and a put/call option (asrile=d above). The proceeds from the loan
were used to fund the property acquisitions madagduhe quarter.

(Bullet) In connection with the acquisition of tBéssell Portfolio, the Company entered into a $50,200, 15-year variable rate mortgage
loan with a put/call option at the end of yeargfand ten. (Bullet) In connection with the Compariy@95 acquisitions, the Company assu
13 loans with an aggregate outstanding balancb@madrious transaction closing dates of $72,500z0@Dissued 2,676,000 Units valued at
$57,300,000.

The Credit Facility requires monthly payments dénest only, with the balance of all principal atrued but unpaid interest due on Jun
1999. The Credit Facility bears interest at a flgatate equal to 150 basis points over ammith LIBOR, subject to the interest rate protet
agreement described below. At December 31, 1995 noonth LIBOR was 5.9%. The Credit Facility is secuby first mortgage liens on a
portfolio of 22 Properties. The Company has re@aeommitment from three commercial banks whetbby will provide the Company
with a $140,000,000 unsecured credit facility (tNew Credit Facility"), which is expected to clogkarch 31, 1996 subject to completion of
final documentation. The New Credit Facility wilplace the existing Credit Facility.

To protect the Company from increases in intenggérse due to changes in the variable rate, thep@oyn (i) purchased an interest rate cap
limiting its exposure to an increase in interegésgone-month LIBOR plus 150 basis points) to 7v@#% respect to the $80,000,000 Credit
Facility, and (ii) in connection with the $36,54900variable rate mortgages, entered into inteegstswaps which limit its exposure to an
increase in the interest rates to 7.24% with resjoethe assumed indebtedness. The interest raa#t such variable rate debt is adjusted at
monthly intervals, subject to the Company's interate protection program. Payments received fioencbunterparties under the interest rate
protection agreements were $385,000 and $25,0000f6 and 1994, respectively. The Company is exptiseertain losses in the event of
non-performance by the counterparties under theandpswap arrangements. The counterparties arg fir@acial institutions and are
expected to fully perform under the agreements. éi@uw; if they were to default on their obligatianmgler the arrangements, the Company
could be required to pay the full rate under iteditr Facility and the variable rate mortgages, @f/ench rate were in excess of the rate in the
cap and swap agreements. In addition, the Compayyimeur other variable rate indebtedness in the
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future. Increases in interest rates on its indet#es could increase the Company's interest exparnseould adversely affect the Company's
cash flow and its ability to pay expected distribos to stockholders.

Historically, rental revenue has been the princmairce of funds to pay operating expenses, deliteeand capital expenditures, excluding
non+ecurring capital expenditures. In addition, comstion management, maintenance, leasing and mamsgdéees have provided source
cash flow. Management believes that the Companiyhaile access to the capital resources necessarptmd and develop its business. To
the extent that the Company's cash flow from opegatctivities is insufficient to finance its acsition costs and other capital expenditures,
including development costs, the Company expedisamce such activities through the New Creditiltgand other debt and equity
financing.

The Company presently has no plans for major dapitgrovements to the existing properties, oth@nthormal recurring non-revenue
enhancing expenditures. The Company expects to itsesttort-term liquidity requirements generallyaihgh its working capital and net cash
provided by operating activities along with thepoeisly discussed Credit Facility. The Company etpéo meet certain of its financing
requirements through long-term secured and unsédweowings and the issuance of debt securitieglditional equity securities of the
Company. In addition, the Company anticipatesairtii the Credit Facility and New Credit Facilityirparily to fund construction and
development activities. The Company does not interréserve funds to retire existing mortgage ineléihess or indebtedness under the
Credit Facility or New Credit Facility upon matyriinstead, the Company will seek to refinance sdedbt at maturity or retire such debt
through the issuance of additional equity or delsusities. The Company anticipates that its avlélabsh and cash equivalents and cash
flows from operating activities, together with cashailable from borrowings and other sources, bélladequate to meet the capital and
liquidity needs of the Company in both the shod long-term. However, if these sources of fundsimsafficient or unavailable, the
Company's ability to make the expected distribigidiscussed below may be adversely affected.

In order to qualify as a REIT for Federal income parposes, the Company is required to make digtdbs to its stockholders of at least 9
of REIT taxable income. The Company expects toitgseash flow from operating activities for disutibns to stockholders and for payment
of recurring, non- incremental revenue-generatixgeaditures. The Company intends to invest amaoagdemulated for distribution in short-
term investments. The following factors will affeztsh flows from operating activities and, accaogllininfluence the decisions of the Board
of Directors regarding distributions: (i) debt Seevrequirements after taking into account the yepent and restructuring of certain
indebtedness; (ii) scheduled increases in bass oémixisting leases; (iii) changes in rents attidlble to the renewal of existing leases or
replacement leases; (iv) changes in occupancy aaessting Properties and procurement of leasesdwly acquired or developed
properties; and (v) operating expenses and capipgdcement needs. Pending Nashville Acquisition

On January 23, 1996, the Company entered intdex ket intent with Nashville, Tennessbased Eakin & Smith, Inc. and its affiliates ("Ea
& Smith"), which outlined the principal terms in igh the Company and Eakin & Smith would combineértheoperty portfolios, manageme
teams and business operations. Through the condninaith Eakin & Smith, the Company will succeedhe ownership of seven 96% lea
in-service suburban office buildings totaling 848 &quare feet, a 103,000-square-foot, 50% predesisburban office development project,
18 acres of development land and Eakin & Smithd&érage and property management operations. Thregafg purchase price, assuming
the completion of the iprocess development project in December 1996,deard to total approximately $100,000,000 ancjeeted to b
paid through the issuance of approximately 1.liomllimited partnership units of Highwoods/Fors{dimited Partnership or shares of
Common Stock, the assumption of approximately $#4om of indebtedness and cash payments of apprately $27 million. The aggregate
purchase price includes deferred payments tot$in§00,000, which are attributable to Eakin & Sreittrokerage and property management
operations, that will be paid over a four-year penprovided certain annual operating measuremeatachieved. The Company will fund the
cash payments with available capacity under itsliCFeacility.
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Consummation of the transaction is subject to trepietion of due diligence, the execution of aniéifie contribution and exchange
agreement, the consent of certain lenders, theoaapof the transaction by the partners and shddeh®of the contributing entities and
certain other conditions. Assuming satisfactiothefse conditions, the transaction is expectedasedin March 1996.

Possible Environmental Liabilities

All of the properties, except Burnt Poplar, haverbsubjected to Phase | environmental reviews. &flhesessments have not revealed, nor is
the Company aware of, any environmental liabilitgttthe Company believes would have a materialradveffect on the Company's results
of operations, liquidity or capital resources. Tiisjection, however, could prove to be incorregmpehding on certain factors. For example,
the Company's assessments may not reveal all emv@otal liabilities or there may be material enmireental liabilities of which the
Company is unaware. In addition, assumptions reéggmroundwork-flow and the existence of contamorafre based on available sampling
data, and there are no assurances that the detalsde in all cases. Moreover, there can be sarasce that (i) future laws, ordinances or
regulations will not impose any material environmaéfiability or (ii) the current environmental cdition of the Properties will not be affec
by tenants, by the condition of land or operationthe vicinity of the Properties (such as the pneg of underground storage tanks), or by
third parties unrelated to the Company.

Compliance with the Americans with Disabilities A¢hder the Americans with Disabilities Act (the "AD), all public accommodations and
commercial facilities are required to meet certedleral requirements related to access and usisdlyled persons. These requirements
became effective in 1992. Compliance with the ARuirements could require removal of access barrgard non-compliance could result
in imposition of fines by the U.S. government oraavard of damages to private litigants. Although @ompany believes that the Properties
are substantially in compliance with these requéaets, the Company may incur additional costs topgmwith the ADA. Although the
Company believes that such costs will not have g adverse effect on the Company, if requiredngyes involve a greater expenditure
than the Company currently anticipates, the Comigaegults of operations, liquidity and capitalo@ses could be adversely affected. Funds
From Operations and Cash Available for Distribusidine Company considers Funds from Operations ("}tebe a useful financial
performance measure of the operating performanea efjuity REIT because, together with net inconteaash flows, FFO provides
investors with an additional basis to evaluateatbidity of a REIT to incur and service debt anduod acquisitions and other capital
expenditures. Funds from Operations does not reptégt income or cash flows from operations amddfby GAAP and FFO should not be
considered as an alternative to net income asdicaitor of the Company's operating performances@raalternative to cash flows as a
measure of liquidity. Funds from Operations doesmneasure whether cash flow is sufficient to full@fthe Operating Partnership's cash
needs including principal amortization, capital haypements and distributions to shareholders. Finotis Operations does not represent cash
flows from operating, investing or financing acties as defined by GAAP. Further, FFO as discldsedther REITs may not be comparable
to the Operating Partnership's calculation of F&©described below.

Funds from Operations means net income (computaddardance with generally accepted accountingipies) excluding gains (or losses)
from debt restructuring and sales of property, pleigreciation and amortization, and after adjustsfar unconsolidated partnerships and
joint ventures. In March 1995, NAREIT issued a ifieaition of the definition of FFO. The clarificath provides that amortization of defen
financing costs and depreciation of non-real estasets are no longer to be added back to net ma@oarriving at FFO. Cash available for
distribution is defined as funds from operationdueed by non-revenue enhancing capital expendifordsuilding improvements and tenant
improvements and lease commissions related to degameration space.

Funds from operations and cash available for thstions should not be considered as alternativegtincome as an indication of the
Operating Partnership's performance or to cashsflasva measure of liquidity.
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Funds from operations and cash available for tistion for the year ended December 31, 1995 anth@®period from June 14, 1994 to
December 31, 1994 are summarized in the followéddet (in thousands):

1995 19 94
Current  New  Current New
Method Method Method Method
Income before minority interest and extraordinary i tem...oeee. $28,934 $28,934 $7,695 $ 7,695
Add (deduct):
Depreciation and amortization.................... 11,082 11,082 2,607 2,607
Amortization of deferred financing costs......... 1,619 - 738 -
Third-party service company cash flow... - - - -
Rental income from straight-line rents........... (1,519) -- (503) -
Funds from operations before minority interest 40,116 40,016 10,537 10,302
Cash Available for Distribution:
Add (deduct):
Rental income from straight-line rents............ ... - (1,519) - (503)
Amortization of deferred financing costs......... - 1,619 -- 738
Non-incremental revenue generating capital expend itures:
Building improvements paid.................... (1,337) (1,337) (150) (150)
Second generation tenant improvements paid.... (1,884) (1,884) (347) (347)
Second generation lease commissions paid...... ... (1,228) (1,228) (180) (180)
Cash available for distribution..............~~— $35,667 $35,667 $9,860 $ 9,860
Weighted average shares/units outstanding (1)...... 18,697 18,697 9,991 9,991
Dividend payout ratio:
Funds from operations.......ccccccecveveeees 81.5% 81.8% 87.7% 89.7%
Cash available from distribution................ .~ 91.7% 91.7%  93.7% 93.7%

(1) Assumes conversion of Units to shares of Com8toek. Inflation

In the last five years, inflation has not had agigant impact on the Company because of theivelgtlow inflation rate in the Company's
geographic areas of operation. Most of the leaesgsire the tenants to pay their pro rata shargefaiing expenses, including common area
maintenance, real estate taxes and insurancebthezducing the Company's exposure to increasepenating expenses resulting from
inflation. In addition, many of the leases aretByms of less than seven years, which may enabl€tmpany to replace existing leases with
new leases at a higher base if rents on the egiktases are below the then-existing market rate.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
The financial statements and supplementary dathséed under Item 14(a) and filed as part of tiigort on the pages indicated.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.
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PART 1lI

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

The section under the heading "Election of Diregtarf the Proxy Statement for Annual Meeting ofcktoolders to be held April 30, 1996
(the "Proxy Statement") is incorporated hereindfemrence for information on Directors of the Reagist. See ITEM X in Part | hereof for
information regarding executive officers of the Régnt.

ITEM 11. EXECUTIVE COMPENSATION

Compensation of Directors

The Company pays its directors who are not officéthe Company fees for their services as dirsctidirectors receive annual compensa
of $10,000 plus a fee of $1,250 (plus out-of-poekgienses) for attendance in person at each mestthg Board of Directors, $500 for each
committee meeting attended and $250 for each tetepmeeting of the Board of Directors or of a cotteei In addition, upon becoming a
director of the Company, each non-employee diragtoeived options to purchase 10,000 shares of GonBtock at an exercise price equal
to the fair market value at the date of grant. Ehgstions vest in four equal annual installmentsm@ncing on the first anniversary of the
date of grant. Officers of the Company who aredoes are not paid any director fees. Executive gamsation

The following table sets forth certain informatiooncerning the compensation of the chief executffieer and the four other most highly
compensated executive officers of the Company'(itzened Executive Officers”) for the year ended Delser 31, 1995 and for the period
from June 14, 1994 (the date of the IPO) to Decer@he1994:

Summary Compensation Table

Long-Term
Annual Compensation Compensation(2) Al | Other
Name and Principal Position Year Salary Bonus(l)  Options(#) Comp ensation
Ronald P. Gibson 1995 $ 173,397 $218,750 20,000 $ 2,310(3)
President and Chief Executive Officer.... 1994 $ 81,250 $105,169 40,000 $ 7,737(3)
John L. Turner 1995 $ 125,230 $119,531 45,000 $ 2,250(3)
Chief Investment Officer(4).............. 1994 -- -- -- --
William T. Wilson, Il 1995 $ 111,651 $114,750 50,000 $ 2,025(3)
Executive Vice President and President of 1994 - - - -
Forsyth Division(4).........cccccvvnnes
Edward J. Fritsch 1995 $ 113,750 $105,000 10,000 $ 4,559(3)
Vice President, Secretary and President 1994 $ 43,481 $ 36,575 30,000 $ 3,838(3)
of Research Triangle Division............
Carman J. Liuzzo 1995 $ 99,167 $ 62,500 10,000 $ 1,511(3)
Vice President, Chief Financial Officer 1994 $ 41,347 $ 25,359 25,000 $ 25,000(5)

and Treasurer.......cccccvveeeeeeeeennn.

(1) Includes amounts earned in the indicated pesioith were paid in the following year. Twenty pent of bonus is in the form of units of
phantom stock. Employees are credited with a sigelaifumber of units of phantom stock equal to suamber of shares of Common Stocl
could be purchased with 25% of the employee's bashs. Five years from the date of the phantonkgjcaent, employees will receive the
value of a share of Common Stock for each unithafrpom stock. At the end of such five-year permithntom stock holders also receive the
value of the dividends paid during the period om¢brresponding Common Stock assuming dividendresiment. Payouts with respect to
phantom stock grants may be made in shares of Con8tark or cash or both. If an executive officavies the Company's employ for any
reason (other than death, disability or normateetent) prior to the end of the five-year peridlawards under the deferred compensation
plan will be forfeited.
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(2) These options will vest in four equal installteon the second, third, fourth and fifth annieeiess of the date of grant. All 1995 amounts
were granted in 1996 but were earned in 1995 exbapMessrs. Turner and Wilson were each granse@D@ options in 1995 in connection
with the Forsyth Transaction (see the table belaptioned "Option Grants in 1995").

(3) Represents amounts contributed by the Compadgnthe Salary Deferral and Profit Sharing Plan.

(4) Messrs. Turner and Wilson became employeelseo€ompany upon the combination with Forsyth PastireFebruary 1995.

