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PART | - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

We refer to Highwoods Properties, Inc. as the “Canyy’ Highwoods Realty Limited Partnership as ti@pérating Partnership,” the Compasycommon stock .
“Common Stock,” the Company’s preferred stock asefftred Stock,” the Operating Partnership’s comnpamtnership interests as “Common Unitshe Operatin
Partnership’s preferred partnership interests asféred Units” and irservice properties (excluding rental residentiaits)rto which the Company and/or the Opere
Partnership have title and 100.0% ownership rigistshe “Wholly Owned PropertiesThe partnership agreement provides that the Oper&artnership will assume and
when due, or reimburse the Company for paymenalbfosts and expenses relating to the ownershipogerations of, or for the benefit of, the OpematPartnership. Tl
partnership agreement further provides that aleesps of the Company are deemed to be incurrétiddyenefit of the Operating Partnership.
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HIGHWOODS PROPERTIES, INC.
CONSOLIDATED BALANCE SHEETS

(Unaudited and in thousands, except share andhpee smounts)

June 30, December 31,
2009 2008
Assets:
Real estate assets, at ct
Land $ 349,38 $ 352,87:
Buildings and tenant improvemer 2,808,83 2,819,84.
Development in proces 67,56 61,93¢
Land held for development 99,23 98,94¢
3,325,01! 3,333,601
Less-accumulated depreciation (743,75 (714,229
Net real estate assets 2,581,26: 2,619,371
For-sale residential condominiums 19,66( 24,28¢
Real estate and other assets, net, held fol 1,24¢ 1,242
Cash and cash equivalel 13,37 13,757
Restricted cas 14,707 2,25¢
Accounts receivable, net of allowance of $2,836 $h@81, respectivel 18,05( 23,681
Notes receivable, net of allowance of $418 and $dé&spectively 3,33( 3,602
Accrued straight-line rents receivable, net ofwhace of $1,903 and $2,082,
respectively 81,76¢ 79,97¢
Investment in unconsolidated affiliat 66,63: 67,72%
Deferred financing and leasing costs, net of acdatad amortization of $50,752
and $52,586, respective 70,05¢ 73,21¢
Prepaid expenses and other assets 36,68: 37,04¢
Total Assets $ 2,906,76. $ 2,946,17
Liabilities, Noncontrolling Interests in the Operating Partnership and Equity:
Mortgages and notes payal $ 1,428,65 $ 1,604,68!
Accounts payable, accrued expenses and otheritie® 134,20: 135,60¢
Financing obligations 34,75¢ 34,17¢
Total Liabilities 1,597,61 1,774,46:
Commitments and contingenci
Noncontrolling interests in the Operating Partni: 90,79¢ 111,27¢
Equity:
Preferred Stock, $.01 par value, 50,000,000 authdrshares
8.625% Series A Cumulative Redeemable PreferredeSt{iquidation
preference $1,000 per share), 29,092 shares issukdutstandin 29,09: 29,09:
8.000% Series B Cumulative Redeemable PreferreteSifiquidation
preference $25 per share), 2,100,000 shares issubdutstandin 52,50( 52,500
Common stock, $.01 par value, 200,000,000 authdishares
70,847,962 and 63,571,705 shares issued and oditsgamespectivel® 70€ 63€
Additional pait-in capital 1,783,64! 1,616,09:
Distributions in excess of net earnir (649,32f) (639,28))
Accumulated other comprehensive loss (4,327 (4,792)
Total Stockholders' Equity 1,212,29. 1,054,24:
Noncontrolling interests in consolidated affiliates 6,06¢ 6,17¢€
Total Equity 1,218,35 1,060,42:
Total Liabilities, Noncontrolling Interests in ti@perating
Partnership and Equi $ 2,906,76. $ 2,946,17

See accompanying notes to consolidated financ#stents.
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(Unaudited and in thousands, except per share asjoun

Rental and other revenues
Operating expenses:
Rental property and other expen
Depreciation and amortizatic
General and administrative
Total operating expenses
Interest expense:
Contractua

Amortization of deferred financing cos
Financing obligations

Other income:
Interest and other incon
Gain on debt extinguishment

Income before disposition of property and condominims and equity
in earnings of unconsolidated affiliates
Gains on disposition of proper
Gains on fo-sale residential condominiur
Equity in earnings of unconsolidated affiliates

Income from continuing operations
Discontinued operations:

Income from discontinued operatio
Gains on disposition of discontinued operations

Net income

Net (income) attributable to noncontrolling inteeei the
Operating Partnersh

Net (income) attributable to noncontrolling inteee® consolidated
affiliates
Dividends on preferred stock

Net income available for common stockholders
Earnings per common share - basic:

Income from continuing operations available for coom stockholder
Income from discontinued operations available fammon stockholders

Net income available for common stockholders
Weighted average common shares outstanding - basic
Earnings per common share - diluted:

Income from continuing operations available for cooam stockholder
Income from discontinued operations available fummon stockholders

Net income available for common stockholders
Weighted average common shares outstanding - dilute
Dividends declared per common share
Net income available for common stockholders:

Income from continuing operations available for coom stockholder
Income from discontinued operations available fammon stockholders

Net income available for common stockholders

See accompanying notes to consolidated financ#stents.

