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ITEM 7. FINANCIAL STATEMENTS AND EXHIBITS

(a) Financial Statements of Business Acquired.

ACQUIRED PROPERTIES
EAKIN & SMITH
Financial Statements
Independent AUAItOrS' REPOI.....ccccceevcccces e e

Combined Balance Sheets as of March 31, 1996 (una udited) and December 31, 1995..........cccccueee.

Combined Statements of Income for the three month s ended March 31, 1996 (unaudited) and for the year
31,1995 e s

Combined Statements of Owners' Surplus for the th ree months ended March 31, 1996 (unaudited) and for
December 31, 1995......iiieeeeee

Combined Statements of Cash Flows for the three m onths ended March 31, 1996 (unaudited) and for the

December 31, 1995...........cvvvvvvvevvnnnnnen

Notes to Combined Financial Statements........... .
Combined Financial Statement Schedule

Schedule Il -- Real Estate and Accumulated Depre CIAtiON...eeiiiiiecee e

(b) Pro Forma Financial Information

UNAUDITED PRO FORMA COMBINING FINANCIAL STATEMENTS

Pro Forma Condensed Combining Balance Sheet (unaudi ted) as of March 31, 1996...........ccceeeenneenn.

Notes to Pro Forma Condensed Combining Balance Shee | PP PRSPPIt

Pro Forma Condensed Combining Statement of Operatio ns (unaudited) for the three months ended March 31,
Notes to Pro Forma Condensed Combining Statement of OPperations.........ccceeveeeeniireesiieeesene

Pro Forma Condensed Combining Statement of Operatio ns (unaudited) for the year ended December 31, 1995
Notes to Pro Forma Condensed Combining Statement of Operations.........ccceevvvveeniieesiieeeeene

(c) The following exhibits are filed as part ofghieport:

EXHIBIT NO. DESCRIPTION

2.1(1) Master Agreement of Merger and Acquisi tion by and among Highwoods Properties, Inc. Highwo
Partnership, Eakin & Smith, Inc. and t he partnerships and limited liability companies lis
omitted schedules included)

2.2(1) Agreement pursuant to Item 601 (b)(2) of Regulation S-K

2.3(1)(2) Form of Registration Rights and Lockup Agreement among the Company and the Holders named

10.1(1) Employment Agreement between Highwoods Properties, Inc. and John W. Eakin

10.2(1) Employment Agreement between Highwoods Properties, Inc. and Thomas S. Smith

10.3(1) Form of warrants to purchase Common St ock of Highwoods Properties, Inc. issued to W. Bria

and Thomas S. Smith
23.1 Consent of Ernst & Young LLP

(1) Previously filed.

(2) Incorporated by reference to the Annual ReporForm 10-K of Highwoods Properties, Inc. for ylear ended December 31, 1995.
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Report of Independent Auditors

The Board of Directors and Stockholders
Highwoods Properties, Inc.

We have audited the accompanying combined baldrext f Eakin & Smith as of December 31, 1995 &ed¢lated combined statement
income, owners' surplus, and cash flows for the ffeen ended. We have also audited the financaatistent schedule listed in the contents.
These financial statements and financial stateisehmdule are the responsibility of Eakin & Smith@nagement. Our responsibility is to
express an opinion on these financial statementdiaancial statement schedule based on our audit.

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

In our opinion, the financial statements referedlbove present fairly, in all material respedts,¢ombined financial position of Eakin &
Smith at December 31, 1995 in conformity with gafigraccepted accounting principles. Also, in opingon, the financial statement
schedule referred to above, when considered itigalto the basic financial statements taken adaey presents fairly, in all material
respects, the information required to be set firénein.

Raleigh, North Carolina
April 17, 1996



Eakin & Smith

Combined Balance Sheets

March 31 December 31

1996 1995
( Unaudited)
Assets
Rental properties, at cost: (Notes 2, 3, 4)
Land $ 9,356,991  $9,356,991
Land improvements 1,207,693 1,207,693
Buildings 39,922,547 39,915,810
Building and tenant improvements 4,448,578 4,295,622
Furniture, fixtures and equipment 2,419,020 2,419,020
Construction in progress 965,414 337,879
58,320,243 57,533,015
Less accumulated depreciation (3,428,159)  (3,144,325)
Rental properties, net 54,892,084 54,388,690
Cash and cash equivalents (Note 1) 1,053,502 2,871,007
Restricted cash (Note 1) 31,500 64,056
Rents receivable from tenants 18,294 66,661
Accrued straight-line rents receivable 626,550 552,801
Prepaids -0- 17,966
Other assets (Note 1):
Deferred lease fees and loan costs 2,069,159 1,939,959
Less accumulated amortization (623,887) (558,073)
1,445,272 1,381,886
Deposits 6,000 6,000
Total assets $ 58,073,202  $59,349,067



Liabilities and owners' surplus

Mortgages payable (Note 2)

Line of credit

Accounts payable, accrued expenses and other
liabilities

Total liabilities

Commitments and contingencies (Notes 3 and 4)
Owners' surplus

Total liabilities and owners' surplus $58,073,262,849,067

See accompanying notes.