(5) Paid in connection with Mr. Liuzzo's relocatiimRaleigh upon joining the Company in June 19% following table sets forth certain
information with respect to options granted in 18®@%he Named Executive Officers:

Option Grants in 1995

Potentia | Realizable
Number of Perc ent of Value at Assumed Annual
Securities  Total Options Rates of Stock Price
Underlying Gran tedto  Exercise Appreciat ion for Option
Options Empl oyees Price Expiration Te rm (2)

Name Granted(1) in 1995 Per Share Date 5% 10%

Ronald P. Gibson......... -- -- -- -- -- -

John L. Turner........... 45,000 1 1.3% $20.75 February 2005 $ 587,230 $ 1,488,152

William T. Wilson, 11... 45,000 1 1.3% $20.75 February 2005 $ 587,230 $ 1,488,152
Edward J. Fritsch........ - - - - - -
Carman J. Liuzzo......... -- - - - -

(1) These options will vest in four equal installteon the second, third, fourth and fifth annieeies of the date of grant.

(2) Realizable values have been reduced by theh@ee option exercise price that each optioneebwillequired to pay to the Company in
order to exercise the options. The following ted®és forth certain information with respect to ops held by the Named Executive Officer
yearend 1995:

1995 Year-End Option Values

Number of Securities U nderlying Value of Unexercised in -the-Money
Unexercised Options at 1 995 Year-End Options at 1995 Yea r-End
Name Exercisable/Unexerc isable Exercisable/Unexercis able(1)
Ronald P. Gibson........ -- 140,00 0 -- /$290,0 00
John L. Turner.......... -- /45,00 0 -- /$337,5 00
William T. Wilson, lII.. -- /45,00 0 -- /$337,5 00
Edward J. Fritsch....... -- /30,00 0 -- 1$217,5 00
Carman J. Liuzzo........ -- 125,00 0 -- /$181,2 50

(1) Based on a closing price of $28.25 per sha@ashmon Stock on December 29, 1995. Employmentr&otst

Messrs. Gibson, Fritsch and Liuzzo entered integfyear employment contracts with the Company in 1884jid Messrs. Turner and Wils
in 1995. These contracts provide for a minimum ahbase salary at the rate of $150,000 for Mr. @ib$150,000 for Mr. Turner, $135,000
for Mr. Wilson, $85,000 for Mr. Fritsch, and $86(0for Mr. Liuzzo, which rate may be increased by Board of Directors. As of December
31, 1995, the annual base salary rate was $17%5000r. Gibson, $150,000 for Mr. Turner, $135,0@0 Mr. Wilson, $120,000 for Mr.
Fritsch and $100,000 for Mr. Liuzzo. Each contiactudes
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provisions restricting the officers from competinigh the Company during employment and, excepeiain circumstances, for a limited
period of time after termination of employment. Ea the employment contracts provides for sevexgrayments in the event of termination
by the Company without cause equal to the offidea'se salary at the rate then in effect for ther lat one year from the date of terminatiol
three years from the contract date.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT
The section under the heading "Security Ownershipestain Beneficial Owners and Management" ofRnexy Statement is incorporated
herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

On February 10, 1995, the Operating Partnershipieed)the six-building Research Commons office eemt exchange for Units and the
assumption of certain indebtedness. Mr. Timko, vgt@ director of the Company, was one of the ownéResearch Commons and indire«
received 262,215 Units as a result of the transachir. Timko may also receive his share of upQ®@0 additional Units, which may be p
in the event the property meets certain performamgectives. Pursuant to the terms of the Resdaorhmons acquisition agreements, if the
rentals of the buildings at Research Commons nerdin levels of financial performance, the prismers of Research Commons are ent
to receive an additional 40,000 Units, subjechtyéase for accrued dividends from the date oCihveapany's purchase of Research Comt
on any such earn-out Units issued. Earn-out Uniltsdoe issued in the event the leases for the 480Ming and the 4501 building at the
Research Commons office park are renewed; provit®adever, that no earn-out Units are issuable leexditures related to such renewals
exceed $440,000. As part of the Research Commanssition, Mr. Timko was released from guaranteggregating approximately $6.3
million relating to indebtedness secured by Re$e@ammons, and the Company assumed a $5 milliomipsory note owed by the previous
owners of Research Commons (of which Mr. Timko aasffiliate) to Beaunit Corporation, which is abftiliated with Mr. Timko.

On February 23, 1995, the Company and Forsyth &argombined their property portfolios, managenteains and business operations. As
part of the combination with Forsyth Partners (fhersyth Transaction"), the Company succeededamthnership of 58 commercial
properties and the management, brokerage, develdpoanstruction and related businesses of FoRgtiners. In connection with the
Forsyth Transaction, Messrs. Turner and Wilsonrdmuntied their interests in the assets of Forsyttiness in exchange for the following: Mr.
Turner received 399,541 Units (including 43,692t8im exchange for a promissory note secured bybigyribution Center, which was
acquired in the Forsyth Transaction); and Mr. Wilseceived 258,204 Units. Each of Messrs. Turndr\&iison also received warrants to
acquire 35,000 shares of Common Stock at $21.08h@e and options to purchase 45,000 shares ofroartock at $20.75 per share,
which options are exercisable in four equal anmsthliments commencing on the second anniverdaityeadate of grant. In addition, (i)
Messrs. Turner and Wilson were released from gteearaggregating approximately $39.5 million reigtio indebtedness secured by
properties contributed in the Forsyth Transact#ong (ii) the Operating Partnership indemnified @ierbwners of Forsyth Partners, including
Messrs. Turner and Wilson, for any obligations thaly arise under approximately $2.5 million of diddial guarantees relating to
indebtedness that was assumed by the Company andoteeleased by the lender.

On May 25, 1995, the Company purchased CreekstongsiDg, a 59,000-square foot service center (98zedinish) in Raleigh-Durham,
North Carolina. The aggregate purchase price wasdlion paid through the issuance of 4,640 Unitthe Operating Partnership and
assumption of $4.4 million of indebtedness. MesSigan (chairman of the Board of Directors), Gibgamef executive officer) and Fritsch
(vice president) indirectly owned 16.5%, 4.9% arRPA4, respectively, of the property prior to itsesed the Company.
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On December 4, 1995, the Company purchased therCBitilding, a 40,000-square foot office buildimgRaleigh-Durham, North Carolina,
for approximately $2.3 million. The purchase promsisted of 23,466 Units (valued at $25.50) aedassumption of $1.7 million of
indebtedness. Mr. Sloan indirectly owned 50% ofgtaperty at the time of its sale to the Comparhe Property was valued using discount
cash flow analysis and by a comparison to otherparable building sale transactions. In accordaritetive Company's conflict of interest
policies, the purchase price was approved by thagamy's independent directors.
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PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AN D REPORTS ON FORM 10-K

(@) 1. and 2. Financial Statements and Scheduledifancial statements and schedules listed beteiilad as part of this annual report on

the pages indicated.

INDEX TO FINANCIAL STATEMENTS

Highwoods Properties, Inc.
Report of Independent Auditors...................

Consolidated Balance Sheets as of December 31, 19

Consolidated Statements of Operations for the Yea
14, 1994 (commencement of operations) to Decem

Consolidated Statement of Stockholders' Equity fo
operations) to December 31, 1995..............

Consolidated Statement of Cash Flows for the Year
14, 1994 (commencement of operations) to Decem

Notes to Consolidated Financial Statements.......

Schedule Il -- Real Estate and Accumulated Depre

Highwoods Group
Report of Independent Auditors...................
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Exhibit No.
10.25(1)

10.26(1)

10.27(1)

10.28(1)

10.29(1)

10.30(1)

10.30(1)

10.31(1)

10.32(1)

10.33(1)

10.34(a)(1)

10.34(b)(1)

-- Omnibus Option Agree
Limited Partnership
interests in 370 and

-~ Omnibus Option Agree
Limited Partnership
Ivy Distribution Cen

-- Omnibus Option Agree
Limited Partnership
interests in 3288 Ro

-- Omnibus Option Agree
Limited Partnership
Airpart East, Airpar
Creek Park, Woodlawn

-- Omnibus Option Agree
Limited Partnership
interests in Airpark
Park, Steele Creek P
University Commercia
and the ownership in
Construction and FPI

-- Omnibus Option Agree
Limited Partnership
in Airpark East, Air
Creek Park, 370 and
Commercial Center, 3
ownership interests
and FPI

-- Omnibus Option Agree
Limited Partnership
Airpark East, Airpar
Business Park, Steel
Development Land, 32
Center and the owner
Development, FP Cons

-- Omnibus Option Agree
Limited Partnership
assets to Highwoods

-~ Omnibus Option Agree
Limited Partnership
interests in 370 and
Chesapeake and the o

-- Real Estate Purchase
Associates, Ltd. and
December 2, 1994, re
East, Airpark North,
agreement will be as
--  Option Agreement dat
Partnership and Fors
Burnt Poplar, which
Partnership
-~ Indemnification Agre
Associates Limited P
the acquisition of B
Realty Limited Partn

Description
ment dated January 3, 1995 by and among Highwoods R
and the Grantors named therein related to the sale
380 Knollwood and Ivy Distribution Center
ment dated January 3, 1995 by and between Highwoods
and Stanley O. Kelley related to the sale of intere
ter
ment dated January 3, 1995 by and between Highwoods
and A.T. Williams Oil Company related to the sale o
binhood
ment dated January 4, 1995 by and between Highwoods
and James F. Marshall related to the sale of intere
k West, Airpark North, West Point Business Park, St
Plaza, and 370 and 380 Knollwood
ment dated January 6, 1995 by and among Highwoods R
and the Grantors named therein related to the sale
East, Airpark West, Airpark North, West Point Busi
ark, 370 and 380 Knollwood, Chesapeake, Woodlawn PI
| Center, 3288 Robinhood, the NationsFord Developme
terests in FP Brokerage Partnership, FP Development

ment dated January 6, 1995 by and between Highwoods
and William T. Wilson, Ill related to the sale of i

park West, Airpark North, West Point Business Park,
380 Knollwood, Chesapeake, Woodlawn Plaza, Universi
288 Robinhood, the NationsFord Development Land, an
in FP Brokerage Partnership, FP Development, FP Con

ment dated January 6, 1995 by and between Highwoods
and John L. Turner related to the sale of interests

k West, Airpark North, vy Distribution Center, Wes

e Creek Park, Chesapeake, Woodlawn Plaza, the Natio
88 Robinhood, 370 and 380 Knollwood, University Com
ship interests in Forsyth Partners Brokerage Partne
truction and FPI

ment dated January 3, 1995 by and between Highwoods
and Forsyth Partners Brokerage, Inc. related to the
Realty Limited Partnership

ment dated January 6, 1995 by and among Highwoods R
and the Grantors named therein relating to the sale

380 Knollwood, West Point Business Park, Woodlawn
wnership interest in FP Development

and Sale agreement dated August 4, 1994 between Pe
Forsyth Partners Holding, Inc. with amendment date
lated to the purchase of interests in Airpark West,
University Commercial Center, and Steele Creek Par
signed to Highwoods Realty Limited Partnership

ed July 31, 1994 between Burnt Poplar Associates Li
yth Partners Holdings, Inc. related to the acquisit
agreement will be assigned to Highwoods Realty Limi

ement dated September 26, 1994 between Burnt Poplar
artnership and Forsyth Partners Holdings, Inc. rela

urnt Poplar, which agreement will be assigned to Hi
ership
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Exhibit No.

Description

10.35(1) -~ Contract of Sale and Purchase dated December 2, 1994 between Stratford
Properties Joint Ven ture and Forsyth Partners Holdings, Inc., with amen dment
dated December 30, 1 994, related to the acquisition of Stratford, which
agreement will be as signed to Highwoods Realty Limited Partnership

10.36(1) -~ Contribution and Exc hange Agreement dated January 10, 1995 between 4501
Alexander Associates and Highwoods Realty Limited Partnership related t o the
acquisition of Resea rch Commons

10.37(1) --  Contribution and Exc hange Agreement dated January 10, 1995 between JHPB Partners
and Highwoods Realty Limited Partnership related to the acquisition of Research
Commons

10.38(5) -~ Contribution and Exc hange Agreement by and among the Operating Partners hip, R-K
Properties 3, L.P. a nd the Partners listed therein, dated as of July 18 , 1995,
relating to acquisit ion of Vantage Point

10.39(5) --  Purchase and Sale Ag reement by and between the Operating Partnership an d R-K
Properties 5, L.P., dated as of July 18, 1995, relating to the acquisit jon of
Innsbrook Tech | Cen ter

10.40(5) -- Purchase and Sale Ag reement by and between the Operating Partnership an d R-K
Properties 1, L.P., dated as of July 18, 1995, relating to the acquisit jon of
Vantage Place Il

10.41(5) --  Purchase and Sale Ag reement by and between the Operating Partnership an d R-K
Properties 2, L.P., dated as of July 18, 1995, relating to the acquisit jon of
Vantage Place IV

10.42(5) --  Asset Purchase Agree ment between Ross-Kreckman Management Corporation a nd
Highwoods Services, dated as of July 5, 1995

10.43(5) -~ Contribution and Exc hange Agreement by and among the Operating Partners hip,
Vantage Associates | , L.P. and the Partners listed therein, dated as of July 18,
1995, relating to th e acquisition of Vantage Place |

10.44(5) -~ Contribution and Exc hange Agreement by and among the Operating Partners hip,
Vantage Associates | I, L.P. and the Partners listed therein, dated as o f July
18, 1995, relating t o the acquisition of Vantage Place I

10.45(5) -~ Agreement for Contri bution and Exchange of Partnership Interests by and among
the Operating Partne rship, Creekstone Associates | and the Contributors named
therein, dated as of May 11, 1995, relating to the acquisition of Creek stone
Crossing

10.46(5) --  Ground Lease Agreeme nt by and between Landlord and Seven Parkway Plaza dated as
of July 23, 1985, re lating to Parkway Plaza Building 7

10.47(5) --  Ground Lease Agreeme nt by and between Landlord and Eight Parkway Plaza dated as
of July 31, 1986, re lating to Parkway Plaza Building 8

10.48(5) --  Ground Lease Agreeme nt by and between Landlord and Nine Parkway Plaza d ated as
of April 29, 1984, r elating to Parkway Plaza Building 9

10.49(5) -~ Contribution and Exc hange of the Cotton Building between SJ Company and the
Operating Partnershi p dated December 4, 1995

10.50(1) -~ Form of warrant issu ed to Messrs. Turner, Wilson and Reece

10.51(1) --  Operating Agreement of Forsyth/Carter Brokerage of North Carolina, L.L. C.
(included in Exhibit 2.1)

21.1(2) --  Schedule of Subsidia ries of the Company

(1) Previously filed on Form S-11, File No. 33-8836nd incorporated herein by reference.
(2) Previously filed on Form S-11, File No. 33-7€98nd incorporated herein by reference.

(3) A form of this document was previously filedoy of executed document filed on Company's AnReglort on Form 10-K for the year
ended December 31, 1995.

(4) Management contract or compensatory plan.

(5) Previously filed on Company's Annual Reportramm 10-K for the year ended December 31, 1995.ddmpany will provide copies of
any exhibit, upon written request, at a cost 06%6r page.

(b) Reports on Form 8-K There were no reports amF®-K filed by the Company during the fourth qearf 1995.
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REPORT OF INDEPENDENT AUDITORS

THE BOARD OF DIRECTORS AND STOCKHOLDERS

HIGHWOODS PROPERTIES, INC.