HIGHWOODS PROPERTIES, INC.
CONSOLIDATED STATEMENTS OF INCOME

4

Three Months Ended

Six Months Ended

June 30, June 30,
2009 2008 2009 2008

$ 11331( $ 112,82¢ 227,120 $  224,04:
39,45¢ 40,501 80,352 78,23t
32,931 30,74¢ 65,96( 61,09¢
9,48¢ 10,76¢ 17,801 20,473
81,87¢ 82,01¢ 164,11: 159,80¢
19,94¢ 23,34¢ 40,52« 46,80¢
689 68€ 1,351 1,32¢
71C 764 1,44¢ 1,504
21,34¢ 24,79 43,32( 49,63¢
2,28¢ 1,591 3,291 2,38¢
63C — 63C —
2,91« 1,597 3,921 2,38¢
13,00¢ 7,61¢ 23,611 16,98¢
194 107 213 107
28¢ — 63€ —
1,86z 1,52( 3,162 3,50¢
15,35( 9,241 27,62: 20,60¢
781 1,74 1,63¢ 3,39(
20,94 5,021 21,01¢ 8,75¢%
21,72¢ 6,772 22,65z 12,14:
37,07« 16,01: 50,27« 32,741
(2,054 (839 (2,74¢) (1,732)
(116) (192) (1349 (389
(1,677) (2,83¢) (3,359 (5,676
$ 33,221 12,14¢ 44,03t $ 24,95(
$ 0.1¢ 0.1C 0.3t $ 0.24
0.31 0.11 0.33 0.2C
$ 0.5C 0.21 0.6¢ $ 0.44
66,127 57,45¢ 64,88¢ 57,333
$ 0.1¢ 0.1C 0.3t $ 0.23
0.31 0.11 0I8E 0.2C
$ 0.5C 0.21 0.6¢ $ 0.42
70,234 61,82: 68,97¢ 61,62¢
$ 0.42¢ 0.42¢ 0.85C $ 0.85(
$ 12,767 5,811 22,70¢ $ 13,59¢
20,46( 6,334 21,332 11,35¢
$ 33,22i 12,14¢ 44,03t $ 24,95(
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Balance at
December 31, 200

Issuances of Common
Stock, nel

Conversion of Common
Units to Common
Stock

Dividends on Common
Stock

Dividends on Preferred
Stock

Adjustment to
noncontrolling
interests in the
Operating Partnersh

Distribution to
noncontrolling
interest in consolidated
affiliates

Issuances of restricted
stock, ner

Amortization of
restricted stock and
stock options

Net (income) attributabl
to noncontrolling
interests in the Operating
Partnershif

Net (income) attributable t
noncontrolling
interests in consolidated
affiliates

Comprehensive incom
Net income
Other comprehensive

income

Total comprehensive
income

Balance at
June 30, 200

HIGHWOODS PROPERTIES, INC.

CONSOLIDATED STATEMENT OF EQUITY

Six Months Ended June 30, 2009

(Unaudited and in thousands, except share amounts)

Non-
Accum- Control-
ulated ling Distri-
Other Interests butions
Number of Additional Compre- in in Excess
Common Common Series A Series B Paid-In hensive Consol-idated of Net
Shares Stock Preferred Preferred Capital Loss Affiliates Earnings Total
63,571,70: $ 636 $ 29,09 $ 52,50 $ 1,616,09: $ 4,799 $ 6,17¢ (639,28) $ 1,060,42:
7,027,221 70 — — 144,19: — — — 144,26«
8,291 — — — 188 — — — 18¢
_ — — — — — — (54,089 (54,087
- - - - - - - (3,359 (3,359
— — — — 19,59¢ — — — 19,59¢
— — — — — — (24%) — (24%)
240,74( — — — — — — — —
— 2 — — 3,571 — — — 3,57¢
— — — — — — — (2,74%) (2,74
— — — — — — 134 (139 —
— — — — — — — 50,27¢ 50,27¢
— — — — — 465 — — 465
50,73¢
70,847,96. $ 708 $ 29,09: $ 52,50 $ 1,783,64! $ (4,32 $ 6,06¢ (649,324 $ 1,218,35'

See accompanying notes to consolidated financ#stents.
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Operating activities:

Net income
Adjustments to reconcile net income to net caskipesl by operating activitie:
Depreciatior
Amortization of lease commissio
Amortization of lease incentive
Amortization of restricted stock and stock optit
Amortization of deferred financing cos
Amortization of accumulated other comprehensive
Gain on extinguishment of de
Gains on disposition of properti
Gains on disposition of f-sale residential condominiur
Equity in earnings of unconsolidated affilia
Change in financing obligatior
Distributions of earnings from unconsolidated &fits
Changes in operating assets and liabilit
Accounts receivabl
Prepaid expenses and other as
Accrued straigt-line rents receivabl
Accounts payable, accrued expenses and otheiitiiebil
Net cash provided by operating activities

Investing activities:

Additions to real estate assets and deferred lgasists
Proceeds from disposition of real estate as
Proceeds from disposition of -sale residential condominiur
Distributions of capital from unconsolidated afiiies
Net repayments of notes receiva
Contributions to unconsolidated affiliat
Changes in restricted cash and other investingities
Net cash used in investing activities

Financing activities:

Dividends on Common Stoc
Dividends on Preferred Stor
Distributions to noncontrolling interests in the @ating Partnershi
Distributions to noncontrolling interests in coridated affiliates
Net proceeds from the sale of Common St
Repurchase of Common Units from noncontrolling ries¢és
Borrowings on revolving credit facilit
Repayments of revolving credit facili
Borrowings on mortgages and notes pay:
Repayments of mortgages and notes pay
Contributions from noncontrolling interests in colidated affiliates
Additions to deferred financing costs

Net cash (used in)/provided by financing activities

Net (decrease)/increase in cash and cash equis:
Cash and cash equivalents at beginning of the gherio

Cash and cash equivalents at end of the period

See accompanying notes to consolidated finan@#stents.