March 31 December 31
1996 1995
(Unaudited)

$35,180,655 $35,670,100
1,601,987 1,600,400

87,605 1,454,629
36,870,247 38,725,129

21,202,955 20,623,938



Eakin & Smith
Combined Statements of Income

Three months

ended Year ended
March 31 December 31
1996 1995
(Unaudited)
Revenue (Notes 1 and 4):
Rental income (Note 4) $3,000,335 $9,221,911
Leasing, development and construction income 964,337 2,714,256
Other income - 410,786
Total revenue 3,964,672 12,346,953
Expenses:
Property operating expenses 957,087 2,977,382
Leasing, development and construction expenses 452,101 582,553
Interest 739,524 2,161,848
Depreciation and amortization 526,109 1,955,853
Marketing, general and administrative 152,501 762,851
Total expenses 2,827,322 8,440,487
Net income $1,137,350 $ 3,906,466

See accompanying notes.



Eakin & Smith

Combined Statements of Owners' Surplus

Owners'

Surplus
Balance at December 31, 1994 $10,108,968
Owners' distributions (3,906,496)
Owners' contributions 10,515,000
Net income for the year ended December 31, 199 5 3,906,466
Balance at December 31, 1995 20,623,938
Owner's distribution (unaudited) (558,333)

Net income for the three months ended
March 31, 1996 (unaudited) 1,137,350
$21,202,955

Balance at March 31, 1996 (unaudited)

See accompanying notes.



Combined Statements of Cash Flows

Operating activities
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
Changes in operating assets and liabilities:
Rents receivable from tenants
Accrued straight-line rents receivable
Prepaids
Deferred lease fees and loan costs
Deposits
Accounts payable, accrued expenses and othe
liabilities
Net cash provided by operating activities

Investing activities

Changes in restricted cash

Purchases of, and improvements to, rental propertie
Net cash used in investing activities

Financing activities

Proceeds from mortgages payable

Principal payments on mortgages payable

Net proceeds on line of credit

Distributions to owners

Capital contributions from owners

Net cash (used in) provided by financing activities
Net (decrease) increase in cash and cash equivalent
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental disclosures of cash flow information

Cash paid during the year for interest (net of
interest capitalized of $30,200 and $131,800 for
three months ended March 31, 1996 and the year
ended December 31, 1995, respectively)

See accompanying notes.

Eakin & Smith

Three months
ended March 31

1996
(Unaudited)

$ 1,137,350

526,109

48,376
(73,749)
(17,966)

(129,200)

(1,367,024)
123,887

32,556
s (927,757)
(895,201)

(489,445)
1,587
(558,333)

(1,046,191)
s (1,817,505)

2,871,007
$ 1,053,502

the

$ 740,000

Year ended
December 31
1995

$ 3,906,466

1,955,853

61,754
(268,612)
(17,966)
(740,369)
(6,000)

938,506
5,829,632

(47,464)
(25,686,478)
(25,733,942)

15,581,008
(814,858)
(929,257)
(3,906,496)
10,515,000
20,445,397
541,087
2,329,920
$ 2,871,007

$ 2,146,414



Eakin & Smith

Notes to Combined Financial Statements Decembet S35
1. Description of Business and Significant AccongtPolicies
Description of Business

Eakin & Smith ("the Company") is engaged in the evghip, management, operation, leasing and developai commercial real estate
properties. The Company owns and operates sevldirigs located in the metropolitan area of Nashyillennessee.

Principles of Combination

The Company is not a legal entity but rather a doation of commercial real estate properties thateiganized as seven general partner:
and one S-Corporation, Eakin & Smith, Inc. ("E&FERS provides property management services to tbpguties and third parties. E&S
also serves as a general partner in the sevenalgagterships. All significant intercompany tracons and balances have been eliminated
in combination.

As discussed in Note 6, on March 31, 1996, the Gopsold its properties and property managemerratipa to a real estate investment
trust (REIT), Highwoods Properties, Inc.

Rental Properties

Rental properties are stated at cost, less accteadutiepreciation. All capitalizable costs relatethte improvement or replacement of
commercial real estate properties are capitaliPegreciation is computed by the straight-line mdthaer the estimated useful life of 39
years for buildings, five years for building impewents, fifteen years for land improvements ane fivseven years for furniture a
equipment. Tenant improvements are amortized dwelife of respective leases, using the straigig-inethod.