We have audited the accompanying consolidated balsineets of Highwoods Properties, Inc. as of Deeer®1, 1995 and 1994, and the
related consolidated statements of operationskistdders' equity, and cash flows for the year eridedember 31, 1995 and for the period
from June 14, 1994 (commencement of operationBemember 31, 1994. Our audits also included thenfifal statement schedule listed in
the Index at Item 14(a). These financial statemantsschedule are the responsibility of the Comijsamgnagement. Our responsibility is to
express an opinion on these financial statementseimedule based on our audits.

We conducted our audit in accordance with generalbepted auditing standards. Those standardsegtat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and dis@lssn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememiell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢consolidated financial position of
Highwoods Properties, Inc. at December 31, 199518%d, and the consolidated results of its opematand cash flows for the year ended
December 31, 1995 and for the period from June. 2494 (commencement of operations) to December@®¥4 In conformity with generally
accepted accounting principles. Also, in our opiniihe financial statement schedule when considereglation to the basic financial
statements taken as a whole presents fairly imaterial respects the information required to lidas¢h therein.

ERNST & YOUNG LLP

Raleigh, North Carolina

February 2, 1996,

except note 11 as to which the date is

April 29, 1996
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Assets
Real estate assets, at cost:

Buildings and improvements..
Development in process...............
Furniture, fixtures and equipment

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

Net real estate assets........ccccoceeeererenne
Cash and cash equivalents............cccccueeeen.
Accounts and notes receivable......................
Notes receivable from service subsidiaries.........
Accrued straight line rents receivable.............
Other assets:

Deferred leasing COStS.........cccceevvvieeenne

Deferred financing costs and interest rate caps..

Prepaid expenses and other.......................

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

Liabilities and stockholders' equity
Mortgages and notes payable...............cc......

Accounts payable, accrued expenses and other liabil

Total liabilities................ccceveennn.
Minority interest
Stockholders' equity:

HIGHWOODS PROPERTIES, INC.
Consolidated Balance Sheets
(In thousands, except per share amount)

Decemb
1995

$106,955
491,581
15,508
1,288
615,332
...................................... (22,266)
...................................... 593,066
6,838
6,338
. 1274
...................................... 3,407

...................................... 4,253
8,268
1,521
14,042
...................................... (3,831)
10,211
$621,134

...................................... $182,736
... 11,052

193,788

73,536

Common stock, $.01 par value, authorized 100,000,00 0 shares;

issued and outstanding 19,404,411 at December 31,

Additional paid-in capital.............ccccccennee

Retained earnings (distributions in excess of net e

Total stockholders' equity..............ccce.....

1995 and 8,986,910 at December 31,
194

.. 355,248

....... (1,632)

353,810

$621,134

See accompanying notes to consolidated financ#tsients.
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er 31,
1994

$ 34,484
183,572
643
967
219,666
(11,690)
207,976
6,258
496
620
1,888

2,139
6,796
330
9,265
(1,726)
7,539
$224,777

$ 66,864
5,717
72,581
15,981

90
135,531
594
136,215
$224,777



HIGHWOODS PROPERTIES, INC.
Consolidated Statements of Operations
(In thousands, except per share amounts)

For the Year Ended December 31, 1995 and

for the Period from June 14, 1994 (commencemeanpefations) to December 31, 1994

1995 1994
Revenue:
ReNntal INCOME....cooiiiiiiiiicciceiceee s $71,217 $19,011
Equity in earnings of service companies.......... - 100
Interest and other income...............ccee.... 2,305 331
Total FEVENUE......oviiiiiiiicccceeeeeee e 73,522 19,442
Operating expenses:
Rental Property....cccocveviiiiiecenices e 17,049 5,110
Depreciation and amortization...........cccceeeee. e 11,082 2,607
Interest expense:
Contractual.........ccceeeveiieieeeiniiienenn. 12,101 2,482
Amortization of deferred financing costsandi ~ nterestrate cap..........ccceeeeennnes 1,619 738
13,720 3,220
General and administrative....................... 2,737 810
Income before minority interest and extraordin =~ aryitemM......cccoceiiiiiiieees 28,934 7,695
Minority interest.........ccccevviveeeeniinnenn. (4,937) (808)
Income before extraordinary item.............. v 23,997 6,887
Extraordinary item -- loss on early extinguishment e e e e (875) (1,273)
Net inCome........ocoveiiiiiiiieiieeee. $23,122 $5,614
Net income per common share:
Income before extraordinary item................. ... $ 155 $ 0.77
Extraordinary item -- loss on early extinguishmen ~ tofdebt...........ocooiiins (.06) (0.14)
Net inComMe......cooveieiiieiiciie e $ 1.49 $ 0.63
Weighted average shares outstanding.............. 15,487 8,936

See accompanying notes to consolidated financ#tsients.
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HIGHWOODS PROPERTIES, INC.
Consolidated Statement of Stockholders' Equity
(In thousands)

For the Year Ended December 31, 1995 and

for the Period from June 14, 1994 (commencemeanpefations) to December 31, 1994

Balance at June 14, 1994 (commencement of operation S)....

Issuance of 8,986,190 shares of common stock

Charge to reflect carryover of historical basis of
accounting and recognition of minority interest i n
Operational Partnership for continuing investors.

Distributions paid..........cccceeriiieeeennnnes

Net income..........cccccvvvvvvveeennnn. .

Balance at December 31, 1994.............cc....

Issuance of 10,418,221 shares of common stock

Distributions paid..........cccceeeviiieeeennnnns

Net income..........cccccvvvvvvveeennnn. .

Balance at December 31, 1995............cccvvee

See accompanying notes to consolidated financsgsients.

Common
Stock
$--
90

42

Retained
Earnings
(Distribution

Additional in Excess of
Net Earnings)

Paid-In-Capital
$ 1 $--
164,324

(28,794) -

- (5,020)

- 5,614
135,531 594
219,717 -

- (25,348)

- 23,122
$ 355,248 $ (1,632)

Total
$ 1
164,414

(28,794)
(5,020)
5,614
136,215
219,821
(25,348)
23,122
$353,810



HIGHWOODS PROPERTIES, INC.
Consolidated Statement of Cash Flows of the Company
(In thousands)

For the Year Ended December 31, 1995 and

for the Period from June 14, 1994 (commencemeanpefations) to December 31, 1994

1995 1994
Operating activities:
NELINCOME. .ottt e $ 23,122 $ 5,614
Adjustments to reconcile net income to net cash pro vided by operating activities:
Depreciation and amortization.............ocecee. e 12,701 3,345
Loss on early extinguishment of debt.............. 875 1,273
MINOFItY INErESt...cciiiiiiiiiiiiieeeeeeee 4,937 808
Changes in operating assets and liabilities:
Accounts receivable.......ccoovvvcvvcceeeees e (1,561) (321)
Prepaid expenses and other assets............. . e (173) (521)
Accrued straight line rents receivable........ .. (1,519) (503)
Accounts payable, accrued expenses and other | iabilities........cccovveiiiiieenn 4,787 3,455
Net cash provided by operating activities... ... 43,169 13,150
Investing activities:
Proceeds from disposition of real estate assets.... 2,200 --
Additions to real estate assets.................... (130,411) (99,208)
Other assets and notes receivable.... 1,777) (620)
Cash from contributed net assets................... 549 2,088
Cash paid in exchange for partnership net assets... (6,593) (9,623)
Net cash used in investing activities......... (136,032) (107,363)
Financing activities:
Distributions paid..........cccccvvveviereeennnnn. (29,845) (5,020)
Net proceeds from the sale of common stock......... 219,821 164,413
Payment of prepayment penalties and loan costs..... (1,046) (1,025)
Borrowings on credit facility 50,800 62,700
Repayment of credit facility....................... (87,000) (20,000)
Proceeds from mortgages and notes payable.......... 90,250 --
Repayment of mortgages...........cocceeeeinennen. (148,907) (93,947)
Payment of deferred financing costs................ (630) (6,650)
Net cash provided by financing activities..... 93,443 100,471
Net increase in cash and cash equivalents.......... 580 6,258
Cash and cash equivalents at beginning of the perio 6,258 --
Cash and cash equivalents at end of the period..... s $ 6,838 $ 6,258
Supplemental disclosure of cash flow information:
Cash paid for iNtereSt.....ccevvcveeicciceeee e $ 11,965 $ 2,073

See accompanying notes to consolidated financ#tsients.
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HIGHWOODS PROPERTIES, INC.
Consolidated Statement of Cash Flows of the Company Continued
(In thousands)

For the Year Ended December 31, 1995 and

for the Period from June 14, 1994 (commencemeanpefations) to December 31, 1994

Supplemental disclosure of non-cash investing and f inancing activities
The following summarizes the net assets contributed by the Unit holders of the Operating

Partnership or assets acquired subject to mortgag es and notes payable:

1995 1994

Assets:
Real estate assets, Net...ccovcvicvvccnineee e $260,883 $51,614
Cash and cash equivalents............c.cccueeeen. . 549 2,088
Deferred rent receivable..... - 1,385
Tenant leasing costs, net.... -- 1,188
Deferred financing costs, net.... 842 488
Accounts receivable and other..................... 6,290 174

Total assets........ccccoevvveeeennns 268,564 56,937
Liabilities:
Mortgages Payable... ..o e 210,728 63,947
Accounts payable, accrued expenses and other liabil IS, 549 2,262

Total iabilitieS. ... e 268,564 66,209

Net assets (liabilitieS).....ccccevveeeeeees e $ 57,287 $(9,272)

In connection with the above transactions, the Comp any made additional cash payments to certain

partners in exchange for their partnership net as sets in the amounts of $9,623,000 in 1994 and

$6,593,000 in 1995. These transactions were accou nted for using the purchase method of accounting.

Further in connection with these transactions, th e Company received cash payments at closing to

fund the payment of certain accrued liabilities s uch as property taxes.
Additionally, in connection with the formation of t he Company additional debt of $54,164,000 was

assumed and Units valued at $4,199,000 were issue d during the

period from June 14, 1994, to December 31, 1994.

See accompanying notes to consolidated financsistents.
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HIGHWOODS PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1995

1. DESCRIPTION OF BUSINESS AND SIGNIFICANT ACCOUNNG POLICIES

Organization and Formation of the Company Highwo@dperties, Inc. (the "Company") is a self-adnerisd and self managed real estate
investment trust (REIT) which operates in the Seagitern United States. The Company's assets in8ludeburban office properties, 104
industrial properties and 203 acres of undeveldped suitable for future development. The Compaag imcorporated in Maryland in
February 1994 and is the successor to the opesatibtihe Highwoods Group. On June 14, 1994, the 2oy commenced operations upon
completion of a public offering of 7,400,000 shané$.01 par value Common Stock (plus 1,110,000eshsubsequently issued pursuant to
the underwriters' over-allotment option, the "liitPublic Offering™). The Initial Public Offeringrige was $21 per share resulting in gross
offering proceeds of $178,710,000. Proceeds t&€tmapany, net of underwriters' discount, an adviseeyand total offering expenses, were
$164,481,300. The following transactions (the "Fation Transactions") occurred in connection with khitial Public Offering:

(Bullet) Through the merger of Highwoods Proper@esnpany ("HPC") into the Company certain investereived 476,190 shares of
restricted Common Stock in exchange for their hrgddiin HPC. (Bullet) The Company consummated varfourchase agreements to acquire
certain interests in 41 properties, including 2@parties which were not owned by the Highwoods @notior to the Initial Public Offering.
For the 14 properties previously owned by the Higbds Group, negative net assets of approximateBi78000 were contributed to the
Operating Partnership at their historical cost. Appmately, $8,400,000 was distributed to the nontimuing partners of the Highwoods
Group for their partnership interest in the 14 gmtigs. For the 27 properties not owned by the Wigtds Group, the Company issued
approximately $4,200,000 of Units, assumed $54008of debt and paid $82,129,000 in cash. Thegg&erties were recorded at their
purchase price using the purchase method of adogunt

(Bullet) The Company became the sole general padfiidighwoods/Forsyth Limited Partnership, fornyeighwoods Realty Limited
Partnership (the "Operating Partnership"), by @bating its ownership interests in the 41 propert@d its thirdearty fee business and all t
$10,400,000 of the net proceeds of the Initial RubFfering in exchange for an approximate 88.3%iiest in the Operating Partnership.
(Bullet) The Operating Partnership executed varmptfon and purchase agreements whereby it paicbappately $81,352,000 in cash,
issued 1,054,664 units in the Operating Partner@hipits") and assumed approximately $118,111,006debtedness in exchange for fee
simple interests in the 41 properties and the dgweént land.

(Bullet) The Operating Partnership contributedtthied-party management and development businesshantthird-party leasing business to
Highwoods Services, Inc. (formerly Highwoods Re&#syrvices, Inc. and Highwoods Leasing Companykahange for 100% of each
company's non-voting common stock and 1% of thefing common stock.

Generally one year after issuance (the "lock-uopé), the Operating Partnership is obligated tbeesm each Unit at the request of the holder
thereof for cash equal to the fair market valuera# share of the Company's Common Stock at thedfraech redemption, provided that the
Company at its option may elect to acquire any duich presented for redemption for one share of @om Stock. When a Unit
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HIGHWOODS PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENT¢-- (Continued)

1. DESCRIPTION OF BUSINESS AND SIGNIFICANT ACCOUNNG POLICIES -- Continued holder redeems a Unitdfahare of
Common Stock or cash, the minority interest willrleduced and the Company's share in the Operatirigd?ship will be increased. The
Company's units are not redeemable for cash. Aedber 31, 1995, the one-year lock-up period hadrecpvith respect to 1,054,664 of the
3,732,412 Units issued. Basis of Presentation

The consolidated financial statements include tu@ants of the Company and the Operating Partrer$hie Company's investments in
Highwoods Services, Inc. and Forsyth Propertiesi€es, Inc. (the "Service Companies") are accoufdedsing the equity method of
accounting. All significant intercompany balances &ransactions have been eliminated in the catestgldl financial statements.

The Company is a real estate investment trust (TREInder Section 856 through 860 of the Internal@ue Code of 1986, as amended.
Minority interest in the Company represents theatiohpartnership interest in the Operating Partriprewned by various individuals and
entities and not the Company. This minority interetates to holders of Units. Per share informmatsocalculated using the weighted average
number of shares outstanding.

The extraordinary loss represents the write-ofbah origination fees and prepayment penalties paithe early extinguishment of debt and
is shown net of the minority interest's share mltss. Real Estate Assets

Real estate assets are stated at the lower obrost realizable value. All capitalizable costated to the improvement or replacement of
commercial real estate properties are capitaliPegreciation is computed by the straight-line mdthaeer the estimated useful life of 40
years for buildings and improvements and 5 to #s/é&a furniture and equipment. Tenant improvemanésamortized over the life of tl
respective leases, using the straight-line method.

The Company reviews each property for any evidefigessible impairment of carrying value based stmeated future cash flows. Based
this analysis, as of December 31, 1995 and 1994ahging value of all properties is below theitieated net realizable values.