HIGHWOODS PROPERTIES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited and in thousands)

6

Six Months Ended

June 30,

2009 2008
50,27 $ 32,747
58,71¢ 54,87¢

7,792 7,60¢
54¢ 486
3,57¢ 3,94C
1,351 1,32¢
(147) 126
(630) —
(21,229 (8,860
(63€) —
(3,162) (3,509
584 74
2,081 3,461

& 72 3,282
(1,296 (2,579
(2,252) (4,299
5,351 (5,43¢)
104,63¢ 83,24:
(68,85)) (114,37¢)
61,55¢ 29,45;
5,21t —
2,87¢ 1,49¢
272 1,47¢€
(500) (12,349
(12,020 (22,589
(11,449 (116,879
(54,089 (48,652
(3,359 (5,676
(3,449 (3,356
(245) 471
144,26 6,122
— (3,299
122,00( 242 ,55(
(177,000 (212,35()
53,42¢ 164,99¢
(173,84 (105,167)
— 625
(1,299 (803)
(93,579 34,52¢
(385) 893
13,757 3,14
1337: $ 4,03
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HIGHWOODS PROPERTIES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS - Continued
(Unaudited and in thousands)

Supplemental disclosure of cash flow information:

Six Months Ended
June 30,

2009 2008

Cash paid for interest, net of amounts capitalizeetiudes cash distributions to owners of sold progs accounted for
as financings of $272 and $800, respectiv $ 4338t $ 50,45¢

Supplemental disclosure of non-cash investing anéhfincing activities:

Six Months Ended

June 30,
2009 2008
Assets:
Prepaid expenses and other assets $ 19z $ 292
$ 19z % 29z
Liabilities:
Accounts payable, accrued expenses and otheritiiedil $ 414 $ 142
$ (4149 $ 142
Noncontrolling Interests in the Operating Partnerstip and Equity $ 60€ $ 15C

See accompanying notes to consolidated financsistents.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2009
(tabular dollar amounts in thousands, except per shre data)
(Unaudited)

1. DESCRIPTION OF BUSINESSAND SIGNIFICANT ACCOUNTING POLICIES

Description of Business

Highwoods Properties, Inc., together with its cdidsted subsidiaries (the "Company"), is a fullyeigrated, self-administered and selnaged equity real est
investment trust ("REIT") that operates in the beastern and midwestern United States. The Compangtucts virtually all of its activities through dgfiwoods Reall
Limited Partnership (the “Operating Partnershig$.of June 30, 2009, the Company and/or the Opey&artnership wholly owned: 307 srrvice office, industrial and ret
properties; 96 rental residential units; 580 acriesndeveloped land suitable for future developmehtvhich 490 acres are considered core holdiagsadditional six offic
and industrial properties under development; antb6sale residential condominiums.

The Company is the sole general partner of the &ipey Partnership. As of June 30, 2009, the Compamyed all of the preferred partnership intereSBrdferre
Units”) and 70.4 million, or 94.6%, of the commoarimership interests (“Common Unitsit) the Operating Partnership. Limited partners|{iding certain officers ar
directors of the Company) own the remaining 4.llianlCommon Units. Generally, the Operating Parthgr is required to redeem each Common Unit areeest of th
holder thereof for cash equal to the value of dree of the Company’s Common Stock, $.01 par véthee“Common Stock”)based on the average of the market price fc
10 trading days immediately preceding the notide @& such redemption, provided that the Comparisaiption may elect to acquire any such Commoitssresented f
redemption for cash or one share of Common Stolek. Gommon Units owned by the Company are not redblEmDuring the six months ended June 30, 20@9Ctimpan
redeemed 8,291 Common Units for a like number afehof Common Stock.

Common Stock Offering

On June 1, 2009, the Company issued in a publierioff approximately 7.0 million shares of Commonc&tfor net proceeds of $144.1 million. As requitadthe
terms of the partnership agreement of the Operatmgnership, the net proceeds from the offeringeve®ntributed to the Operating Partnership in arge for addition:
Common Units. The net impact of the offering anel tedemptions discussed above was to increasestherpage of Common Units owned by the Company 8d4rf% as ¢
December 31, 2008 to 94.6% as of June 30, 2009uBe 1, 2009, we used a portion of the net procektie offering to retire the remaining $107.2lail principal amour
of a secured loan; we incurred no prepayment pesalfhe remaining net proceeds from the offerirgemused to reduce the amount of borrowings owutstgrunder ot
revolving credit facility.

Basis of Presentation

Our Consolidated Financial Statements are preparednformity with accounting principles generadigcepted in the United States of America (“GAARRE more
fully described in Note 10, the Consolidated Staets of Income for the three and six months endee 30, 2008 were revised from previously repoaedunts to reflect
discontinued operations the operations for thoepgities sold during 2008 and the first six morth8009 which qualified for discontinued operatigmesentation.

Effective January 1, 2009, we adopted SFAS No. 180ncontrolling Interests in Consolidated Finamcsaatements — an amendment of ARB No. 51SKAS No
160"), which defines a noncontrolling interest in a coigatked subsidiary as the portion of the equity isulsidiary not attributable, directly or indirggtto the parent ai
requires noncontrolling interests to be presented separate component of equity in the consolidaé¢ance sheet subject to the provisions of EIT#8D“Classification an
Measurement of Redeemable Securities” (“EITF D-98HAS No. 160 also modifies the presentation ofimeame by requiring earnings and other comprehenisizome t
be attributable to controlling and noncontrollimgeirests. SFAS No. 160 requires retroactive treatrioe all periods presented. Below are the stephiawve taken as a resul
the implementation of this standard with respegirgviously reported amounts:
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(tabular dollar amounts in thousands, except per sire data)

1. DESCRIPTION OF BUSINESSAND SIGNIFICANT ACCOUNTING POLICIES - Continued

¢ We have reclassified the noncontrolling interestxdnsolidated affiliates from the mezzanine sectd our Consolidated Balance Sheet to equity.
reclassification totaled $6.2 million as of Decem8g, 2008

¢ Net income attributable to noncontrolling interestsconsolidated affiliates and the Operating Raghip are no longer deducted when determinin
income. As a result, net income for the three ardnwonths ended June 30, 2008 increased $1.0 milliod $2.1 million from the previously repor
amounts, respectively. The adoption of this stashdhad no effect on our net income available for emn stockholders or our earnings per common s

e As prescribed by EITF @8, we adjusted noncontrolling interests in the 1@fieg Partnership so that the carrying value exjtted greater of historical cost
redemption value and continue to present it inniezzanine section of our Consolidated Balance Sluke to its redemption feature, as previouslyloksd
As a result, noncontrolling interests in the OpaPartnership as of December 31, 2008 increadBdb$nillion from the previously reported amounithng
corresponding decrease to additional paid in chj

Effective January 1, 2009, we adopted FASB Staf§itkm EITF 03-6-1, “Determining Whether InstrumerBranted in SharBased Payment Transactions
Participating Securities” (“FSP EITF 03-6-1"As a result, our weighted average common sharestamating, basic and diluted, for the three and msbnths ende
June 30, 2008 were revised from previously repoai@dunts to include our total number of restriatechmon shares outstanding. For the three monthsdeduhe 30, 20C
weighted average common shares outstanding, basidiuted, are 516,076 and 330,166 shares hidier previously reported, respectively. For the mianths ende
June 30, 2008, weighted average common sharesioditst), basic and diluted, are 504,611 and 3358Hages higher than previously reported, respegtiBdsic earnings p
common share for the three and six months endesl 3N2008 is unchanged from amounts previouslgrted. Diluted earnings per common share for tieetimonths end
June 30, 2008 is unchanged from the amount prelyioeported and, for the six months ended Jun€308, is $0.01 lower than previously reported.