Cash Equivalents
The Company considers highly liquid investmentdwaitmaturity of three months or less when purché&sée cash equivalents.

9



Eakin & Smith Notes to Combined Financial Statenfeantinued)
1. Description of Business and Significant AccongtPolicies (continued)
Restricted Cash

Restricted cash represents security deposits lyeldebCompany for certain tenants of its propertdenounts are fully refundable to the
tenants subject to certain offsets upon the temeting certain requirements as stipulated inghsd agreements.

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
receivable from tenants in the accompanying balaheet. Certain lease agreements contain provisibith provide reimbursement of real
estate taxes, insurance and certain common aredanance (CAM) costs. These additional rents arerded on the accrual basis. All rent
and other receivables from tenants are due frormoential building tenants located in the propertiesase fee income recognition begins
when the tenant takes occupancy.

Deferred Lease Fees and Loan Costs
Lease fees and loan costs are capitalized at odsaraortized over the life of the related leaskan.
Other Income

Other income consists primarily of management égwerated by E&S from providing property managensentices to third parties and
interest income.

Income Taxes

No provision has been made for income taxes bedheseommercial real estate properities are owryggbintnerships whose partners
required to include their respective share of pgadr losses in their individual tax returns.

E&S elected to be taxed for federal and state irctar purposes as an S-Corporation under provisibti®e Internal Revenue Code.
Consequently income, losses and credits are passmayh directly to the shareholders, rather theindptaxed at the corporate level. This
election was effective as of July 1, 1995. Previgus&S operated as a C-Corporation. As of Julgd95, the GZorporation did not have al
income tax obligations since the Corporation inedra loss for the six months ended June 30, 1995.

10



Eakin & Smith Notes to Combined Financial Staterag¢nobntinued)
1. Description of Business and Significant AccongtPolicies (continued)
Concentration of Credit Risk

Management of the Company performs ongoing credifuations of its tenants. The properties are kés@pproximately 180 tenants in one
metropolitan area, which engage in a wide variétyusiness. One tenant accounted for 12% of rémtalme in 1995.

Interest Rate Risk Management

The Company has entered into an interest rate favaganage its interest rate risk. Payments toamn fihe counterparty are recorded as
adjustments to interest expense.

The Company would not realize a material loss d3eafember 31, 1995, in the event of non-performdaycine counterparty since there was
not a significant fluctuation in interest ratesvbeén the contract rates and stated rates on theTdebfinancial institution counterparty has a
credit rating of Aa3 or better.

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.

Impact of Recently Issued Accounting Standards

In March 1995, the FASB issued Statement No. 12tofinting for the Improvement of Long-Lived Assatsl for Long-Lived Assets to be
Disposed Of, which requires impairment losses toelserded on long-lived assets used in operatidreswindicators of impairment are
present and the undiscounted cash flows estimatbd generated by those assets are less tharstitecasrying amount. Statement 121 also
addresses the accounting for ldhged assets that are expected to be disposechefCbmpany will adopt Statement 121 in the firsdrtgr of
fiscal year ending December 31, 1996 and, basediwent circumstances, does not believe the effeatioption will be material.

11



Eakin & Smith Notes to Combined Financial Statenfeantinued)
2. Mortgages Payable and Line of Credit
Mortgages Payable

Coventional fixed rate mortgages payable includes foans at December 31, 1995. The outstandirenbelon these loans was $30,215,325
at December 31, 1995. Each loan is collaterizerehtal property assets. The mortgages payablecarerally due in monthly installments of
interest and principal and mature at various déwesigh the year 2015. Interest rates on fixedsratertgages payable range from 7.15% to
9.0% with a weighted average rate of 8.03% at Déezi81, 1995.

Variable rate mortages payable includes one lo&reaember 31, 1995 with an outstanding balancé&@f38,775. The loan is secured by
rental property assets. The mortgage is payabigointly installments of interest and principal andtanes in January 2004. The interest rate
on this variable rate mortgage payable was 1.758geathe 30-day London Interbank Offered Rate ("LEBD At December 31, 1995, 3fay
LIBOR was 5.9%.

The Company has entered into an interest swap mgreevith a financial institution to effectivelyxfthe interest rate on the variable rate
mortgage payable at a rate of 7.66%. At Decembgt 335, the notional amount of the interest rateequaled the outstanding balance of
the mortgage payable.