In March 1995, the FASB issued Statement No. 12Ztofinting for the Impairment of Long-Lived Assetsld ong-Lived Assets to be
Disposed of, which requires impairment losses teelberded on londjved assets used in operations when indicatonmpéirment are prese
and the undiscounted cash flows estimated to bergtad by those assets are less than the assatsigamount. Statement 121 also
addresses the accounting for long-lived assetsatieatxpected to be disposed of. The Company aditipeeStatement in the first quarter of
1996 and the adoption did not have any materiakceffCash Equivalents

The Company considers highly liquid investmentdwaitmaturity of three months or less when purchésée cash equivalents. Revenue
Recognition

Minimum rental income is recognized on a straighé-basis over the term of the lease. Unpaid ramsncluded in accounts receivable.
Certain lease agreements contain provisions whiohigle reimbursement of real estate taxes, inseraadvertising and certain common area
maintenance (CAM) costs. These additional rentsererded on the accrual basis. All rent and aotbegivables from tenants are due from
commercial building tenants located in the progstti
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HIGHWOODS PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENT¢-- (Continued)

1. DESCRIPTION OF BUSINESS AND SIGNIFICANT ACCOUNNG POLICIES -- Continued

Deferred Lease Fees and Loan Costs Lease feegssimes and loan costs are capitalized at cosamodtized over the life of the related
lease or loan term, respectively. Income Taxes

The Company is a real estate investment trust (TREbr federal income tax purposes. A corporatdRiE a legal entity that holds real
estate interests, and through distributions tokstolclers, is permitted to reduce or avoid the paynoé Federal income taxes at the corporate
level. To maintain qualification as a REIT, the G@any must distribute to stockholders at least 95REIT taxable income.

No provision has been made for income taxes bedhesgompany qualified as a real estate investinest, distributed the necessary amc
of taxable income and, therefore, incurred no inedax expense during the period. Concentrationredli€ Risk

Management of the Company performs ongoing cregitu@tions of its tenants. The properties are kas@pproximately 950 tenants, in
four georgraphic locations, which engage in a widiety of businesses. There is no dependence appsingle tenant.

Interest Rate Risk Management

The Company enters into various interest rate swapscaps in managing its interest rate risk. Paysne or from the counterparties are
recorded as adjustments to interest expense. Timp&uy has designated these instruments as hedgiestagxisting liabilities and
accordingly utilizes hedge accounting.

The Company would not realize a material loss d3eafember 31, 1995 in the event of non-performdaycany one counterparty. The
Company has entered into transactions with findimt&itution counterparties with a credit ratinfjAa3 or better. Additionally, the Company
limits the amount of credit exposure with any om&titution.

Stock Compensation

The Company grants stock options for a fixed nunafeshares to employees with an exercise priceleéquhbe fair value of the shares at the
date of grant. The Company accounts for stock ogii@ants in accordance with APB Opinion No. 25, dwatting for Stock Issued to
Employees, and, accordingly, recognizes no compiensexpense for the stock option grants. In acaoce with the FASB's issuance of F
No. 123 "Accounting for Stock Based Compensatitve’ €Company will elect to provide the required faténdisclosures in 199

Use of Estimates

The preparation of financial statements in accacdamith generally accepted accounting principlegires management to make estimates
and assumptions that affect the amounts reportdtkifinancial statements and accompanying notetsiahresults could differ from those
estimates.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Cont inued)

2. MORTGAGES AND NOTES PAYABLE Mortgages and nopagyable consisted of the following at Decemberi®B5 and 1994 (in
thousands):

1995 1994
Conventional fixed rate mortgages payable (a.)..... $134,687 $24,164
Variable rate mortgages payable (b.)............... 36,549
9% fixed rate unsecured note payable.. 5,000 --
Revolving credit facility (c.) . 6,500 42,700
$182,736 $66,864

(a.) Conventional fixed rate mortgages payableuides 19 loans at December 31, 1995, and sevendbv@ecember 31, 1994. The loans
were secured by real estate assets with an aggregdépreciated cost of approximately $226,000:2@ecember 31, 1995. Interest rates on
fixed rate mortgages payable range from 7.0% t0%3with a weighted average rate of 8.80% at Decei®bgel995.

(b.) Variable rate mortgages payable includes tloaes at December 31, 1995. The loans were sebyreghl estate assets with an aggregate
undepreciated cost of approximately $75,000,0Degember 31, 1995. Interest rates on variablemaitgages payable range from 1.35% to
1.50% above the 30-day London Interbank Offered RatiBOR"). At December 31, 1995, 30-day LIBOR w&9%. The Company has
entered into two interest rate swap agreementsfimiéimcial institutions to effectively fix the intest rates on the variable rate mortgages
payable at a rate of 7.24%. At December 31, 1985nbtional amounts of the interest rate swapsleduhe outstanding balance of the
mortgages payable. The swaps expire in June 1999y 2000 upon the maturity of the respectivetgage agreements. The cost basis of
the interest rate swaps was $670,000 at Decembérm9395.

(c.) The Company has a revolving credit facilitytiie amount of $80,000,000 from two participatirepks. The credit facility bears interes
1.50% above 30-day LIBOR and matures on June 18).Ikhe terms of the credit facility require then@any to pay a commitment fee
equal to .25% on the unused portion of the cretilify and include certain restrictive covenantsah limit, among other things, dividend
payments and additional indebtedness and whichires=goompliance with certain financial ratios andasurements. At December 31, 1995,
the Company was in compliance with the terms ofctieelit facility. The credit facility is secured bgal estate assets with an aggregate
undepreciated cost of approximately $133,000,0@eaember 31, 1995. To limit increases in inteeapiense due to changes in 30-day
LIBOR, the Company used $6,170,000 of the procéeds the Initial Public Offering to purchase a fiyear, $80,000,000 interest rate
protection agreement. The interest rate protectgmeement limits the Company's exposure to 30-dBPR of 5.5% (7.0% with the 1.50%
spread). The initial premium paid to acquire thteriest rate protection agreement is being amortizesh increase to interest expense ove
five-year term of the agreement. Payments recdiaed the counterparties under the interest ratéeptimn agreements were $385,000 in
1995 and $25,000 in 1994 and were recorded indh&ractual interest expense in the income statemde¢mecember 31, 1995 the effective
interest rate on the credit facility was 7%.

(d.) The aggregate maturities of the mortgagesnatels payable are as follows (in thousands):

1996..cuiii et . $ 4,137
1997 e .. 25,135
1998, 7,301
1999 . ... 38,719
2000.... e ... 39,084
Thereafter.......cccccvvveeveeieieeiieee ... 68,360
$182,736
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Cont inued)

2. MORTGAGES AND NOTES PAYABLE -- Continued Durid®95 and 1994, the total interest costs incurrethortgages and notes
payable was $12,608,000 and $2,499,000, respect@abitalized interest during 1995 and 1994 w7380 and $17,000, respectively.

3. MANAGEMENT COMPENSATION PROGRAM The Company hestablished an incentive compensation plan for@kex officers of
the Company. The plan provides for payment of & @asus to participating officers and employeesitain Company performance
objectives are achieved. The amount of the bonpsutiicipating officers and employees is based forraula determined for each employee
by the Compensation Committee, but may not exc@8dalof base salary. All bonuses may be subjeatijissment to reflect individual
performance as measured by specific qualitativtertaito be approved by the Compensation CommiBBeauses are accrued in the year
earned and included in accrued expenses in theoidaied Balance Sheet. In addition, as an incerttwetain top management, the
Company has established a deferred compensatiowpilih provides for phantom stock awards. Underdéferred compensation plan,
phantom stock or stock appreciation rights equahine to 25% of the yearly cash bonus may besidéan an incentive pool, with payment
after five years. If an employee leaves the Comgangny reason (other than death, disability armad retirement) prior to the end of the
five-year period, all awards under the deferred pensation plan will be forfeited.

4. 401(k) SAVINGS PLAN The Company has a 401(k)isgs plan covering substantially all employees wie®et certain age and
employment criteria. The Company matches the @itstof compensation deferred at the rate of 50%gfleyee contributions. During the
year ended December 31, 1995, the Company coredi$1,000 to the Plan. Administrative expensepaie by the Compan'

5. RENTAL INCOME The Company's real estate assetdemsed to tenants under operating leases thatewer the next ten years. The
minimum rental amounts under the leases are gdyeitiler subject to scheduled fixed increasesdgrsiments based on the Consumer Price
Index. Generally, the leases also require thatghants reimburse the Company for increases inioerbsts above their base year costs.
Expected future minimum rents to be received olemiext five years and thereafter from tenantéefases in effect at December 31, 1995,
are as follows (in thousands):

1996 e $ 81,765
1997 i ——— e 66,760
1998, e 50,863
1999 e e 39,594
2000..ciii i e 27,134
Thereafter.....oooovviiee 28,685
$294,801

6. RELATED PARTY TRANSACTIONS The Company makes adees to Highwoods Services, Inc. and Forsyth PliegeServices, Inc. fi
working capital purposes. These advances beakesttat a rate of 7% per annum and totaled $1,2040December 31, 1995, and $620,000
at December 31, 1994. The Company recorded interestne from
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Cont inued)

6. RELATED PARTY TRANSACTIONS -- Continued thesevadces of $43,000 and $15,000 for the year endeeérleer 31, 1995, and for
the period from June 14, 1994, to December 31, 1B84ing the year ended December 31, 1995, the @agnpcquired two properties
encompassing 99,334 square feet at an aggregatieaserprice of $6,850,000 from partnerships in fvisiertain officers and directors owned
a majority interest. These transactions were adeaufor using the purchase method of accountingtlagid operating results are included in
the Statements of Income from their acquisitioredat

7. DISTRIBUTIONS Distributions paid were $1.75 gdare for the year ended December 31, 1995, afdp®i5share for the period from
June 14, 1994, to December 31, 1994. For fedecahiie tax purposes, the following table summarikesstimated taxability of distributions
paid:

1995 1994
Per Share:
Ordinary inCOMe......cccccovvvvvviecieeeiceeee $1.63 $.50
Capital gains......cooevvvvvviiciiiiieeee - -
Return of capital........cccovveeviicee. 12 -
Totalieicieiiie e $1.75 $.50

The Company's tax return for the year ended DeceBhel 995, has not been filed, and the taxakititgrmation for 1995 is based upon the
best available data. The Company's tax returns havbeen examined by the Internal Revenue Seraiwttherefore the taxability of
distributions is subject to change.

On January 30, 1996, the Board of Directors dedlardistribution of $.45 per share payable on Fatyr@1, 1996, to shareholders of record
on February 9, 1996.

8. COMMITMENTS AND CONTINGENCIES

Lease:

Two of the properties located in Parkway Plaza igraent are subject to a land lease expiring Deeer@b, 2082. Rental payments are t
adjusted yearly based on the consumer price intdex.Company has the option to purchase the leaseldduring the lease term at the gre
of 85% of appraised value or $35,000 per acre.cHiigation for future minimum lease payments isadi®ws (in thousands):

1996 e $ 97
1997 i ——— e 97
1998, e 97
1999 i e 97
2000 e 97
Thereafter......cocvvvee e, 7,981
$8,466

Litigation:
The Company is a party to a variety of legal proldags arising in the ordinary course of its bussnd$ese matters are generally covered by
insurance. All of these matters, taken togethernat expected to
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Cont inued)

8. COMMITMENTS AND CONTINGENCIES -- Continued hagematerial adverse effect on the accompanying diolased financial
statements notwithstanding possible insurance ergov

Stock Options:

As of December 31, 1995, 1,400,000 shares of tmpaay's authorized Common Stock had been reseovésisiiance upon the exercise of
options granted under the Amended and Restated 3@@k Option Plan. For the Company's executivesamibr officers and non-
independent directors, the options will vest inrfequal installments on the second, third, fouatid fifth anniversaries of the date of grant.
For other employees and independent directorgptiens will vest in four equal installments on firet, second, third and fourth
anniversaries of the date of grant.

Options outstanding for the year ended Decembet 345, and for the period from June 14, 1994 toebdmer 31, 1994, are as follows:

Number of Option Price

Shares Per Share

Granted at Initial Public Offering.......ccccoooe... .. 326,000 $21.00
Granted......coocvevviiieiieeee - -
Canceled........coooeeviiiiiiiiicceeeee - -

Shares under Option at December 31, 199%4........... ... 326,000 $21.00
Granted......cccvvvveiiiiiiieesieeee 400,000 $20.75-$25.00
EXEICISEU...ccoiiiiiiiiiiii e (8,000) $21.00
Canceled.......ccoovevvieiiiei e (22,500) $21.00

Shares under Option at December 31, 1995........... ... 695,500 $20.75-$25.00

Exercisable at December 31, 1995........ccccccceee.. L 48,000 $21.00

Available for Grant at December 31, 1995.......... ... 704,500

Warrants:

In connection with the Forsyth Transaction, the @any issued warrants to certain officers and dirsodf the Company to purchase 100,000
shares of the Company's Common Stock at $21 pee.sha

Contracts:

The Company has entered into construction conttataing $39,173,000 at December 31, 1995. Theumtsaremaining on these contract:
of December 31, 1995, totaled $26,548,000.

The Company has entered into a contract under whisttommitted to acquire 64 acres of land ovéveryear period for an aggregate
purchase price of approximately $10,172,000. THerdeas the option to elect to receive the purehaice in either cash or Units valued at
$26.67.

The Company has also entered into a contract umldieh it is committed to acquire 18 acres of lamdoo before August 1, 1998, for an
aggregate purchase price of approximately $2,082,00

Environmental Matters:

All of the Company's properties, except for BuropRr, have been subjected to Phase | environmentisws. Such reviews have not
revealed, nor is management aware of, any enviratahkability that management believes would haweaterial adverse effect on the
accompanying consolidated financial statements.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Cont inued)

9. DISCLOSURE ABOUT FAIR VALUE OF FINANCIAL INSTRUNENTS The following disclosures of estimated failues were
determined by management using available marketrimdtion and appropriate valuation methodologiemsitierable judgment is necessary
to interpret market data and develop estimated/&dure. Accordingly, the estimates presented hexsmot necessarily indicative of the
amounts that the Company could realize upon difipasif the financial instruments. The use of diéiet market assumptions and/or
estimation methodologies may have a material efiadhe estimated fair value. The carrying amoant$ estimated fair value of the
Company's financial instruments at December 3151@@re as follows (in thousands):

Carrying  Fair
Amount  Value

Cash and cash equivalents..............c........... .. $6,838 $ 6,838
Accounts and notes receivable . $ 7612 $ 7,612
Mortgages and notes payable........................ .. $182,735 $186,709
Interest rate swap agreements...................... . $ 670 $ (464
Interest rate Cap........coceeevvveeviveerinneenns . $ 4267 $ 1,311

The fair values for the Company's fixed rate mayggaand notes payable were estimated using dissmbeash flow analysis, based on the
Company's estimated incremental borrowing rateesteinber 31, 1995, for similar types of borrowingaagements. The carrying amounts of
the Company's variable rate borrowings approxirfaitevalue.

The fair values of the Company's interest rate savapinterest rate cap agreements represent iheesd amount the Company would
receive or pay to terminate or replace the findno&ruments at current market rates.

Disclosures about the fair value of financial instents are based on relevant information avait@blee Company at December 31, 1995.
Although management is not aware of any factorswioauld have a material effect on the fair valueoants reported herein, such amounts
have not been revalued since that date and cuestintates of fair value may significantly diffeoiin the amounts presented.