The Consolidated Financial Statements include ther&ing Partnership, wholly owned subsidiaries #node subsidiaries in which we own a majority ngtinteres
with the ability to control operations and where substantive participating rights or substantivekkout rights have been granted to the noncomiglinterest holders. #
significant intercompany transactions and accobate been eliminated.

The unaudited interim consolidated financial staeta and accompanying unaudited consolidated fiaairformation, in the opinion of management, eontal
adjustments (including normal recurring accruak}essary for a fair presentation of our financ@gipon, results of operations and cash flows. \@eehomitted certain not
and other information from the interim consolidafethncial statements presented in this Quartegpd®t on Form 1@ as permitted by SEC rules and regulations. 1
consolidated financial statements should be readmjunction with our 2008 Annual Report on FormKLO

Use of Estimates

The preparation of consolidated financial statemémtaccordance with GAAP requires us to make egémand assumptions that affect the amounts ezpartthe
consolidated financial statements and accompanyites. Actual results could differ from those esties.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(tabular dollar amounts in thousands, except per sire data)

1. DESCRIPTION OF BUSINESSAND SIGNIFICANT ACCOUNTING POLICIES - Continued
Income Taxes

We have elected and expect to continue to quatifg EIT under Sections 856 through 860 of thermaleRevenue Code of 1986, as amended. A corpBfLe is ¢
legal entity that holds real estate assets andutfir the payment of dividends to stockholdersgisegally permitted to reduce or avoid the paymérféaeral and state incor
taxes. To maintain qualification as a REIT, we @guired to pay dividends to our stockholders edoat least 90.0% of our annual REIT taxable inepexcluding capit
gains. As a REIT, we will not be subject to fedearat state taxes if we distribute at least 100.@%uo taxable income (ordinary income and capithg, if any) to ot
stockholders. Under temporary IRS regulations, 2009, distributions can be paid partially using BI'Rs freely tradable stock so long as stockholders tthe option ¢
receiving at least 10% of the total distributiorcash.

Noncontrolling Interests

We adopted SFAS No. 160 on January 1, 2009, asribedcpreviously, which establishes accounting @nelsentation standards for noncontrolling interes
subsidiaries.

Noncontrolling interests in the Operating Partngrsh the accompanying Consolidated Financial States relates to the ownership by various indivislaad entitie
other than the Company of Common Units in the OpregaPartnership. Net income attributable to noriling interests in the Operating Partnershipamputed by applyir
the weighted average percentage of Common Unitoowoied by the Company during the period (as a percethe total number of outstanding Common Units)}he
Operating Partnership’'net income for the period after deducting distiitms on Preferred Units. When a noncontrollingthoider redeems a Common Unit for a shat
Common Stock or cash, the noncontrolling intergstee Operating Partnership are reduced and timep@oy’s share in the Operating Partnership is increagehebfair valu
of each redeemed security. The following table &&th noncontrolling interests in the OperatingtRearship:

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Beginning noncontrolling interests in the Operatfaytnership $ 87,11¢ $ 122,73¢ $ 111,27¢ $ 119,19¢
Adjustments to noncontrolling interests in the Gyielg
Partnershig 3,63¢ 2,261 (19,599 9,88¢
Redemptions/conversions of noncontrolling interest
partnership unit (189) (591) (189) (3,889
Net income attributable to noncontrolling interestshe
Operating Partnersh 2,05¢ 83¢ 2,74¢ 1,73z
Distributions to noncontrolling interests in the édating
Partnershig (1,726 (1,677) (3,449 (3,356)
Total noncontrolling interests in the OperatingtRarship $ 90,79¢ $ 123,57 $ 90,79¢ $ 123,57:

Noncontrolling interests in consolidated affiliatedates to our respective joint venture partnBfs0% interest in Highwoods-Markel Associates, L{:@larkel”) anc
estimated 19% economic interest in Plaza Residehti&€ (“Plaza Residential”)Each of our joint venture partners is an unrelatéd party. We consolidate Markel since

are the general partner and effectively controlrttagor operating and financial policies of the jorenture. We consolidate Plaza Residential sine®@wn the majority intere
in and effectively control the joint venture.

10
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(tabular dollar amounts in thousands, except per sire data)

1. DESCRIPTION OF BUSINESSAND SIGNIFICANT ACCOUNTING POLICIES - Continued
Recently Issued Accounting Standards

In June 2009, the FASB issued FASB No. 167, “Ameeauiisi to FASB Interpretation No. 46(R)” (“FAS 167ijhich requires ongoing assessments to determinée
an entity is a variable entity and requires quiilitaanalysis to determine whether an enterpsisariable interest(s) give it a controlling finéaldnterest in a variable inter:
entity. In addition, FAS 167 requires enhancedldmaes about an enterpriséhvolvement in a variable interest entity. FAS 1§ effective for the fiscal year that begins &
November 15, 2009. We are currently evaluatingniigact FAS 167 may have on our financial positi@sults of operations and disclosul

2. INVESTMENTS IN UNCONSOLIDATED AFFILIATES

We have equity interests ranging from 12.5% to %0if various joint ventures with unrelated thirdtpes. We account for our unconsolidated joint vees using tr
equity method of accounting. As a result, the asart liabilities of these joint ventures for whigk use the equity method of accounting are ndtidtedd in our Consolidat
Balance Sheets.