During 1995, total interest costs incurred on mages payable was $2,146,057. Capitalized intanek395 was $131,843.
Line of Credit

The Company has a $3,000,000 available line ofitvgth a financial institution. At December 31,98 the outstanding balance was
$1,600,400. The line of credit is secured by comstogk investments of the owners of the Companypeangonnal guarantees of the general
partners. The line of credit, which matures on Segtiter 30, 1996, bears interest at 1.25% above BOI&DOR. Interest incurred on the line
of credit was $147,634 for the year ended Decer@bet995.

12



Eakin & Smith Notes to Combined Financial Staterag¢nobntinued)
2. Mortgages Payable and Line of Credit (continued)

Combined aggregate principal maturities of mortggugyable and the line of credit at December 325 ¥ e as follows:

1996 $ 2,661,295
1997 1,150,157
1998 1,241,939
1999 1,342,380
2000 7,677,191
Thereafter 23,197,538
$37,270,500

3. Commitments and Contingencies
Contracts

The Company entered into a construction contrdatitg $4,465,000 during 1995. The amount remaiminghe contract as of December 31,
1995 totaled approximately $4,127,000.

Environmental Matters

Substantially all of the Company's properties hiaeen subjected to Phase | environmental reviewsh 8views have not revealed, nor is
management aware of, any environmental liabiligt thanagement believes would have a materail aghe$fsct on the accompanying
combined financial statements.

4. Rental Income

The Company's properties in service are being testenants under operating leases that expiretbeenext ten years. The minimum rental
amounts under the leases are subject to scheduéztiificreases or adjustments based on the Coderricerindex. Generally, the leases also
require that the tenants reimburse Eakin & Smittirforeases in certain costs above their basecgss.

13



Eakin & Smith Notes to Combined Financial Statenfeantinued)
4. Rental Income (continued)

Expected future minimum rents to be received olemiext five years and thereafter from tenantéefases in effect at December 31, 1995
as follows:

1996 $11,474,751
1997 11,606,982
1998 10,144,763
1999 7,834,765
2000 5,537,101
Thereafter 17,678,867
$64,277,229

5. Disclosure About Fair Value of Financial Statemse

The following disclosures of estimated fair valuesre determined by management using available maraemation and appropriate
valuation methodologies. Considerable judgemenécessary to interpret market data and develomatsd fair values. Accordingly, the
estimates presented herein are not necessarilyaiivk of the amounts that the Company could realf@on disposition of the financial
instruments. The use of different market assumptard/or estimation methodologies may have a nahtffect on the estimated fair value.
The carrying amounts and estimated fair value ®f@bmpany's financial instruments at December 335 1were as follows:

Carrying Fair

Amount Value
Cash and cash equivalents $ 2,871,007 $ 2,871,007
Accounts receivable 66,661 66,661

Mortgages payable and line of credit 37,270,500 37,338,030
Interest rate swap agreement - -

The fair values for the Company's mortgages payaikline of credit were estimated using discoutesh flow analysis, based on the
Company's estimated incremental borrowing rateedddnber 31, 1995, for similar types of borrowingargements. The carrying amounts
of the Company's variable rate borrowings approxenfiair value.

14



Eakin & Smith Notes to Combined Financial Staterag¢nobntinued)
5. Disclosure About Fair Value of Financial Statemsgcontinued)

The fair value of the Company's interset rate saggeement represents the estimated amount the @gmamauld receive or pay to terminate
or replace the financial instrument at current rearites.

Disclosures about the fair value of financial instients are based on relevant information avaikablee 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 cuestimates of fair value may significantly diffeoifin the amounts presented.

6. Subsequent Event

On March 31, 1996, the Company combined all cd#tsets and liabilities with Highwoods Realty Lirditeartnership. The transaction was
accounted for as a purchase. Proceeds from theveadeapproximately $100,000,000.

15



Eakin and Smith.

Schedule Il - Real Property and Accumulated Depreiation

December 31, 1995

Cost Capitalized

Gross Amoun

Initial Cos t subsequent to Acquistion Carried at Cl
Land &  Bui Idings & Land & Buildings & Land &
Description Emcumbrance Improvements Impr ovements Improvements Improvements Improvements
BNA Associate $11,964,512 $ 730,000 $16 ,820,000 $ - $ 437,656 730,000
$17,987,656
East Park 4,348,483 2,065,000 3 ,736,000 8,000 408,997 2,073,000
6,217,997
Lakeview 5,454,775 1,345,000 4 ,745,711 - 201,784 1,345,000
6,292,495
Maryland Way - 1,741,096 - 30,457 - 1,771,553
1,771,553
Ridge Development
- 760,000 - 95,784 - 855,784
855,784
3401 Associates 10,303,431 2,489,000 12 ,348,039 - 215,615 2,489,000
15,052,654
5310 Associates 5,199,299 1,205,654 4 ,649,859 94,693 647,771 1,300,347
6,597,977