10. MERGERS AND ACQUISITIONS Through mergers andusitions during 1995, the Company increasedat$fglio of office and
industrial space by 6,357,000 square feet at areggte cost of $369,900,000. Additionally, durirg®3 the Company completed its second
and third public offerings of common stock. Thesmsactions were accounted for using the purchaslead of accounting and their
operating results are included in the Consolid&tdements of Operations from their acquisitioresaDuring 1994, the Company completed
its Initial Public Offering, the Formation Trans@acts and acquired 207,000 square feet of officeiaddstrial space at an aggregate cost of
$15,000,000. Unaudited pro forma results of openatfor the years ended December 31, 1995 and dr@9ket forth below. For 1995, such
pro forma results assume (i) the acquisition 023,706 square feet of office and industrial spdaaetatal cost of $354,200,000 and (ii) the
second and third public offerings occurred at tegitning of the year. For 1994, such pro formaltsg@ssume

(i) the 1994 acquisition of 5,727,706 square fdetffice and industrial space at a total cost d4200,000, and (ii) the initial, second and
third offerings and the Formation Transactions oemiat the beginning of the year. The proceeds fitte second and third offering were
used to reduce outstanding indebtedness for wokdpgal purposes. Pro forma interest expense walaslated based upon the indebtedness
outstanding after debt repayment and using thetfierate on such indebtedness. In 1994 and 19f&rating Partnership Units totaling
200,000 and 2,677,748, respectively were issuednmmection with various mergers and acquisitiotese Units were recorded at their
market value upon the closing date of the transacti
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Cont inued)

10. MERGERS AND ACQUISITIONS -- Continued

Pro Forma Year Ende d Pro Forma Year Ended
December 31, 1995 December 31, 1994
(in thousands, ex cept per share amounts)
Revenues..................... $ 90,592 $ 83,541
Net Income................... $ 29,764 $ 24,168
Net Income per Share......... $ 1.54 $ 1.25

The pro forma information is not necessarily intigaof what the Company's results of operationslaidmave been if the transactions had
occurred at the beginning of each period presertdditionally, the pro forma information does natrport to be indicative of the Company's
results of operations for future periods.

11. SUBSEQUENT EVENTS

Credit Facility On March 26, 1996, the OperatingtRership closed on a $140,000,000 unsecured deaility (the "New Credit Facility")
which replaces the existing $80 million line. Thaamce outstanding at March 31, 1996 is $21,500T0@0New Credit Facility is with three
commercial banks and has an initial interest ratd BOR +1.50% which will adjust based on the Opgrg Partnership's senior unsecured
credit rating to a range of LIBOR +1.00% to LIBOR

+1.75%. The Company will continue to utilize theDE®0,000 interest rate protection agreement tih limmexposure to increases in 30-day
LIBOR. Nashville Transaction

On April 1, 1996, the Company and the Operatindrieaship completed a merger with Eakin & Smith @adffiliates ("Eakin & Smith")
combining their property portfolios, managementrteand business operations. The merger will bewsted for using the purchase method
of accounting. Through the combination, the Compsungceeded to the ownership of seven suburbaredifiddings totaling 848,000 square
feet, a 103,000-square-foot suburban office devetoy project, 18 acres of development land andrE&ksmith's brokerage and property
management operations. All the properties and dpwednt land are located in Nashville, Tennessedlath 31, 1996, the properties
acquired in the transaction were 97% leased.

The aggregate purchase price, assuming the completithe in-process development project, was apprately $98.5 million payable
through the issuance of 537,138 limited partnershigs of the Operating Partnership and 489,42teshaf Common Stock, the assumptio
$37 million of indebtedness (with a weighted averiged rate of 8.0%), and cash payments of apprately $33 million. The aggregate
purchase price excludes deferred payments of 68,1166 shares of Common Stock, which are attridatebEakin & Smith's brokerage and
property management operation. A total paymenBgh14 shares of Common Stock will be paid to tmeelprincipals of Eakin & Smith, In
for each of the first four 12-month periods follogithe combination in which third-party serviceerue attributable to the Eakin & Smith
brokerage and property management operations ex&2000,000.

As part of the combination, the three principal&€akin & Smith, Inc. received options to purcha6&,000 shares of common stock at $27.50
per share. Such options vest in four equal anmsgdliments beginning with the second anniversatii@date of grant. Such principals also
received warrants to purchase 150,000 shares of@onstock for $28.00 per share. Pending Acquisitib@rocker Realty Trust, Inc. On
April 29, 1996, the Company and the Operating Rastnip entered into an Agreement and Plan of Mdtber"Merger Agreement") with
Crocker Realty Trust, Inc. ("Crocker"). Under teenis of the Merger Agreement, Cedar Acquisitionpoaation ("Cedar"), a newly formed
subsidiary of the Company,
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Cont inued)

11. SUBSEQUENT EVENTS -- Continued will merge iftcocker with the Company becoming the sole shadsnalf Crocker. The
Company intends to contribute the shares of comstaek of Crocker to the Operating Partnership ichexige for limited partnership
interests therein. As a result, Crocker would bez@nsubsidiary of the Operating Partnership. Assalt of the Merger, the Operating
Partnership will acquire 58 suburban office projsrand 12 service center properties (the "CroBkeperties”) located in 15 Southeastern
markets in Florida, North Carolina, South Carolifannessee, Georgia, Virginia and Alabama. The Kénoeroperties encompass 5.7 million
rentable square feet and, at March 31, 1996, wede [Based. Under the terms of the Merger AgreentieatCompany will acquire all of the
outstanding capital stock of Crocker in exchangeafoash payment of $11.02 per share, subjectrtaicadjustments. Based on Crocker's
26,981,087 shares of outstanding capital stockat B1, 1996, the purchase price will total appratiely $297 million. In addition, the
Company will cash out certain existing options ardrants to purchase Crocker common stock for amated $4.2 million and assume
approximately $240 million of Crocker's currentiytstanding indebtedness, having a weighted avenégiest rate of 8.6%. In connection
with the Merger, the Company has also enteredarftock Purchase Agreement (the "Stock Purchaseefigent”) with AP CRTI Holdings,

L. P. (an affiliate of Apollo Real Estate Advisar8)eW Partners, L.P. (an investment partnershipsadivby Aldrich Eastman Waltch), and
Crocker's three senior executives (Thomas J. Crp&kehard S. Ackerman and Robert E. Onisko), wdgether own approximately 83% of
Crocker's outstanding common stock (collectivdig, tCrocker Selling Shareholders"), which obligatesh shareholders to sell their shares
to the Company at a cash price of $11.02, subjeittet same adjustments as required under the MAgreement. The approximately $247
million purchase price of such shares is part eftthial approximately $297 million purchase pricedll of Crocker's outstanding shares. The
Merger Agreement and the Stock Purchase Agreemantom terminated by the respective parties onbeitain limited circumstances. In
addition, under the terms of the Merger Agreemeartain specified assets and liabilities of Crockglrnot be acquired by the Company. In
connection with the Merger, the Company obtainedramitment from NationsBank and First Union NatioBank of North Carolina for a
$250 million revolving line of credit (the "Revohg Loan"). The Revolving Loan will replace the Gteehcility and will be used together
with the proceeds from the Offering to fund the it The Revolving Loan will be unsecured for tinsthine months and will bear interest
at a rate of LIBOR plus 150 basis points. Afterithigal nine-month period, the Revolving Loan wdlither convert to a secured loan with a
maturity date two years from its closing date oatounsecured loan maturing on July 31, 1999. TéwRing Loan will remain unsecured if
the Company generates at least $300 million opmateeds from equity offerings (including the prede from this Offering) during the initi
nine-month period and meets certain covenantgdimd) covenants relating to debt ratios, tangildeworth and interest coverage. If the
Revolving Loan remains unsecured after the initine-month period, it would have an interest rag tanged from LIBOR plus 100 basis
points to LIBOR plus 175 basis points based orGbmpany's senior unsecured credit rating. If tlam loonverts to a secured facility, the
Company will be required to pledge assets at keqisal in value to 60% of the outstanding amourihefRevolving Loan and the interest rate
will equal LIBOR plus 175 basis points.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Cont inued)

12. SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED):
Selected quarterly financial data for the year dridecember 31, 1995, and for the period from June 994, to December 31, 1994, is as
follows (in thousands except per share amounts):

F or the period from June 14, 1994 to December 31, 19 94*

First Quarte r Second Quarter Third Quarter Fourth Quar ter Total
Revenues..........ccccceeveeennnnn. $ - $ 1,482 $ 8,810 $ 9,150 $19,442
Income before minority interest and

extraordinary item................ - 534 3,652 3,509 7,695
Minority interest................... - (56) (384) (368 ) (808)
Extraordinary item.................. - (1,273) - -- (1,273)
Net (loss) income................... $ - $ (795) $ 3,268 $ 3,141 $5,614
Per Share:

Income before extraordinary

IteM..eiei e $ - $ 0.06 $ 0.36 $ 0.35 $ 0.77
Net (loss) income................. $ - $ (0.09) $ 0.36 $ 0.35 $ 0.63
For the year ended December 31, 1995*

First Quarte r Second Quarter Third Quarter Fourth Quar ter Total
Revenues..........ccccceevueennnne. $12,846 $ 17,518 $20,560 $ 22,598 $73,5622
Income before minority interest and

extraordinary item................ 4,879 6,829 7,939 9,287 28,934
Minority interest................... (800) (1,270) (1,381) (1,486 ) (4,937)
Extraordinary item.................. (875) - - - (875)
Netincome........cccceevereennenn $ 3,204 $ 5,559 $ 6,558 $ 7,801 $23,122
Per Share:

Income before extraordinary

IteM.. e $ 0.36 $ 0.39 $ 0.39 $ 0.40 $ 1.55
Netincome........ccccverveeneenn $ 0.29 $ 0.39 $ 0.39 $ 0.40 $ 1.49

* The total of the four quarterly amounts for netome per share do not equal the total for the graarto the use of a weighted average to
compute the average number of shares outstanding.
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SCHEDULE Il -- REAL ESTATE AND ACCUMULATED DEPRECI

Initia
Description Encumbrance Land
Highwoods Office Center
Amica (3) $ 289
Arrowwood - 955
Aspen ?3) 560
Birchwood ?3) 201
Cedar East 3) 563
Cedar West 3) 563
Cottonwood 3) 609
Cypress ?3) 567
Dogwood 2,633 766
Hawthorn ?3) 904
Highwoods Tower 3) 203
Holly - 300
Ironwood 3) 319
Kaiser 3) 133
Laurel ?3) 884
Leatherwood - 213
Smoketree Tower 3) 2,353
Rexwoods Office Center
2500 Blue Ridge ?3) 722
Blue Ridge II 1,445 434
Rexwoods Center ) 775
Rexwoods Il 3) 355
Rexwoods IlI 3,320 886
Rexwoods IV 3) 586
Triangle Business Center
Bldg. 2A ) 377
Bldg. 2B ) 118
Bldg. 3 ) 409
Bldg. 7 ) 414
Progress Center
Cape Fear - 131
Catawba - 125
CompuChem -- 269
North Park
4800 North Park 10,847 2,678
4900 North Park 1,567 770
5000 North Park 3) 1,010
Creekstone Park
Creekstone Crossing -- 728
Riverbirch ?3) 448
Willow Oak - 458
Research Commons
EPA Annex/Administration (5) 1,609
4501 Bldg. (5) 748
4401 Bldg. (5) 1,822
4301 Bldg. (5) 1,094
4201 Bldg. (5) 1,466
Hock Portfollo
Fairfield | - 805
Date of Date
Description Construction Acquired

Highwoods Office Center

Amica 1983 1994
Arrowwood 1979 1994
Aspen 1980 1994
Birchwood 1983 1994
Cedar East 1981 1994
Cedar West 1981 1994
Cottonwood 1983 1994
Cypress 1980 1994
Dogwood 1983 1994
Hawthorn 1987 1994
Highwoods Tower 1991 1994
Holly 1984 1994
Ironwood 1978 1994
Kaiser 1988 1994
Laurel 1982 1994
Leatherwood 1979 1994
Smoketree Tower 1984 1994
Rexwoods Office Center
2500 Blue Ridge 1982 1994
Blue Ridge Il 1988 1994
Rexwoods Center 1990 1994
Rexwoods Il 1993 1994
Rexwoods Il 1992 1994
Rexwoods IV 1994 1994
Triangle Business Center
Bldg. 2A 1984 1994
Bldg. 2B 1984 1994

HIGHWOODS PROPERTIES, INC.

December 31, 1995
(In thousands)

Cost  Gross Amount at Which
Capitalized
| Cost Subsequent Carried at Close of
Building & to Period Building &

mprovements Acquisition Land

Improvements

$1544 $ 42 $ 289 $ 158 $
3,406 212 955 3,618
2,104 56 560 2,160
911 - 201 911
2,498 58 563 2,556
2,487 94 563 2,581
3,253 15 609 3,268
1,747 26 567 1,773
2,790 - 766 2,790
3,782 - 904 3,782
16,948 - 203 16,948
1,170 -- 300 1,170
1,276 99 319 1,375
3,625 -- 133 3,625
2,537 4 884 2,541
851 98 213 949
11,922 723 2,353 12,645
4,552 33 722 4,585
-- 1,450 462 1,422
-- 3,771 878 3,668
-- 1,822 362 1,815
-- 2,863 919 2,830
-- 3,434 586 3,434
4,004 303 377 4,307
1,225 -- 118 1,225
5,349 300 409 5,649
6,301 (72) 414 6,229
- 1,895 131 1,895
- 1,650 125 1,650
- 6,598 289 6,578
17,673 109 2,678 17,782
1,989 11 770 2,000
4,697 560 1,010 5,257
3,891 16 728 3,907
- 4,137 469 4,116
4,685 343 458 5,028
10,920 51 1,609 10,971
4,448 653 748 5,101
8,929 3,575 1,822 12,504
7,425 -- 1,094 7,425
7,715 2,305 1,466 10,020
3,227 21 805 3,248

ATION
Total Accumulated
(11) Depreciation (12)
1875 $ 61
4,573 139
2,720 91
1,112 43
3,119 106
3,144 101
3,877 127
2,340 84
3,556 108
4,686 1,487
17,151 2,035
1,470 45
1,694 82
3,758 978
3,425 98
1,162 52
14,998 475
5,307 177
1,884 333
4,546 648
2,177 100
3,749 328
4,020 58
4,684 193
1,343 47
6,058 290
6,643 240
2,026 928
1,775 912
6,867 1,726
20,460 689
2,770 77
6,267 203
4,635 61
4,585 813
5,486 21
12,580 390
5,849 184
14,326 554
8,519 132
11,486 417
4,053 37



Bldg. 3

Bldg. 7
Progress Center

Cape Fear

Catawba

CompuChem
North Park

4800 North Park

4900 North Park

5000 North Park
Creekstone Park

Creekstone Crossing

Riverbirch
Willow Oak
Research Commons

EPA Annex/Administration 1966

4501 Bldg.
4401 Bldg.
4301 Bldg.
4201 Bldg.
Hock Portfollo
Fairfield |

1988 1994
1988 1994
1980 1994
1980 1994
1980 1994
1985 1994
1984 1994
1980 1994
1990 1995
1987 1994
1995 1995
1995
1985 1995
1987 1995
1989 1995
1991 1995
1987 1995
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Cost  Gross Amount at Which