The combined, summarized income statements foucwnsolidated joint ventures were as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Income Statements:
Revenues $ 3734 $ 41,19¢ $ 76,21¢ $ 79,72¢
Expenses:
Rental property and other expen 18,06¢ 20,03: 36,70¢ 38,46:
Depreciation and amortizatic 8,85: 9,17 17,72¢ 16,62¢
Interest expense 8,86¢ 9,20~ 17,84 17,69:
Total expenses 35,78¢ 38,407 72,27 72,78¢
Income before disposition of property 1,56: 2,792 3,94¢ 6,94¢
Gains on disposition of property 3,42¢ — 3,42¢ —
Net income $ 498 $ 2792 % 7371 % 6,94
Our share of:
Net incomey) $ 1862 % 152 $ 3,16z $ 3,50¢
Depreciation and amortization of real estate assets $ 322:% 339 $ 647 $ 6,33(
Interest expense $ 354:$ 36918 7120 % 7,22
Gain on disposition of depreciable properties $ 781 $ — 3 781 $ —

(1) Our share of net income differs from our weightegrage ownership percentage in the joint ventunes’income due to our purchase accounting and otiate
adjustments

We have a 22.81% interest in a joint venture withv#eiz-Deutschland-USA Dreilander Beteiligung ObjBk F 98/29-Walker Fink{G. In the second quarter of 20
this joint venture sold one property for gross pexts of $14.8 million and recorded a gain of $3ilian. We recorded $0.8 million as our proportioeahare of this ga
through equity in earnings of unconsolidated &ffés in the second quarter of 2009.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(tabular dollar amounts in thousands, except per sire data)

3. INVESTMENT ACTIVITIES
Dispositions

In the second quarter of 2009, we sold three came-community retail centers aggregating 413,@@e feet in the Kansas City metropolitan areafoss proceeds
$62.1 million. A gain of $20.9 million was recordedthe second quarter of 2009.

Development

Development in process as of June 30, 2009 codgistmarily of two office properties aggregating82800 rentable square feet and 75 acres of vaaadtundergoir
infrastructure improvements. The aggregate cosfuding leasing commissions, of the two properesrently is expected to be $64.1 million when yuléased ar
completed, of which $58.9 million had been incurasdof June 30, 2009. The dollar weighted averagdepsing of these development properties was apmaely 62% as
June 30, 2009.

Additionally, we currently have three office profles and one industrial property recently completaat not yet stabilized, aggregating 573,000 sgueet. Th
aggregate cost, including leasing commissionshese properties currently is expected to be $80liomwhen fully leased, of whicl$70.3 million had been incurred as
June 30, 2009. The dollar weighted averagelgasing of these properties was approximately 48%fdune 30, 2009. The components of these prepeante included in lan
building and tenant improvements and deferred fiiranand leasing costs in our Consolidated Bal&iwet as of June 30, 2009.

For-Sale Residential Condominiums

We own a majority interest in Plaza ResidentialCl, la joint venture which was formed to develop aelll 139 forsale residential condominiums constructed abo'
office tower developed by us in Raleigh, NC. Bate residential condominiums in our ConsolidatathBce Sheets include our completed, but unsoltj@oinium inventor
as of June 30, 2009 and December 31, 2008. Fahtee and six months ended June 30, 2009, we s@dhd 13 condominiums for net sales proceed=2d¥ illion anc
$5.2 million, respectively, and recorded gains 0f3$million and $0.6 million, respectively. For ttimee and six months ended June 30, 2008, there me correspondit
sales or gains. Net sales proceeds include forésitaf earnest money deposits of $0.2 million abd $nillion for the three and six months ended J8®e2009, respective
We record forfeitures of earnest money depositsi@@me when entitled to claim the forfeited depasibn legal default. Our estimate of our partae&tonomic ownersh
which is impacted by a contractually-based promogtdrn, decreased from 25% as of December 31, 2008% as of June 30, 2009.

4. DEFERRED FINANCING AND LEASING COSTS

As of June 30, 2009 and December 31, 2008, we béatrdd financing costs of $10.7 million and $1iflion, respectively, with related accumulated atization o
$3.9 million and $7.8 million, respectively. As &fine 30, 2009 and December 31, 2008, we had defie@sing costs of $110.1 million and $111.1 millioespectively, wit
related accumulated amortization of $46.8 milliowl $44.8 million, respectively. Aggregate amori@atexpense (included in depreciation and amortinaand amortizatic
of deferred financing costs) for these intangilftasthe three months ended June 30, 2009 and 2@38%4.6 million and $4.5 million, respectively, &fiod the six montt
ended June 30, 2009 and 2008 was $9.1 million &®irillion, respectively.

The estimated aggregate amortization expense &br @asthe next five succeeding fiscal years iscdes:

July 1, 2009 through December 31, 2( $ 8,304
2010 $ 13,66(
2011 $ 10,89:
2012 $ 10,22:
2013 $ 6,85¢€
2014 $  4,48¢
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(tabular dollar amounts in thousands, except per sire data)

5. MORTGAGES AND NOTES PAYABLE

Our consolidated mortgages and notes payable tedsi§the following:

June 30, December 31,

2009 2008
Secured mortgage loans $ 567,29 $ 655,18€
Unsecured loans 861,357 949,49¢
Total $ 1,428,651 $ 1,604,68!

As of June 30, 2009, our secured mortgage loans senured by real estate assets with an aggregdépreciated book value of $908.7 million.

Our $450.0 million unsecured revolving credit fagiis scheduled to mature on May 1, 2010. Therederate is LIBOR plus 80 basis points and thauahbase facilit
fee is 20 basis points. The interest rate wouldeiase to LIBOR plus 140 or 155 basis points if aedit rating were to fall below investment gradeading to two of thre
major credit rating agencies. Our revolving créaldility had $338.5 million of availability as ofide 30, 2009 and had $355.5 million of availabitisyof July 31, 2009.