$37,270,500 $10,335,750 $42

$54,776,116

Accumulated Date o
Description Depreciation Construc
BNA Associate 184,254 2
East Park 369,498 (1
Lakeview 348,279 1
Maryland Way -- 3
Ridge Development

- @

3401 Associates 1,173,694 (1
5310 Associates 129,137 199

2,204,862

(1) Building and land acquired in 1994
(2) Building and land acquired in 1995

(3) Property currently under construction
(4) Property currently consists of land only

16

,299,609 $ 228,934 $1,911,823 $10,564,684

Life on
Which

f Depreciation
tion is Computed

) 5-39 yrs.
) 5-39 yrs.
) 5-39 yrs.
) N/A

) N/A

) 5-39 yrs.
5 5-39 yrs.

t at Which
ose of Period
Buildings &
Improvements
17,257,656
4,144,997

4,947,495

12,563,654

5,297,630

$44,211,432

Total



Eakin & Smith Schedule Il - Rental Properties #&wtumulated Depreciation December 31, 1995
A summary of activity for rental properties and @twlated depreciation is as follows:

Rental properites:

Balance at beginning of year $27,832,905

Additions:

Acquisitions and development 23,370,794
Improvements 3,572,417
Cost of rental properties sold -

Balances at end of year (a) $54,776,116

Accumulated depreciation:

Balances at beginning of year $ 882,160
Depreciation expense 1,322,702
Rental property sold -

Balances at end of year (b) $ 2,204,862

(a) Reconciliation of total cost to balance shegition at December 31, 1995:

Total per Schedule IlI $54,776,116
Furniture, fixtures and equipment 2,419,020
Construction in process 337,879
Total rental property assets at cost $57,533,015

(b) Reconciliation of total accumulated depreciatio balance sheet caption at December 31, 1995:

Total per Schedule IlI $ 2,204,862
Accumulated depreciation - furnture, fixtures and e quipment 939,463
Total accumulated depreciation $ 3,144,325

17



HIGHWOODS PROPERTIES, INC.

PRO FORMA CONDENSED COMBINING BALANCE SHEET (UNAUDI

ASSETS
Real estate assets, Net...........cc.cceeeeenene
Cash and cash equivalents
Accounts and notes

receivables..........cccooeviiiiniiiinnn.
Accrued straight line rent receivable............
Other assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Mortgages and notes payable......................
Accounts payable, accrued expenses and other
Total liabilities...

Minority interest...
Stockholders' equity
Common StOCK........cccvviiiiiieiiiiieinns
Additional paid in capital.
Distributions in excess of net ea
Total stockholders' equity............c.cccevne

MARCH 31, 1996
(IN THOUSANDS)

HISTORICAL (A)

$602,276
8,383

7,861

3,807

10,317
$632,644

$196,718
9,977
206,695
73,440

194
355,248
(2,933)
352,509

$632,644

TED)

EAKIN & SMITH

TRANSACTION PRO FORMA

$91,911(b) $694,187

8,383
7,861
3,807
10,317
$91,911  $724,555
$63,680(c) $260,398
9,977
63,680 270,375
14,772(d) 88,212
5(6) 199
13,454(e) 368,702
(2,933)
13,459 365,968
$91,911  $724,555



HIGHWOODS PROPERTIES, INC.
NOTES TO PRO FORMA CONDENSED COMBINING BALANCE SHEE T (UNAUDITED)
MARCH 31, 1996
1. BASIS OF PRESENTATION

The accompanying unaudited pro forma condensed inimgtbalance sheet is presented as if the Eak8méth transaction had been
consummated on March 31, 1996.

The acquisition has been accounted for using tihehpise method of accounting. Accordingly, assedsiaed and liabilities assumed have
been or will be recorded at their estimated fainga which may be subject to further refinemertluding appraisals and other analyses.
Management does not expect that the final allonaifdhe purchase price for the above acquisitidhdiffer materially from the preliminary
allocation.

This unaudited pro forma condensed combining balaheet should be read in conjunction with thefpnma condensed combining
statement of operations of the Company, the cosesiald financial statements and related notes a€tmpany included in its Annual Report
on Form 10-K and the unaudited financial statemantkrelated notes of the Company included in itar@rly Report on Form 10-Q.

The pro forma condensed combining balance sheetasdited and is not necessarily indicative of whatactual financial position would
have been had the aforementioned transaction cadurred on March 31, 1996 nor does it purporepresent the future financial position
of the Company.

2. ADJUSTMENTS TO THE UNAUDITED PRO FORMA CONDENSEDOMBINING BALANCE SHEET

(a.) Represents the Company's historical balaneetslontained in the Company's Quarterly Repoffam 10-Q for the quarter ended
March 31, 1996.