Capitalized
Initia | Cost Subsequent Carried at Close of
Building & to Period Building & Total Accumulated
Description Encumbrance Land | mprovements Acquisition Land Improvements (11) Depreciation (12)
Fairfield I -- 910 3,647 19 910 3,666 4,576 42
Qualex -- 879 3,522 -- 879 3,522 4,401 40
4101 Roxboro -- 1,059 4,243 10 1,059 4,253 5,312 49
4020 Roxboro -- 675 2,708 8 675 2,716 3,391 31
Other Research Triangle
Properties
Colony Corporate Center ?3) 613 3,296 62 613 3,358 3,971 134
Concourse ?3) 986 12,069 185 986 12,254 13,240 477
Cotton Building -- 460 1,844 -- 460 1,844 2,304 2
Expressway One Warehouse 1,650 242 -- 1,836 246 1,832 2,078 248
Holiday Inn 2,464 867 2,748 75 867 2,823 3,690 106
Lake Plaza East ?3) 856 4,893 126 856 5,019 5,875 217
Phoenix -- 394 2,019 11 394 2,030 2,424 53
Six Forks Center | - 666 2,688 -- 666 2,688 3,354 8
Six Forks Center I - 1,086 4,370 8 1,086 4,378 5,464 14
Six Forks Center Ill - 862 4,444 91 862 4,535 5,397 144
South Square | ) 606 3,785 152 606 3,937 4,543 157
South Square Il 3) 525 4,742 106 525 4,848 5,373 187
Airpark East
Highland Industries (6) 175 699 -- 175 699 874 15
Service Center 1 (6) 275 1,099 46 275 1,145 1,420 24
Service Center 2 (6) 222 889 -- 222 889 1,111 19
Service Center 3 (6) 304 1,214 - 304 1,214 1,518 27
Service Center 4 (6) 224 898 -- 224 898 1,122 20
Copier Consultants (6) 252 1,008 -- 252 1,008 1,260 22
Service Court (6) 194 774 1 194 775 969 17
Bldg. 01 (6) 377 1,510 8 377 1518 1,895 34
Bldg. 02 (6) 461 1,842 1 461 1,843 2,304 40
Bldg. 03 (6) 321 1,283 41 321 1,324 1,645 33
Bldg. A (6) 541 2,913 60 541 2,973 3,514 66
Bldg. B (6) 779 3,200 43 779 3,243 4,022 73
Bldg. C (6) 2,384 9,535 35 2,384 9,570 11,954 214
Sears Cenfact 4,561 861 3,446 6 861 3,452 4,313 75
Warehouse 1 (6) 384 1,535 -- 384 1,535 1,919 34
Warehouse 2 (6) 372 1,488 -- 372 1,488 1,860 33
Warehouse 3 (6) 370 1,480 2 370 1,482 1,852 32
Warehouse 4 (6) 657 2,628 1 657 2,629 3,286 57
Airpark North
DC-1 (6) 723 2,891 15 723 2,906 3,629 64
DC-2 (6) 1,094 4,375 42 1,094 4,417 5,511 97
DC-3 (6) 378 1,511 -- 378 1,511 1,889 33
DC-4 (6) 377 1,508 1 377 1,509 1,886 33
Airpark West
Airpark | 2) 954 3,817 5 954 3,822 4,776 84
Airpark 11 2) 887 3,536 7 887 3,543 4,430 79
Airpark IV ) 226 903 37 226 940 1,166 22
Airpark V ) 242 966 6 242 972 1,214 22
Airpark VI ) 326 1,308 61 326 1,369 1,695 34
West Point Business Park
BMF Warehouse @) 795 3,181 - 795 3,181 3,976 70
WP-11 ) 393 1,570 22 393 1,592 1,985 35
WP-12 ) 382 1,531 22 382 1,553 1,935 34
WP-13 ) 297 1,192 22 297 1,214 1,511 27
WP-3 & 4 7 120 480 - 120 480 600 11
WP-5 - 178 590 136 178 726 904 5
Fairchild Bldg. 7) 640 2,577 - 640 2,577 3,217 56
LUWA Bahnson Bldg. @) 346 1,384 1 346 1,385 1,731 30
Date of Date
Description Construction Acquired
Fairfield 11 1989 1995
Qualex 1985 1995
4101 Roxboro 1984 1995
4020 Roxboro 1989 1995
Other Research Triangle
Properties
Colony Corporate Center 1985 1994
Concourse 1986 1994
Cotton Building 1972 1995
Expressway One Warehouse 1990 1994
Holiday Inn 1984 1994
Lake Plaza East 1984 1994
Phoenix 1990 1994
Six Forks Center | 1982 1995
Six Forks Center Il 1983 1995
Six Forks Center IlI 1987 1994
South Square | 1988 1994
South Square Il 1989 1994
Airpark East
Highland Industries 1990 1995
Service Center 1 1985 1995
Service Center 2 1985 1995
Service Center 3 1985 1995
Service Center 4 1985 1995
Copier Consultants 1990 1995
Service Court 1990 1995
Bldg. 01 1990 1995
Bldg. 02 1986 1995

Bldg. 03 1986 1995



Bldg. A 1986 1995

Bldg. B 1988 1995
Bldg. C 1990 1995
Sears Cenfact 1989 1995
Warehouse 1 1985 1995
Warehouse 2 1985 1995
Warehouse 3 1986 1995
Warehouse 4 1988 1995
Airpark North
DC-1 1986 1995
DC-2 1987 1995
DC-3 1988 1995
DC-4 1988 1995
Airpark West
Airpark | 1984 1995
Airpark 1l 1985 1995
Airpark IV 1985 1995
Airpark V 1985 1995
Airpark VI 1985 1995
West Point Business Park
BMF Warehouse 1986 1995
WP-11 1988 1995
WP-12 1988 1995
WP-13 1988 1995
WP-3 & 4 1988 1995
WP-5 1995 1995
Fairchild Bldg. 1990 1995
LUWA Bahnson Bldg. 1990 1995
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Initia
Description Encumbrance Land
University Commercial
Center
W-1 - 203
W-2 - 196
SR-1 -- 276
SR-2 01/02 - 215
SR-3 -- 167
Bldg. 01/02 - 26
Bldg. 03 - 429
Bldg. 04 - 514
Ivy Distribution Center -- 452
Knollwood Office Center
370 Knollwood (6) 1,819
380 Knollwood (6) 2,977
Stoneleigh Business Park
7327 W. Friendly Ave. - 60
7339 W. Friendly Ave. - 63
7341 W. Friendly Ave. 1) 113
7343 W. Friendly Ave. 1) 72
7345 W. Friendly Ave. 1) 66
7347 W. Friendly Ave. 1) 97
7349 W. Friendly Ave. 1) 53
7351 W. Friendly Ave. 1) 106
7353 W. Friendly Ave. 1) 123
7355 W. Friendly Ave. 1) 72
Spring Garden Plaza
4000 Spring Garden St. - 127
4002 Spring Garden St. - 39
4004 Spring Garden St. - 139
Pomona Center-Phase |
7 Dundas Circle 1) 75
8 Dundas Circle (1) 84
9 Dundas Circle (1) 51
Pomona Center-Phase Il
302 Pomona Dr. 1) 84
304 Pomona Dr. 1) 22
306 Pomona Dr. 1) 50
308 Pomona Dr. 1) 72
5 Dundas Circle (1) 72
Westgate on Wendover-Phase
|
305 South Westgate Dr. 4) 30
307 South Westgate Dr. 4) 66
309 South Westgate Dr. 4) 68
311 South Westgate Dr. 4) 75
315 South Westgate Dr. 4) 54
317 South Westgate Dr. 4) 81
319 South Westgate Dr. 4) 54
Westgate on Wendover-Phase
1l
206 South Westgate Dr. 1) 91
207 South Westgate Dr. 1) 138
300 South Westgate Dr. 1) 68
4600 Dundas Circle 1) 62
4602 Dundas Circle 1) 68
Radar Road
500 Radar Rd. 1) 202
502 Radar Rd. 1) 39
Date of Date

Description
University Commercial
Center

Construction Acquired

W-1 1983 1995
W-2 1983 1995
SR-1 1983 1995
SR-2 01/02 1983 1995
SR-3 1984 1995
Bldg. 01/02 1983 1995
Bldg. 03 1985 1995
Bldg. 04 1986 1995
1930-
Ivy Distribution Center 1980 1995
Knollwood Office Center
370 Knollwood 1994 1995
380 Knollwood 1990 1995
Stoneleigh Business Park
7327 W. Friendly Ave. 1987 1995
7339 W. Friendly Ave. 1989 1995
7341 W. Friendly Ave. 1988 1995
7343 W. Friendly Ave. 1988 1995
7345 W. Friendly Ave. 1988 1995
7347 W. Friendly Ave. 1988 1995
7349 W. Friendly Ave. 1988 1995
7351 W. Friendly Ave. 1988 1995
7353 W. Friendly Ave. 1988 1995
7355 W. Friendly Ave. 1988 1995
Spring Garden Plaza
4000 Spring Garden St. 1983 1995

Cost  Gross Amount at Which
Capitalized
| Cost Subsequent Carried at Close of
Building & to Period Building &
mprovements Acquisition Land Improvements

812 - 203 812
786 - 196 786
1,155 6 276 1,161
859 90 215 949
668 - 167 668
102 13 26 115
1,771 3 429 1,774
2,058 6 514 2,064
1,812 67 452 1,879

7,451 444 1,819 7,895
11,912 163 2,977 12,075
441 6 60 447
465 8 63 473
831 11 113 842
531 7 72 538
485 6 66 491
709 9 97 718
388 5 53 393
778 11 106 789
901 12 123 913
525 7 72 532
933 7 127 940
290 2 39 292
1,019 8 139 1,027
552 -- 75 552
617 - 84 617
373 - 51 373
617 - 84 617
163 - 22 163
368 - 50 368
531 - 72 531
531 - 72 531
220 1 30 221
485 4 66 489
496 3 68 499
551 4 75 555
396 2 54 398
597 3 81 600
396 2 54 398
664 4 91 668
1,012 6 138 1,018
496 3 68 499
456 19 62 475
498 -- 68 498
1,484 -- 202 1,484
285 -- 39 285

Total Accumulated
(11) Depreciation (12)

1,015 18
982 17
1,437 26
1,164 26
835 15
141 3
2,203 39
2,578 46
2,331 42
9,714 192
15,052 272
507 5
536 6
955 10
610 6
557 6
815 8
446 4
895 9
1,036 10
604 6
1,067 11
331 3
1,166 12

627

701 7
424 4
701 7
185 2
418 4
603 6
603 6
251 3
555 6
567 6
630 6
452 5
681 7
452 5
759 8

1,156 12
567 6
537 5
566 6
1,686 17

324 3



4002 Spring Garden St.

4004 Spring Garden St.
Pomona Center-Phase |

7 Dundas Circle

8 Dundas Circle

9 Dundas Circle
Pomona Center-Phase Il

302 Pomona Dr.

304 Pomona Dr.

306 Pomona Dr.

308 Pomona Dr.

5 Dundas Circle

1983
1983

1986
1986
1986

1987
1987
1987
1987
1987

Westgate on Wendover-Phase

|

305 South Westgate Dr.
307 South Westgate Dr.
309 South Westgate Dr.
311 South Westgate Dr.
315 South Westgate Dr.
317 South Westgate Dr.
319 South Westgate Dr.

Westgate on Wendover-Phase

1l

206 South Westgate Dr.

207 South Westgate Dr.

300 South Westgate Dr.

4600 Dundas Circle

4602 Dundas Circle
Radar Road

500 Radar Rd.

502 Radar Rd.

1986
1985
1985

1981
1986

1995
1995

1995
1995
1995

1995
1995
1995
1995
1995

1995
1995



Cost  Gross Amount at Which

Capitalized
Initia | Cost Subsequent Carried at Close of
Building & to Period Building & Total Accumulated
Description Encumbrance Land | mprovements Acquisition Land Improvements (11) Depreciation (12)
504 Radar Rd. Q) 39 285 -- 39 285 324 3
506 Radar Rd. 1) 39 285 -- 39 285 324 3
Holden/85 Business Park
2616 Phoenix Dr. 1) 135 990 -- 135 990 1,125 11
2606 Phoenix Dr. -- 100 (1) 63 466 -- 63 466 529 5
2606 Phoenix Dr. -- 200 (1) 63 466 -- 63 466 529 5
2606 Phoenix Dr. -- 300 (1) 31 229 -- 31 229 260 3
2606 Phoenix Dr. -- 400 (1) 52 382 2 52 384 436 5
2606 Phoenix Dr. -- 500 (1) 64 471 5 64 476 540 6
2606 Phoenix Dr. -- 600 (1) 78 575 -- 78 575 653 7
Industrial Village
7906 Industrial Village
Rd. 1) 62 455 5 62 460 522 5
7908 Industrial Village
Rd. 1) 62 455 5 62 460 522 5
7910 Industrial Village
Rd. 1) 62 455 5 62 460 522 5
Other Piedmont Triad
Properties
6348 Burnt Poplar - 721 2,883 7 721 2,890 3,611 63
6350 Burnt Poplar - 339 1,365 5 339 1,370 1,709 30
Stratford 3) 2,777 11,459 - 2,777 11,459 14,236 252
Chesapeake ) 1,236 4,944 - 1,236 4,944 6,180 108
3288 Robinhood 1,172 290 1,159 24 290 1,183 1,473 28
Steele Creek Park
Bldg. A ) 499 1,998 7 499 2,005 2,504 44
Bldg. B ) 110 441 - 110 441 551 10
Bldg. E ) 188 824 85 188 909 1,097 16
Bldg. G-1 2) 196 783 20 196 803 999 18
Bldg. H 2) 169 677 72 169 749 918 30
Bldg. K ) 148 592 - 148 592 740 13
Bldg. N ) 199 722 -- 199 722 921 17
Highwoods/Forsyth Business
Park
4101 Stuart Andrew Blvd. 1) 70 510 2 70 512 582 6
4105 Stuart Andrew Blvd. 1) 26 189 1 26 190 216 2
4109 Stuart Andrew Blvd. 1) 87 636 4 87 640 727 7
4201 Stuart Andrew Blvd. 1) 110 809 4 110 813 923 9
4205 Stuart Andrew Blvd. 1) 134 979 8 134 987 1,121 11
4209 Stuart Andrew Blvd. 1) 91 665 3 91 668 759 8
4215 Stuart Andrew Blvd. 1) 133 978 9 133 987 1,120 11
4301 Stuart Andrew Blvd. 1) 232 1,702 11 232 1,713 1,945 20
4321 Stuart Andrew Blvd. 1) 73 534 3 73 537 610 6
Parkway Plaza
Building 1 -- 1,110 4,741 -- 1,110 4,741 5,851 4
Building 2 -- 1,694 6,777 -- 1,694 6,777 8,471 5
Building 3 -- 1,570 6,282 -- 1,570 6,282 7,852 5
Building 7 - - 4,648 - - 4,648 4,648 4
Building 8 - - 4,698 - - 4,698 4,698 4
Building 9 4,865 - 6,008 - - 6,008 6,008 5
Other Charlotte Properties
First Citizens 3) 647 5,528 30 647 5,558 6,205 218
Date of Date
Description Construction Acquired
504 Radar Rd. 1986 1995
506 Radar Rd. 1986 1995
Holden/85 Business Park
2616 Phoenix Dr. 1985 1995

2606 Phoenix Dr. -- 100 1989 1995
2606 Phoenix Dr. -- 200 1989 1995
2606 Phoenix Dr. -- 300 1989 1995
2606 Phoenix Dr. -- 400 1989 1995
2606 Phoenix Dr. -- 500 1989 1995
2606 Phoenix Dr. -- 600 1989 1995
Industrial Village
7906 Industrial Village

Rd. 1985 1995
7908 Industrial Village

Rd. 1985 1995
7910 Industrial Village

Rd. 1985 1995

Other Piedmont Triad
Properties
6348 Burnt Poplar 1990 1995
6350 Burnt Poplar 1992 1995
Stratford 1991 1995
Chesapeake 1993 1995
3288 Robinhood 1989 1995
Steele Creek Park

Bldg. A 1989 1995
Bldg. B 1985 1995
Bldg. E 1985 1995
Bldg. G-1 1989 1995
Bldg. H 1987 1995
Bldg. K 1985 1995
Bldg. N 1989 1995

Highwoods/Forsyth Business
Park



4101 Stuart Andrew Blvd.
4105 Stuart Andrew Blvd.
4109 Stuart Andrew Blvd.
4201 Stuart Andrew Blvd.
4205 Stuart Andrew Blvd.
4209 Stuart Andrew Blvd.
4215 Stuart Andrew Blvd.
4301 Stuart Andrew Blvd.
4321 Stuart Andrew Blvd.