Our $70.0 million secured construction facilityingtially scheduled to mature on December 20, 2@4€suming no defaults have occurred, we have optiorextend tt
maturity date for two successive opear periods. The interest rate is LIBOR plus 85ida@oints. Our secured construction facility ha8.8 million of availability as «
June 30, 2009 and July 31, 2009.

In January 2009, we paid off at maturity $50.0 imillof 8.125% unsecured notes using borrowings waderevolving credit facility.

In March 2009, we obtained a $20.0 million, thyear unsecured term loan with a bank lender. Ttezést rate is LIBOR plus 250 basis points, subieet minimun
total interest rate of 3.9%.

In June 2009, we retired the remaining $107.2 arillprincipal amount of a secured loan using a portf the net proceeds of our Common Stock offeidn
June 1, 2009. We incurred no prepayment penalties.

Our revolving credit facility, variable rate termans and the indenture that governs the Operatngétships outstanding notes require us to comply with custy
operating covenants and various financial and djperaatios. We and the Operating Partnership aoh eurrently in compliance with all such requirernse

6. SHARE-BASED PAYMENTS

During the six months ended June 30, 2009, we gdamhder our Amended and Restated 1994 Stock Optam394,044 stock options at an exercise priceleq th
closing market price of a share of our common sttkhe date of grant. The fair value of each apticant is estimated on the date of grant usingBthek-Scholes optio
pricing model, which resulted in a weightaderage grant date fair value per share of $1.80inD the six months ended June 30, 2009, we alaoted 128,384 shares
time-based restricted stock and 99,910 sharegafrieturn-based restricted stock with weighsa®rage grant date fair values per share of $12n83$10.13, respectively. \
recorded stock-based compensation expense of $illidnneach during the three months ended Jun&B09 and 2008, respectively. We recorded stuased compensati
expense of $3.6 million and $3.9 million during ®ig months ended June 30, 2009 and 2008, respicti&s of June 30, 2009, there was $10.6 millibhotal unrecognize
stock-based compensation costs, which will be neizegl over a weighted average remaining contradéuad of 1.5 years.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(tabular dollar amounts in thousands, except per sire data)

7. DERIVATIVE INSTRUMENTS

To meet, in part, our liquidity requirements, warbow funds at a combination of fixed and varialdées. Borrowings under our revolving credit fagiliconstructio
facility and bank term loans bear interest at \deiaates. Our long-term debt, which consists efised and unsecured lotgrm financings and the issuance of unsecurec
securities, typically bears interest at fixed ratkBough some loans bear interest at variable.r@ar interest rate risk management objectivesaalimit the impact of intere
rate changes on earnings and cash flows and ta loweoverall borrowing costs. To achieve thesedijes, from time to time, we enter into intenede hedge contracts st
as collars, swaps, caps and treasury lock agresnrentder to mitigate our interest rate risk widlspect to various debt instruments. We do not boldsue these derivati
contracts for trading or speculative purposes. ifiterest rate on all of our variable rate debtéserally adjusted at one or three month intenalbject to settlements un
these interest rate hedge contracts. We also entetreasury lock agreements from time to timeider to limit our exposure to an increase in iesérates with respect
future debt offerings.

In prior periods, we entered into certain interas¢ hedging arrangements which were designatedmnbeing accounted for as cash flow hedges. ffletiee portior
of these arrangements, representing deferred giterpense, was $0.9 million as of June 30, 20@9simcluded in Accumulated Other ComprehensivesLAOCL"). This
deferred expense will be recognized as an additionterest expense in the same periods duringhwinierest expense on the hedged financings affettsicome. We expe
approximately $0.2 million will be recognized adecrease to interest expense within the next 12mson

In January 2008, we entered into two floating-t@dl interest rate swaps for a oyear period with respect to an aggregate of $50l@mof borrowings outstandir
under our revolving credit facility or other floag rate debt. These swaps fixed the underlying LRB@te upon which interest on such borrowings &ebaat 3.26% for $3C
million of borrowings and 3.24% for $20.0 milliofi lmorrowings. These swaps were designated and ateméor as cash flow hedges and matured in Jar2@09.

In April 2008, we entered into a floating-to-fixéuterest rate swap for a twear period with respect to an aggregate of $50ldomof borrowings outstanding unc
our term loan or other floating rate debt. The s¥iegs the underlying LIBOR rate upon which intéres such borrowings is based at 2.52%. The copatgr under this sw
is Bank of America, N.A. The swap was designatetiiaeing accounted for as a cash flow hedge effleetive portion of the swap representing defeinterest expense w
$0.8 million as of June 30, 2009 and is includeA®CL. We expect all of the balance to be recoghie an increase to interest expense within thetaexmonths.

In October 2008, we entered into a floating-to-fixeterest rate swap for a ogyear period with respect to an aggregate of $25llmof borrowings outstanding unc
our term loan or other floating rate debt. The s¥iegs the underlying LIBOR rate upon which intéres such borrowings is based at 2.35%. The copatgr under this swi
is PNC Bank, N.A. The swap was designated andirgteccounted for as a cash flow hedge. The effegiortion of the swap representing deferred istezgpense was $(
million as of June 30, 2009 and is included in AO@\le expect all of the balance to be recognizeahascrease to interest expense within the nextrfmnths.
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(tabular dollar amounts in thousands, except per sire data)

8. OTHER COMPREHENSIVE INCOME/(LOSS)

Other comprehensive income/(loss) represents menia plus the changes in certain amounts deferret¢umulated other comprehensive income/(loss}emltc
hedging and other activities not reflected in tlm€blidated Statements of Income. The componertdghef comprehensive income/(loss) are as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Net income $ 37,07« $ 16,01¢ $ 50,27 $ 32,74%
Other comprehensive income/(los
Unrealized gain/(loss) on tax increment financiogds 22¢ 187 19z (374)
Unrealized derivative net gains on c-flow hedges 217 93¢ 414 524
Amortization of past cash flow hedges (70) 46 (141 12€
Total other comprehensive income 372 1,16¢€ 46E 27€
Total comprehensive income $ 37,44¢ $ 17,17¢ $ 50,73¢ $ 33,02¢
9. FAIR VALUE MEASUREMENTS

The following summarizes the three levels of inpthist we use to measure fair value, as well asafisets, mezzanine noncontrolling interests andlifiab that we
recognize at fair value using those levels of isput

Level 1.Quoted prices in active markets for identical assetiabilities.