(b.) Represents the initial purchase price of $80,@00 for the seven in-service suburban officepertes totaling 848,000 square feet, the
103,000 square foot suburban development proj8cicies of development land and Eakin and Smitblsgbage and property management
operations plus closing costs of approximately $300.

(c.) Represents the assumption of $37,027,000 ofgage indebtedness at an average rate of 8.0%a@nalwings on the Company's Credit
Facility of $26,653,000 to fund the cash comporgéithe Eakin & Smith Transaction.

(d.) Represents the issuance of 537,137 Units gifitdbods/Forsyth Limited Partnership valued at tipeilAL, 1996 closing price of the
Company's Common Stock of $27.50 to the sellecoimection with the Eakin & Smith Transaction.

(e.) Represents the issuance of 489,421 sharesmimon Stock valued at the April 1, 1996 closing@mf $27.50 to the sellers in connect
with the Eakin & Smith Transaction.
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HIGHWOODS PROPERTIES, INC.
PRO FORMA CONDENSED COMBINING STATEMENT OF OPERATIO NS (UNAUDITED)

FOR THE THREE MONTHS ENDED MARCH 31, 1996
(IN THOUSANDS, EXCEPT PER SHARE DATA)

EAKIN & SMITH PRO FORMA
HISTORICAL(A) TRANSACTION(B) ADJUSTMENTS PRO FORMA
REVENUE:
Rental property $23,385 $3,000 $ - $26,385
Other inCome..........oooeeeeevvveiiireeeeenns 372 964 - 1,336
23,757 3,964 - 27,721
OPERATING EXPENSES:
Rental property........c.cccoeeevieiveiinenenns 6,154 957 - 7,111
Leasing, development and construction............ - 452 - 452
Depreciation and amortization.................... 3,716 526 (73)(c) 4,169
Interest expense:
Contractual......cccccvvvvvivcciiiiiiiee 3,542 739 468(d) 4,749
Amortization of deferred financing costs....... L. 409 - 409
3,951 739 468 5,158
General and administrative....................... 934 153 47(e) 1,134
Income before minority interest.................. 9,002 1,137 (442) 9,697
Minority interest...........c.c.coc.... (1,571) (145)(f) (1,716)
Net income............... . $7,431 $1,137 $ (587) $7,981
Net income per share............cccooveeiinenns $ 0.38 $ 0.40
19,406 19,895

Weighted average shares............c.ccccoeeeene
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HIGHWOODS PROPERTIES, INC.
NOTES TO PRO FORMA CONDENSED COMBINING STATEMENT OF OPERATIONS (UNAUDITED)
FOR THE THREE MONTHS ENDED MARCH 31, 1996
1. BASIS OF PRESENTATION

The accompanying unaudited pro forma condensed ioimgbstatement of operations is presented asighkin & Smith Transaction had
been consummated on January 1, 1996.

This unaudited pro forma condensed combining statémif operations should be read in conjunctiom wite pro forma condensed combir
balance sheet of the Company, the consolidateddianbstatements and related notes of the Compatiyded in its Annual Report on Form
10-K and the unaudited financial statements aratedinotes of the Company included in its Quartedport on Form 10-Q.

The pro forma condensed combining statement ofadio@s is unaudited and is not necessarily indieadif what the Company's actual res
would have been had the aforementioned transaatitrally occurred on January 1, 1996 nor doesrjigutito represent the future operating
results of the Company.

2. ADJUSTMENTS TO THE UNAUDITED PRO FORMA CONDENSEDOMBINING STATEMENT OF OPERATIONS

(a.) Represents the Company's historical statenfesgerations contained in its Quarterly ReporFonm 10-Q for the quarter ended March
31, 1996.

(b.) Reflects the historical statement of operatiohEakin & Smith for the quarter ended March B496.

(c.) Represents the net adjustment to depreciatipense based upon an assumed allocation of thbgse price to land, buildings and
development in process and building depreciationmged on a straight-line basis using an estimiifedf 40 years for buildings.

(d.) Represents the net adjustment to interestresgpto reflect interest costs on borrowings unider@ompany's Credit Facility at an assumed
rate of 7.0% and to allow for a full quarter oférgst on the debt assumed in the Eakin & Smithskretion.

(e.) Represents the net adjustment to general@méhistrative expense to reflect the estimatedeimantal costs to the Company of operating
a Nashville division.