Parkway Plaza
Building 1
Building 2
Building 3
Building 7
Building 8
Building 9

1982
1983

1984

Other Charlotte Properties

First Citizens

1989

1995
1995
1995
1995
1995
1995
1995
1995
1995
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Initia
Description Encumbrance Land
Innsbrook Office Center
Markel American (8) 585
Proctor-Silex 8) 1,086
Vantage Place | -- 235
Vantage Place Il -- 203
Vantage Place Il -- 218
Vantage Place IV - 233
Vantage Point 4,493 1,089
Innsbrook Tech | 1,181 264
DEQ Technology Center -- 541
DEQ Office - 1,324
Technology Park
Virginia Center - 1,438
Development Projects
Global Software - 465
MSA -- 717
Healthsource - 1,294
Highwoods Health Club -- 142
Regency One - 554
Development Land
Capital Center -- 851
Creekstone Park - 1,255
Highwoods Office Center
North - 1,555
Highwoods Office Center
South - 2,518
Research Commons - 1,349
Airpark East - 1,932
Airpark North - 804
NationsFord Business
Park - 1,206
West Point Business Park - 1,759
Airport Center Drive 1,600 1,600

$41,798 $ 107,642
Date

Date of
Description
Innsbrook Office Center

Construction Acquired

Cost  Gross Amount at Which
Capitalized
| Cost Subsequent Carried at Close of
Building & to Period Building &
| mprovements Acquisition Land Improvements
2,347 81 585 2,428
4,344 - 1,086 4,344
940 1 235 941
811 2 203 813
873 2 218 875
931 2 233 933
4,354 51 1,089 4,405
1,058 -- 264 1,058
2,166 -- 541 2,166
5,305 -- 1,324 5,305
5,858 -- 1,438 5,858
-- 58 465 58
-- 9 717 9
-- 1 1,294 1
555 -- 142 555
-- -- 554 --
-- -- 851 --
- (453)(9) 802 -
49 (450) 10) 1,105 49
- - 2,518 -
- - 1,349 -
- - 1.932
- - 804 -
- - 1,206 -
- - 1,759 -
- - 1,600 -
$449,766 $41,128 $106,955 $491,581 $

Markel American 1988 1995
Proctor-Silex 1986 1995
Vantage Place | 1987 1995
Vantage Place Il 1987 1995
Vantage Place Il 1988 1995
Vantage Place IV 1988 1995
Vantage Point 1990 1995
Innsbrook Tech | 1991 1995
DEQ Technology Center 1991 1995
DEQ Office 1991 1995
Technology Park
Virginia Center 1985 1994
Development Projects
Global Software N/A
MSA N/A N/A
Healthsource N/A N/A
Highwoods Health Club N/A N/A
Regency One N/A N/A
Development Land
Capital Center N/A 1995
Creekstone Park N/A 1994
Highwoods Office Center
North N/A 1994
Highwoods Office Center
South N/A 1994
Research Commons N/A 1995
Airpark East N/A 1995
Airpark North N/A 1995
NationsFord Business
Park N/A 1995
West Point Business Park N/A 1995
Airport Center Drive N/A 1995
N/A N/A

Total
(11)

3,013
5,430
1,176
1,016

1,154

2,518

1,349

1,932
804

1,206

1,759

1,600
598,536

Accumulated

Depreciation (12)

$21,452

(1) These assets are pledged as collateral fo2 #&7,000 first mortgage loan.
(2) These assets are pledged as collateral fol 8%8,000 first mortgage loan.
(3) These assets are pledged as collateral foB&y©®0,000 credit facility.

(4) These assets are pledged as collateral fofg&$®00 first mortgage loan.
(5) These assets are pledged as collateral fod 82,000 first mortgage loan.
(6) These assets are pledged as collateral fo® £%4,000 first mortgage loan.
(7) These assets are pledged as collateral fo8 A13$,000 first mortgage loan.
(8) These assets are pledged as collateral fora®3000 first mortgage loan.
(9) Reflects land transferred to the Willow Oak [y .

(10) Reflects land transferred to the Global Pryper

(11) The aggregate cost for Federal Income Taxqgaapwas approximately $509,000,000.
(12) Depreciation is computed using economic lrggying from 5 to 40 year
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HIGHWOODS PROPERTIES, INC.
NOTE TO SCHEDULE Il
(in thousands)

As of December 31, 1995 and 1994

A summary of activity for real estate and accunedadepreciation is as follows:

Decemb
1995
Real Estate:
Balance at beginning of year.......ccccccceeeees. e $ 218,6
Additions:
Acquisitions and development.................. 365,1
Improvements..........ccccoevvvienne 16,8
Cost of real estate sold . (2,0
Balance at close of year ().......cccccceeevennne $ 598,5
Accumulated Depreciation:
Balance at beginning of year.................... $ 11,0
Depreciation expense..........ccccovcveveeennnes 10,4
Real estate sold........... (
Balance at close of year (b)........ccccccee.... $ 21,4

(a) Reconciliation of total cost to balance shesgition at December 31, 1995 and 1994 (in thousands)

1995
Total per schedule Il $598,5
Construction in progress exclusive
of land of $3,172 included in
Schedule I 15,5
Furniture, fixtures and equipment 1,2
Total real estate assets at cost $615,3

er 31,
1994

99 $61,656

30 154,946
06 2,097
99) -

36 $218,699

03 $ 8,679
83 2324
34) -

52 $11,003

1994
36 $218,699

88 967
32 $219,666

(b) Reconciliation of total accumulated depreciatio balance sheet caption at December 31, 1993894l (in thousands):

199
Total per schedule Il $21,
Accumulated depreciation -- furniture, fixtures and equipment
Total accumulated depreciation $22,
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5 1994
452  $11,003
814 687
266 $11,690



REPORT OF INDEPENDENT AUDITORS

BOARD OF DIRECTORS AND STOCKHOLDERS

HIGHWOODS PROPERTIES, INC.

We have audited the accompanying combined baldmests of the Highwoods Group as of December 313 9@ 1992, and the related
combined statements of operations, owners' deéind, cash flows for the period from January 1, 1®93une 13, 1994 and for each of the
three years in the period ended December 31, MW8have also audited the financial statement sdadidted in the Index at Item 14(a).
These financial statements and schedule are thenstbility of the Highwoods Group's management: @gponsibility is to express an
opinion on these financial statements and schdzhged on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and dis@lssn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by manageemiell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts,¢combined financial position of the
Highwoods Group at December 31, 1993 and 1992ttendombined results of operations and cash flawghe period from January 1, 1994
to June 13, 1994 and for each of the three yeatwiperiod ended December 31, 1993 in conformitly generally accepted accounting
principles. Also, in our opinion, the financial t@ment schedule when considered in relation td#sic financial statements taken as a whole
presents fairly in all material respects the infation required to be set forth therein.

ERNST & YOUNG LLP

Raleigh, North Carolina

January 10, 1995
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Assets
Rental properties, at cost:

Buildings and improvements....
Equipment.........ccoociiiiiiiiiie e

Less accumulated depreciation....................
Rental property, net........ .

Cash and cash equivalents............c.cccueeeen.
Restricted cash.........cccccoevviiieiiiniinnenn
Rents and other receivables from tenants (net of al

1993 and $19,000 in December 1992)...............
Accounts receivable from related parties...........
Accrued straight line rents receivable.............
Deferred offering costs and prepaids...............
Other assets:

Deferred lease fees and loan costs...............

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

Total asSets......ccovvvveeeiiiriiieeeiieen

Liabilities and owners' deficit

Mortgages and notes payable including $159,362 to r
1993 and $262,552 at December 31, 1992...........

Accrued expenses and accounts payable..............

Accounts payable to related parties................

Total liabilities.........ccccocvveeeiniiieeene

Owners' deficit........

Commitments (Notes 3,5 and 7).......ccccceeee....

Total liabilities and owners' deficit..............

See accompanying notes.

HIGHWOODS GROUP
COMBINED BALANCE SHEETS

December 3
1993

$9,488,616 $
50,141,219 4
924,782
60,554,617 5
(8,649,712) (
51,904,905 4
865,647
928,773
lowance of $20,000 in December
1,314,983
156,942
1,624,535
180,604

............................... 2,838,182

............................... (1,136,059)
1,702,123

............................... $58,678,512 $5

elated parties at December 31,
$64,346,580 $6
2,226,879
81,833
66,655,292 6
(7,976,780) (

$58,678,512 $5
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1,
1992

8,602,272
4,876,022
791,357
4,269,651
7,390,178)
6,879,473
2,363,204
462,545

706,682
199,562
1,357,433
25,549

2,505,724

(812,279)
1,693,445
3,687,893

0,279,344
1,034,212
197,747
1,511,303
7,823,410)

3,687,893



Revenue:
Rental income........ccccccoeevvveiiiiiiiiinns
Leasing, Development and Construction Income.....
Other inCoOMe........uvvvveveeeeeeeieiiiiins
Total revenuUe........cccvvveveeveieeeeeeeeeeees
Expenses:
Property operating eXpenses............ccco.ue..

Leasing, Development and Construction Expenses...

INterest.......coooii
Depreciation and amortization....................
Marketing, general and administrative............
Total eXPenSes.........ccevvuveieeiiiiieeenniis
Net income (I0SS).....cccovuveeeriniiiienenninnen.

See accompanying notes.

HIGHWOODS GROUP
COMBINED STATEMENTS OF OPERATIONS

January 1, 1994
to
June 13, 1994

$ 4,953,444
1,267,725
427,300
6,648,469

2,246,830
349,677
2,472,609
834,622
280,777
6,184,515
$ 463,954
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Year ended December

1993

$ 8,983,623
3,721,407
745,173

13,450,203

4,398,186
1,849,778
5,184,781
1,583,314
589,257
13,605,316

1992

$ 8,184,195
3,490,283
857,512
12,531,990

4,197,621
1,388,629
5,058,973
1,431,455
693,892
12,770,570

$ (155,113) $ (238,580)

31,
1991

$ 5,636,933
3,039,210
1,097,842
9,773,985

3,123,351
1,343,955
3,907,894
1,134,657
690,283

10,200,140

$ (426,155)



HIGHWOODS GROUP
COMBINED STATEMENTS OF OWNERS' DEFICIT

Owners'
Deficit
Balance at January 1, 1991...........cccceeeennnen $(7,670,302)
Owners' distributions (1,794,472)
Owners' contributions............ccccccoeneee. 706,209
Net loss for the year ended December 31, 1991.... (426,155)
Balance at December 31, 1991.........cccccceveees (9,184,720)
Owners' distributions (1,437,427)
Owners' contributions............cccccoooeneee. 3,037,317
Net loss for the year ended December 31, 1992.... (238,580)
Balance at December 31, 1992..........cccccevueees (7,823,410)
Owners' distributions (1,043,944)
Owners' contributions............cccccoeoeneee. 1,045,687
Net loss for the year ended December 31, 1993.... (155,113)
Balance at December 31, 1993..........cccccevinees (7,976,780)
Owners' distributions...........ccccoeecveeenne (1,759,220)
Net income for the period from January 1, 1994 to 463,954
Balance at June 13, 1994 ......cccccvvivvieeciecs s $(9,272,046)

See accompanying notes.
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HIGHWOODS GROUP

COMBINED STATEMENTS OF CASH FLOWS

Operating activities
Net income (I0SS)......cccovvvirerveniiieennnnen,
Adjustments to reconcile net loss to net cash provi
operating activities:
Depreciation and amortization....................
Changes in operating assets and liabilities:
Rents and other receivables from tenants.......
Deferred lease fees and loan costs.............
Accounts receivable from related parties.......
Deferred offering costs and prepaids...........
Tenant security depositS...........cccvveene
Accrued straight line rents receivable.........
Accrued expenses and accounts payable..........
Accounts payable to related parties............
Net cash provided by (used in) operating activities
Investing activities
Changes in restricted cash.............cccc.....
Purchases of, and improvements to, rental propertie
Net cash provided by (used in) investing activities
Financing activities
Proceeds from borrowings..........c.ccccevvieeenne
Principal payments on notes payable................
Distributions to partners.............. .
Capital contributions from partners................
Net cash (used in) provided by financing activities
Net increase (decrease) in cash and cash equivalent
Cash and cash equivalents at beginning of year.....
Cash and cash equivalents at end of year...........
Supplemental disclosures of cash flow information
Cash paid during the year for interest (net of inte
capitalized of $-0-, $15,772, $-0-, and $487,173,
the period from January 1, 1994 to June 13, 1994
the years ended December 31, 1993, 1992, and 1991
respectively).....cccovcveeeiieesiiiceeen,

See accompanying notes.

January 1, 1994
to Year ended Decem
June 13, 1994 1993 1992

....... $ 463,954 $ (155,113) $ (238,58

....... 834,622 1,583,314 1,431,45

....... 1,100,324  (608,301) (133,79
26,150  (332,458) (923,68
- 42620 (28,78
181,303  (155,055) (3,21
7,682 (5,660) (22,06
238,707  (267,102) (380,27
(53,828) 1,198,327 (111,05
s - (115,914) (11,39
....... 2,798,914 1,184,658 (421,40

....... 834,717  (466,228) (462,54
... (346,978) (6,284,966) (3,220,40
....... 487,739 (6,751,194) (3,682,94

-~ 4,918/424 27,168,94
(398,724)  (851,188) (23,344,66
(1,759,220)  (1,043,944) (1,437,42
-~ 1,045,687 3,037,31
. (2,157,944) 4,068,979  5,424,16
S, 1,128,709  (1,497,557) 1,319,81
....... 865,647 2,363,204 1,043,39
....... $1,994,356 $ 865647 $2,363,20

rest
for
and for

i $2,410,237 $5,098,233 $5,147,85
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ber 31,
1991

0) $ (426,155)

5 1,134,657

6)  (136,346)
1) (594,547)
8)  (109,486)

8)  (7,957)
7) 6,862
9) (283,812)
9) 342,158
5) 209,142
8) 134,516
5)

4) (16,140,703)
9) (16,140,703)

6 19,550,834
8) (2,061,674)
7) (1,794,472)
7 706,209
8 16,400,897
1 394710
3 648,683
4 $ 1,043,393

5 $ 3,745,068



HIGHWOODS GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS

1. DESCRIPTION OF BUSINESS AND SIGNIFICANT ACCOUNNG POLICIES

Description of Business The Highwoods Group is gedan the ownership, management, operation, lgasid development of commercial
real estate properties. The Highwoods Group owdsoperates fourteen buildings located in the Rese@riangle Park region of North
Carolina.