Our Level 1 assets are comprised of investmemsarketable securities which we use to pay benefitker our deferred compensation plan. Our Levaricantrolling
interests in the Operating Partnership are comgpiaéeCommon Units in the Operating Partnershipavated by the Company. Our Level 1 liabilities aue obligations to pe
certain deferred compensation plan benefits whepabticipants have designated investment optionsngpily mutual funds) to serve as the basis fomsuement of tt
notional value of their accounts.

Level 2.Observable inputs other than Level 1 prices, ssctiudted prices for similar assets or liabilitiggpted prices in markets that are not active; bewoinputs th:
are observable or can be corroborated by obserwadiket data for substantially the full term of tieéated assets or liabilities.

Our Level 2 liabilities are interest rate swaps séair value is determined using a pricing moa@eldal upon observable market inputs.
Level 3.Unobservable inputs that are supported by littta@market activity and that are significant to thie value of the assets or liabilities.

Our Level 3 asset is our tax increment financingdssued by a municipal authority in connectiothvaur construction of a public parking facilityathis not routinel
traded but whose fair value is determined usingstimate of projected redemption value based otequuid/ask prices for similar unrated municipahtde. This available for-
sale security is carried at estimated fair valupriepaid and other assets with unrealized gaifssses reported in accumulated other compreheifsige The estimated fi
value as of June 30, 2009 was $2.5 million belosvahtstanding principal due on the bond. We culyentend to hold this bond, which amortizes to oray in 2020, and ¢
not believe that we will be required to sell thnld before recovery. Payment of the principal ardréest for the bond is guaranteed by us and, ftirerewe have recorded
credit losses related to the bond’s impairment. Oewvel 3 liability is our SRHIW Harborview Plaza, LP financing obligation thatnot traded but whose fair value
determined using an estimate of discounted casisfttependent on future leasing assumptions fopitbeerty.

15




Table of Contents

HIGHWOODS PROPERTIES, INC.
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9. FAIR VALUE MEASUREMENTS - Continued

The following table sets forth the assets and liiés that we measured at fair value on a recgrhiasis by level within the fair value hierarchy.

Assets:
Marketable securities (in prepaid and other
assets(1)
Tax increment financing bond (in prepaid expenses
and other asset
Total Assets

Noncontrolling Interests in the Operating
Partnership

Liabilities:
Interest rate swaps (in accounts payable, accrued
expenses and other liabilitie

Deferred compensation (in accounts payable,
accrued expenses and other liabiliti
SF-Harborview Plaza, LP financing obligation

Total Liabilities

(1) The marketable securities are held through ouceffieferred compensation plans.

The following table sets forth our Level 3 asset Aability.

Asset:
Tax Increment Financing Bond
Beginning balanc
Unrealized gain (in AOCL)
Ending balance

Liability:
SF-Harborview Plaza, LP Financing Obligation
Beginning balanc
Payments on financing obligatic
Interest expense on financing obligation

Ending balance
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Level 1 Level 2 Level 3
Quoted Prices in Significant
Balance at Active Markets Other Significant
June 30, for Identical Observable Unobservable
2009 Assets Inputs Inputs
520C $ 520 $ — $ —
17,66( — — 17,66(
22,86( $ 5,20 $ — $ 17,66(
90,79%¢ $ 90,79%¢ $ — 3 —
962 $ — % 96z $ —
5,80¢ 5,80¢ — —
17,172 — — 17,172
23,94: $ 5,80¢ $ 9%z $ 17,17:
Three Months Six Months
Ended Ended

June 30, 2009 June 30, 2009

$  1743¢ $  17.46¢
22€ 192
$ 17,660 $ 17,66
$ 1693 $ 16,60
(162) (272)
40C 84C
$ 17170 $ 1747
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9. FAIR VALUE MEASUREMENTS - Continued

The following estimated fair values were determirisd management using available market informatiod appropriate valuation methodologies. Conside
judgment is used to interpret market data and d@vestimated fair values. Accordingly, the estimgteesented herein are not necessarily indicafitheoamounts that v
could realize upon disposition of the financialtinments. The use of different market assumptioniaa estimation methodologies may have a mateffatt on the estimat
fair values. The carrying amounts and estimatedvidues of our financial instruments were as folio

Carrying
Amount Fair Value

June 30, 200¢

Cash and cash equivalel $ 13,37: $ 13,37:
Restricted cas $ 14,707 $ 14,707
Accounts and notes receival $ 21,38 $ 21,38(
Marketable securities (in prepaid expenses and atbsets $ 5200 $ 5,20(C
Tax increment financing bond (in prepaid expensesaher asset: $ 17,66( $ 17,66(
Mortgages and notes payal $ 142865 $ 1,286,86
Financing obligation $ 34,75¢ $ 32,74¢
Interest rate swaps (in accounts payable, accrxeehses and other liabilitie $ 96z $ 962
Deferred compensation (in accounts payable, aca@xpenses and other liabilitie $ 5,80¢ $ 5,80¢
Noncontrolling interests in the Operating Partngr: $ 90,79 $ 90,79¢
December 31, 200:

Cash and cash equivalel $ 13,757 $ 13,751
Restricted cas $ 2,25¢ $ 2,25¢
Accounts and notes receival $ 27,28¢ $ 27,28¢
Marketable securities (in prepaid expenses and asets $ 5,42 $ 5,42z
Tax increment financing bond (in prepaid expensesather asset: $ 17,46¢ $ 17,46¢
Mortgages and notes payal $ 1,604,68 $ 1,330,89
Financing obligation $ 34,17: $ 32,21¢
Interest rate swaps (in accounts payable, accrxyeehses and other liabilitie $ 1,37¢ $ 1,37¢
Deferred compensation (in accounts payable, acexpenses and other liabilitie $ 6,52 $ 6,522
Noncontrolling interests in the Operating Partngr: $ 111,27¢ $ 111,27¢

The fair values of our mortgages and notes payaiefinancing obligations were estimated usingalisted cash flow analyses based on estimated miatest o
similar borrowing arrangements at June 30, 2009eckmber 31, 2008, respectively. The carrying arnt®of our cash and cash equivalents, accountates$ receivab
equal or approximate fair value.