(f.) Represents the net adjustment to minorityrggeto reflect the pro forma minority interestqetage of 17.7%.
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HIGHWOODS PROPERTIES, INC.
PRO FORMA CONDENSED COMBINING STATEMENT OF OPERATIO NS (UNAUDITED)

FOR THE YEAR ENDED DECEMBER 31, 1995
(IN THOUSANDS, EXCEPT PER SHARE DATA)

FORSYTH
PROPERTIES COMBINED
RESEARCH COMPANY EAKIN &
COMMONS AND PRE-EAKIN & SMITH
SECOND OTHER THIRD SMITH TRANSACTION
HISTORIC AL (A) OFFERING (B) ACQUISITIONS (C) OFFERING (D) PROFORMA  (E)
REVENUE:
Revenue:
Rental property 217 $4,362 $ 12,658 $ - - $88,237 $9,222
Other income..........cccovviiiiinne 305 50 - - - 2,355 3,125
522 4,412 12,658 - - 90,592 12,347
OPERATING EXPENSES:
Rental property.........cccocvvevennne 17, 049 923 3,368 13 5 21,475 2,977
Leasing, development and construction.... -- - - - - - 583
Depreciation and amortization............ 11, 082 985 1,883 - - 13,950 1,956
Interest expense:
Contractual...........ccoceevviiennnne, 12, 101 888 3,586 (1,59 8) 14,977 2,161
Amortization of deferred financing
COSIES...ooiriiriiiiir i 1, 619 46 - - - 1,665 --
13, 720 934 3,586 (1,59 8) 16,642 2,161
General and administrative............... 2, 737 83 -- 9 8 2,918 763
Income before minority interest......... 28, 934 1,487 3,821 1,36 5 35,607 3,907
Minority interest...........cccceevene 4, 937) (384) -- (37 6) (5,697) --
Income before extraordinary item........ $ 23, 997 $1,103 $ 3,821 $ 98 9 $29,910 $3,907
Net income per share before
extraordinary item..................... .55
Weighed average shar 487
RMA PRO
ENTS FORMA
REVENUE:
Revenue:
Rental property $ - $ 97,459
Other income -- 5,480
-- 102,939
OPERATING EXPENSES:
Rental property.........c.ccocevevennne - 24,452
Leasing, development and construction.... - 583
Depreciation and amortization............ @ 45)(f) 15,761
Interest expense:
Contractual.........cccooevvieninnne 2,6 67(g) 19,805
Amortization of deferred financing
COSES...ocvriiriiicir i - 1,665
2,6 67 21,470
General and administrative............... 37(h) 3,718
Income before minority interest......... (2,5 59) 36,955
Minority interest............ccocevene 8 44)(i) (6,541)
Income before extraordinary item........ $(3,4 03) $ 30414
Net income per share before
extraordinary item..................... $ 152
Weighed average shares.................. 19,897
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HIGHWOODS PROPERTIES, INC.
NOTES TO PRO FORMA CONDENSED COMBINING STATEMENT OF OPERATIONS (UNAUDITED)
FOR THE YEAR ENDED DECEMBER 31, 1995
1. BASIS OF PRESENTATION

The accompanying unaudited pro forma condensed ioimgbstatement of operations is presented agifdhlowing transactions had been
consummated on January 1, 1995:

(a.) the acquisition of 57 properties, 76 acredenfelopment land and the business operations sf/foProperties, Inc. and its affiliates (the
"Forsyth Transaction"),

(b.) the acquisition of six properties (the "Resba€ommons Properties") and 60 acres of developfardtlocated in the Research Comm
office park (the "Research Commons Acquisition"),

(c.) the issuance of 5,640,000 shares of CommockStbthe Company at a price of $20.75 per shaweid in connection with the Forsyth
Transaction (the "Second Offering"),

(d.) the acquisition of 56 properties and six aafedevelopment land (the "Bissell Portfolio") lded in Greensboro, North Carolina and
Charlotte, North Carolina, the acquisition of fipeperties (the "Hock Portfolio") located in DurhaRorth Carolina, the acquisition of six
properties (the "Parkway Plaza Portfolio") locaire€harlotte, North Carolina, the acquisition obtproperties (the "Initial Innsbrook
Portfolio") located in Richmond, Virginia, the agsjtion of six properties (the "Ross-Kreckman Paitf* located in Richmond, Virginia, the
acquisition of two properties (the "DEQ Propertigdated in Richmond, Virginia and the acquisitidré@ acres of development land (the
"DEQ Land") located in Richmond, Virginia (colleatily, the "Other Acquisitions"),

(e.) the issuance of 4,974,989 shares of Commark ®ifcthe Company at a price of $24.50 per shdre (Third Offering"), and
(f.) the completion of the Eakin and Smith Trangact

This unaudited pro forma condensed combining statémif operations should be read in conjunctiomwite pro forma condensed combir
balance sheet of the Company, the consolidateddianbstatements and related notes of the Compatiyded in its Annual Report on Form
10-K and the unaudited financial statements aratadinotes of the Company included in its Quartedport on Form 10-Q.