Principles of Combination

The Highwoods Group is not a legal entity but ratneombination of commercial real estate propgitiat are organized as general
partnerships and are under common control, andfidiatad real estate management company, the Hagius Properties Company ("HPC").
HPC provides property management services to thgepties. All significant intercompany transacti@m balances have been eliminated in
the combination.

As discussed in Note 7, on June 14, 1994, the Higlds Group intended to transfer its properties@ogerty management operation to a
estate investment trust (REIT), Highwoods Propsytilec. Rental Property

Rental properties are stated at the lower of cosebrealizable value. All capitalizable costatetl to the improvement or replacement of
commercial real estate properties are capitaliPegreciation is computed by the straight-line mdthaer the estimated useful life of 40
years for buildings and improvements and five teeseyears for furniture and equipment. Tenant imenoents are amortized over the life
respective leases, using the straight-line method.

Cash Equivalents

The Highwoods Group considers highly liquid investits with a maturity of three months or less whertipased to be cash equivalents.
Revenue Recognition

Minimum rental income is recognized on a straighé-basis over the term of the lease, and due apdid rents are included in rents and
other receivables from tenants in the accomparlyalgnce sheet. Certain lease agreements contaiisipres which provide reimbursement
of real estate taxes, insurance and certain conaremmaintenance (CAM) costs. These additionas ramt recorded on the accrual basis. All
rent and other receivables from tenants are due émmmercial building tenants located in the prtpsr Lease fee income is recognized !
when the lease is signed and 50% when the terleg teccupancy.

Deferred Lease Fees and Loan Costs

Lease fees and concessions and loan costs aralizaguitat cost and amortized over the life of #lated lease or loan.

Other Income

Other income consists primarily of management égwerated by HPC from providing property managersentices to third parties and
interest income.

Income Taxes

No provision has been made for income taxes bedheseommercial real estate properties are owngehhiyerships whose partners
required to include their respective share of pgadr losses in their individual tax returns.
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HIGHWOODS GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS -- (Continue d)

1. DESCRIPTION OF BUSINESS AND SIGNIFICANT ACCOUNNG POLICIES -- Continued HPC elected to be taxeddderal and
state income tax purposes as an S-Corporation ymdeisions of the Internal Revenue Code. Consetyugrtome, losses and credits are
passed through directly to the shareholders, rattaer being taxed at the corporate level. Thistieleavas effective as of January 1, 1993.
Previously, HPC operated as a general partnership.

2. MORTGAGES AND NOTES PAYABLE

Mortgages Payable Conventional mortgages payableanprised of 20 loans at December 31, 1993 ardahs at December 31, 1992, e
of which is collateralized by a building and rethtand included in real estate assets. The mortgpggable are generally due in monthly
installments of interest and principal and matureasious dates through 2011. Interest rates adfpate mortgages payable aggregating
$41,138,812 and $38,469,318 at December 31, 1993892, respectively, range from 7% to 9.875% (@gielg 8.77% at December 31,
1993). Interest rates on variable rate mortgaggaljea aggregating $22,720,011 and $21,023,907 egfdker 31, 1993 and 1992,
respectively, range from the prime rate (6.0% atddeber 31, 1993) to 1.5% above the prime rate.

Unsecured Notes Payable

Unsecured notes payable are comprised of four laaBecember 31, 1993, and six loans at Decemher9®P. The notes payable are
generally due in monthly installments of interesd @rincipal and mature at various dates throudlo2ihterest rates on fixed rate notes
payable aggregating $328,395 and $523,567 at Dezre®ih 1993 and 1992 respectively, range from 6%d 8 (averaging 8.31% at
December 31, 1993). Interest rates on variablenaites payable aggregating $159,362 and $262,55¢hfoh all is due to related parties) at
December 31, 1993 and 1992 respectively, range fhenprime rate (6.0% at December 31, 1993) to lab®ve the prime rate.

Combined aggregate principal maturities of mortgaa®d notes payable at December 31, 1993 arelawdol

....................... $18,435,354
1,132,936
782,363
846,760
8,350,738
34,798,429
$64,346,580

All of the properties are pledged as collateraltfer mortgages payable. In connection with the ymement of mortgages on completed
buildings, the lenders require a holdback of aiporof the loan proceeds to provide for tenanufis in the buildings. These proceeds are
drawn as fit-up expenses are incurred. Such hail Baounts are included in restricted cash in tresclidated balance sheet. (1993 --
$928,773; 1992 -- $462,545).
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HIGHWOODS GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS -- (Continue d)

3. LEASES The Highwoods Group leases automobiles adfice space under various operating leasesl Tent expense for these leases was
$69,900, $148,000, $162,000 and $163,000 for thegh&rom January 1, 1994 to June 13, 1994 andhieryears ended December 31, 1993,
1992 and 1991, respectively. As of June 13, 1981Company did not have contractual leases in pléiteremaining terms of one year or
more.

4. MANAGEMENT COMPENSATION PROGRAM In 1989, HPC gated two bonus plans for four members of managenidset first plan
provides for approximately 15.5% of the net incamhé&lPC for each fiscal year to be divided amongritamagers, based on performance,
paid in the first quarter following the end of tligcal year. The second plan provides that 25%lgfrafits of HPC in excess of $700,000 for
each fiscal year be contributed to a pool for e four members of management, based on estabjigheentages. Amounts contributed
under the plan are paid to the employees rataldy avhree-year period. These bonuses are distagyi@and approved by the partners
annually. If any of the employees under the plantarminated or leave HPC for any reason, that eyegl forfeits rights to receive payout of
the unpaid portion in their bonus account. Compems&xpense related to the bonus plan was $212§#6¥,703, and $225,146 for the y¢
ended December 31, 1993, 1992 and 1991 respectiMaye was no expense incurred for the period ffanuary 1, through June 13, 1994.
5. RENTAL INCOME The Highwoods Group's developedparty is being leased to tenants under operagiaggels that expire over the next
ten years. The minimum rental amounts under theekeare either subject to scheduled fixed increasadjustments based on the Consumer
Price Index. Generally, the leases also requirethigatenants reimburse the Highwoods Group faleiages in certain costs above their base

year costs. Expected future minimum rents to beived over the next five years and thereafter frelated party and other tenants for lee
in effect at December 31, 1993 are as follows:

Related Other

Party Tenants Total

1994 i e $78,589 $9,371,140 $9 449,729
1995, e e 78,589 8,943,983 9 ,022,572
1996 ..o e, 78,589 7,684,132 7 762,721
1997 i e 6,549 6,223,503 6 ,230,052
1998 .. e - 5149,191 5 ,149,191
Thereafter.....cccoovveiiiiceeee s -- 10,335,729 10 ,335,729

$242,316 $47,707,678 $47 ,949,994

Two major tenants represented 11% and 10% of tgawbods Group's total rental income for the yeaieerDecember 31, 1993.

6. RELATED PARTY TRANSACTIONS There are several ingss relationships with related parties which lagananagement, leasing and
maintenance fees for buildings, as well as advaneioney in the ordinary course of business to athéties whose principal owners are
partners in HPC. Total fees received from relatadigs for the period from January 1, 1994 to 181994 and for the years ended
December 31, 1993, 1992 and 1991 were $10,989,#d94$516,000 and $330,000, respectively.
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HIGHWOODS GROUP
NOTES TO COMBINED FINANCIAL STATEMENTS -- (Continue d)

6. RELATED PARTY TRANSACTIONS -- Continued Otheldated party transactions include leasing fees fmaah affiliated business of
$2,267, $12,100, $6,300 and $56,000 for the pdrid January 1, 1994 to June 13, 1994 and duri®3,18992 and 1991, respectively,
partners’ management fees of $-0- for the perioh flanuary 1, 1994 to June 13, 1994 $30,000 in @at®93, 1992 and 1991 and rent paid
to an affiliated business of $9,900, $34,000, $38,8nd $39,000 for the period from January 1, 189%ine 13, 1994 and in 1993, 1992, and
1991, respectively. During 1992, the Highwoods @rpurchased a vehicle from a related company fpragimately $21,000. The amount
land purchased from related parties for the yeadee December 31, 1993 and 1991 was $142,284 88J888! respectively.

7. SUBSEQUENT EVENT On June 14, 1994, the HighwdBdsup transferred all of its assets and liabsitie Highwoods Realty Limited
Partnership in connection with Highwoods Propeyties.'s initial public offering of common stock.
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HIGHWOODS GROUP
SCHEDULE Il -- REAL ESTATE AND ACCUMULATED DEPRECI ATION
December 31, 1993

Cost Capitalized Gross Amount at W hich
Initial Cost Subsequent to Acquisition Carried at Close of Period
Buildings & Buildings & Buildi ngs &

Description Encumbrance Land  Improvemen ts Land Improvements Land  Improv ements Total (A)
Blue Ridge
Il $ 1,686,036 $ 433,556 - - - $1,323,291 $ 433,556 $1,32 3,291 $ 1,756,847
Cape
Fear/Catawba 3,010,488 256,322 - - -- 3,258,258 256,322 3,25 8,258 3,514,580
CompuChem 7,220,423 268,866 - - - 6,097,552 268,866 6,09 7,552 6,366,418
Expressway
One 1,794,970 241,583 - - - 1,724,973 241,583 1,72 4,973 1,966,556
Hawthorn 5,035,976 904,437 - - - 3,767,097 904,437 3,76 7,097 4,671,534
Highwoods
North 1,851,720 1,554,732 - - -- 48,892 1,554,732 4 8,892 1,603,624
Highwoods
South 4,057,240 2,746,136 - - $(249,225) - 2,496,911 - 2,496,911
Highwoods
Tower 17,000,000 203,419 - - -- 16,574,375 203,419 16,57 4,375 16,777,794
Ironwood/
Leatherwood 2,802,433 531,609 $2,126,43 5 - 68,611 531,609 2,19 5,046 2,726,655
Kaiser 5,035,976 133,126 - - - 3,564,301 133,126 3,56 4,301 3,697,427
Rexwoods Il 1,599,416 354,735 - - -- 1,773,567 354,735 1,77 3,567 2,128,302
Rexwoods IIl 3,572,377 885,598 - - -- 2,709,598 885,598 2,70 9,598 3,595,196
Rexwoods
Center 4,452,026 775,408 - - - 3,243,234 775,408 3,24 3,234 4,018,642
Riverbirch 4,739,742 448,314 - - - 3,861,035 448,314 3,86 1,035 4,309,349

$63,858,823 $9,737,841 $2,126,43 5 $(249,225) $48,014,784 $9,488,616 $50,14 1,219 $59,629,835

Life o n
Which

Accumulated Date of  Deprecia tion
Description Depreciation Construction is Compu ted
Blue Ridge
Il $ 262,871 1988 5-40 yr S.
Cape
Fear/Catawba 1,660,012 1980 5-40 yr S.
CompuChem 1,402,874 1980 5-40 yr S.
Expressway
One 156,031 1990 5-40 yr S.
Hawthorn 1,298,151 1987 5-40 yr S.
Highwoods
North 7,566 1983 5-40 yr S.
Highwoods
South -- 1983 N /A
Highwoods
Tower 1,181,907 1991 5-40 yr S.
Ironwood/
Leatherwood 8,355 (B) 5-40 yr s.
Kaiser 798,539 1988 5-40 yr S.
Rexwoods Il 9,615 1993 5-40 yr S.
Rexwoods Ill 188,277 1992 5-40 yr S.
Rexwoods
Center 468,538 1990 5-40 yr S.
Riverbirch 597,156 1987 5-40 yr S.

$8,039,892

(A) The aggregate cost for Federal Income Tax pggpavas approximately $59,629,835.
(B) The property was acquired in 1993.
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HIGHWOODS GROUP
SCHEDULE Il -- REAL ESTATE AND ACCUMULATED DEPRECI ATION (CONTINUED)
June 13, 1994

The changes in the Highwoods Group for the peniothfJanuary 1, 1994 to June 13, 1994 and for tleetyears ended December 31, 1993
are as follows:

Period from
Ja nuary 1, 1994 to

June 13, 1994 1993 1992 1991
Real estate balance at beginning of period.... $ 59,629,835 $53,478,294 $50,324,176 $ 34,218,255
Properties developed (1)........ccccceeeeenn.. -- 2,128,302 686,918 15,680,331
Properties acquired............ccceeernnee. - 2,658,044 - -
Improvements.........cccoeeeeeiieeiiineenns 2,025,410 1,365,195 2,479,315 686,376
DisSposals........ccceveeeeeiiiiiiiiiiiiies -- -- (12,115) (260,786)
Balance at end of period..................... $ 61,655,245 $59,629,835 $53,478,294 $ 50,324,176

(1) Land was acquired from related parties for $282 in 1993 and $888,854 in 1991. The changesdaraulated depreciation for the per
from January 1, 1994 to June 13, 1994 and forhteetyears ending December 31, 1993 are as follows:

Period from
January 1, 1994 to
June 13, 1994 1993 1992 1991
Balance at beginning of period.................... $8,039,892 $6,852,176 $5,769,702 $4,928,759
Depreciation for period.............ccceeeenne 639,541 1,187,716 1,082,474 851,566
DisSposals........euvevieieiiiieeieiiiiiine -- -- - (10,623)
Balance at end of period...............c.......... $8,679,433 $ 8,039,892 $6,852,176 $5,769,702
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Act of 1934, the registrant thaly caused this report to be signed on its
behalf by the undersigned, thereunto duly authdrizethe City of Raleigh, State of North Carolioa, June 18, 1996.

Isl

Is/

Is/

Is/

Is/

Isl

Isl

HIGHWOODS PROPERTIES, INC.

By: /s/ RONALD P. G BSON
Ronal d P. G bson, President and
Chi ef Executive O ficer
Pursuant to the requirements of the Securities Act of 1934, this report has
been signed by the followi ng persons in the capacities and on the dates

i ndi cat ed.
Signature Title Date
O. TEMPLE SLOAN, JR. Chair man of the Board of Directors  June 18, 1996
O. Temple Sloan, Jr.
RONALD P. GIBSON Presi dent, Chief Executive Officer June 18, 1996
and Director
Ronald P. Gibson
WILLIAM T. WILSON Il Execu tive Vice President, Chief June 18, 1996
Ope rating Officer and Director
William T. Wilson Il
JOHN L. TURNER Vice Chairman of the Board and Chief
Inv estment Officer June 18, 1996
John L. Turner
Vice President and Director
John W. Eakin
Vice President and Director
Thomas S. Smith
THOMAS W. ADLER Direc tor June 18, 1996
Thomas W. Adler
WILLIAM E. GRAHAM, JR. Direc tor June 18, 1996
William E. Graham, Jr.
ROBERT L. KIRBY Direc tor June 18, 1996
Robert L. Kirby
L. GLENN ORR, JR. Direc tor June 18, 1996

Is/

L. Glenn Orr, Jr.
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Signature Title Date

Direct or
Willard W. Smith, Jr.

Isl STEPHEN TIMKO Direct or June 18, 1996

Stephen Timko
Is/ CARMAN J. LIUZZO Chief Financial Officer (Principal  June 18, 1996

Fina ncial Officer and Principal
Carman J. Liuzzo Acco unting Officer)
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