The pro forma condensed combining statement ofadioais is unaudited and is not necessarily indieati what the Company's actual res
would have been had the aforementioned transactictoglly occurred on January 1, 1995 nor doesripqt to represent the future operating
results of the Company.

2. ADJUSTMENTS TO THE UNAUDITED PRO FORMA CONDENSEDOMBINING STATEMENT OF OPERATIONS

(a.) Represents the Company's historical statenfesgerations contained in its Annual Report onnrd0K for the year ended December
1995.

(b.) Reflects the Second Offering and the histbioperations of the Forsyth Properties and Rese@achmons Properties, adjusted on a pro
forma basis for interest and depreciation expefiase¢he period of time during 1995 prior to thedqaisition by the Company.

(c.) Reflects the historical operations of the @thequisitions, adjusted on a pro forma basis fideliest and depreciation expense, for the
period of time during 1995 prior to their acquisitiby the Company.

(d.) Reflects the reduction in interest expenseaated with the repayment of certain debt andatiigition of certain incremental rental
property and general and administrative expensagesult of the Bissell and Ross-Kreckman Podfatiquisitions.

(e.) Reflects the historical statement of operatiohEakin & Smith for the year ended Decemberl3®B5.
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HIGHWOODS PROPERTIES, INC.
NOTES TO PRO FORMA CONDENSED COMBINING STATEMENT OF OPERATIONS -- CONTINUED

2. ADJUSTMENTS TO THE UNAUDITED PRO FORMA CONDENSEDOMBINING STATEMENT OF

OPERATIONS -- Continued

(f.) Represents the net adjustment to depreciaxpense based upon an assumed allocation of tbhaas price to land, buildings, and
development in process and building depreciationmgded on a straight-line basis using an estimiifedf 40 years for buildings.

(9.) Represents the net adjustment to interestresgpto reflect interest costs on borrowings unider@ompany's Credit Facility and interim
facility at an assumed rate of 7.0% and to allomaféull year of interest on the debt assumed énBEhkin & Smith Transaction.

(h.) Represents the net adjustment to general dméhistrative expense to reflect the estimatedenmntal costs to the Company of operating
a Nashville division.

(i.) Represents the net adjustment to minorityrggeto reflect the pro forma minority interestqmrtage of 17.7%.
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SIGNATURES

Pursuant to the requirements of the SecuritiesEatiange Act of 1934, the registration has dulysedtthis report to be signed on its behalf
by the undersigned hereunto duly authorized, oe 3yr1996.

Highwoods Properties, Inc.
(Registrant)
By: /sl/ CARMAN J. LI UZZO
CARMAN J. LI UZZO
VI CE PRESI DENT, CHI EF FI NANCI AL
OFFI CER AND TREASURER

Date: June 3, 1996
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INDEX TO EXHIBITS

SEQUENTIAL
PAGE
EXHIBIT NO. DESCRIPTION NO.
2.1(1) Master Agreement of Merger and Acquisi tion by and among Highwoods Properties, Inc. Highwo ods/Forsyth
Limited Partnership, Eakin & Smith, In c. and the partnerships and limited liability compa nies listed
therein (list of omitted schedules inc luded)
2.2(1) Agreement pursuant to Item 601 (b)(2) of Regulation S-K
2.3(1)(2) Form of Registration Rights and Lockup Agreement among the Company and the Holders named therein
10.1(1) Employment Agreement between Highwoods Properties, Inc. and John W. Eakin
Properties, Inc. and Thomas S. Smith
n Reames,

10.2(1) Employment Agreement between Highwoods

10.3(1) Form of warrants to purchase Common St ock of Highwoods Properties, Inc. issued to W. Bria
John W. Eakin, and Thomas S. Smith

23.1 Consent of Ernst & Young LLP

(1) Previously filed.
(2) Incorporated by reference to the Annual ReporEForm 1-K of Highwoods Properties, Inc. for the year enBetember 31, 199!



CONSENT OF INDEPENDENT ACCOUNTANTS

We consent to the incorporation by reference inRbgistration Statements (Form S-3 Nos. 33-935387F 12 and 333-3890) and related
Prospectuses of Highwoods Properties, Inc. anketénicorporation therein of our report dated Apiil 1996, with respect to the audited
combined financial statements of Eakin and Smittttie year ended December 31, 1995 included i@utsent Report on Form 8-K/A dated
April 1, 1996 as amended on June 3, 1996, fileti wie Securities Exchange Commission.

ERNST & YOUNG LLP

Raleigh, North Carolina
June 3, 1996
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