Disclosures about the fair value of financial instents are based on relevant information availebles at June 30, 2009. Although management isaware of an
factors that would have a material effect on thevalue amounts reported herein, such amounts haveeen revalued since that date and curremhats of fair value mi
significantly differ from the amounts presentedeier
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
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10. DISCONTINUED OPERATIONS

As part of our business strategy, we from timertetselectively dispose of narore properties and use the net proceeds for imezgs, for repayment of debt anc
retirement of Preferred Stock, or other purposé® fhble below sets forth the net operating resflthose assets classified as discontinued opesatn our Consolidat
Financial Statements. These assets classifiedsasrdinued operations comprise 1.2 million squaeg 6f office and retail properties and 13 rengaidential units sold duril
2008 and the six months ended June 30, 2009. Térmitigns of these assets have been reclassified dto ongoing operations to discontinued operatiansl we will nc

have any significant continuing involvement in thgerations after the disposal transactions:

Three Months Ended

Six Months Ended

June 30, June 30,
2009 2008 2009 2008

Rental and other revenues $ 138 $ 369t $ 3535 $ 7,773
Operating expenses

Rental property and other expen 44¢€ 1,331 1,351 3,016

Depreciation and amortization 15¢E 624 550 1,386

Total operating expenses 608 1,961 1,901 4,402

Other income — 8 2 19

Income before gains on disposition of discontinuedperations 781 1,74¢ 1,63€ 3,39C

Gains on disposition of discontinued operations 20,94 5,027 21,01¢ 8,753

Total discontinued operations $21,72¢ $ 6,77 $ 22,65: $ 12,14:

11. EARNINGS PER SHARE

As described in Note 1, effective January 1, 2008, adopted FSP EITF 03%6-which required us to retroactively revise ourighted average common she

outstanding, basic and diluted, to include ourltotember of restricted common shares outstanding.
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11. EARNINGS PER SHARE - Continued

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

Earnings per common share - basic:
Numerator:
Income from continuing operatiol
Noncontrolling interests in the Operating Partnig:
Noncontrolling interests in consolidated affilia
Dividends on preferred stock
Income from continuing operations available for coom stockholders

Income from discontinued operatic
Noncontrolling interests in the Operating Partngrétom discontinued operations

Income from discontinued operations available fanmon stockholders
Net income available for common stockholders
Denominator:
Denominator for basic earnings per common shareighted average shargls
Earnings per common share - basic:

Income from continuing operations available for coom stockholder
Income from discontinued operations available fammon stockholders

Net income available for common stockholders
Earnings per common share - diluted:
Numerator:
Income from continuing operatiol

Noncontrolling interests in consolidated affilia
Dividends on preferred stock

Income from continuing operations available for coom stockholders before noncontrolling interestthi

Operating Partnersh
Income from discontinued operations

Net income available for common stockholders befamcontrolling interests in the Operating Parthgrs

Denominator:
Denominator for basic earnings per common s-weighted average shar
Add:
Employee and director stock options and warr
Noncontrolling Common Units

Denominator for diluted earnings per common shaadjusted weighted average shares and assumedrsmms$1)

Earnings per common share - diluted:

Income from continuing operations available for coam stockholder
Income from discontinued operations available fammon stockholders

Net income available for common stockholders
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Three Months Ended

Six Months Ended

June 30, June 30,

2009 2008 2009 2008
$ 1535( $ 9,241 $ 27,62: $ 20,60
(790) (407) (1,429 (943
(116) (191) (139 (389)
(1,677) (2,83¢) (3,359 (5,676
12,767 5,811 22,70¢ 13,59¢
21,72¢ 6,772 22,65: 12,14:
(1,269 (439 (1,320 (789)
20,46( 6,33/ 21,33: 11,35¢
$ 33,220 $ 12,148 $ 44,03t $ 24,95(
66,12: 57,45¢ 64,88¢ 57,33i
$ 0.1¢ $ 0.1C $ 03E % 0.24
0.31 0.11 0.32 0.2C
$ 0.5C $ 021 $ 0.6¢ $ 0.44
$ 1535( $ 9,241 $ 27,62: $ 20,60«
(116) (191) (139 (389)
(1,677) (2,83¢) (3,359 (5,676
13,557 6,212 24,13« 14,53¢
21,72¢ 6,772 22,65: 12,14:
$ 35,281 $ 12,98 $ 46,78t $ 26,68
66,12: 57,45¢ 64,88: 57,331
49 42C 30 331
4,062 3,94¢€ 4,068 3,957
70,23¢ 61,82: 68,97¢ 61,62¢
$ 0.1¢ $ 0.1C $ 03 $ 0.2
0.31 0.11 0.3¢ 0.2C
$ 0.5C $ 021 $ 0.6 $ 0.42
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11. EARNINGS PER SHARE - Continued

(1) Options and warrants aggregating 1.2 million ar&drfillion shares were outstanding during the thmeaths ended June 30, 2009 and 2008, respectamdyl.3 and 0
million shares were outstanding during the six rhergnded June 30, 2009 and 2008, respectively brg not included in the treasury method calculaf@ndilutec
earnings per common share because the exercigs pfithe options and warrants were higher thamatieeage market price of Common Stock during tipesods.
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12. SEGMENT INFORMATION

Our principal business is the acquisition, develeptnand operation of rental real estate properié¢s.evaluate our business by product type and grg@hic
locations. Each product type has different custeraed economic characteristics as to rental raté$eams, cost per square foot of buildings, theppses for which custom
use the space, the degree of maintenance and erstupport required and customer dependency oeréiff economic drivers, among others. The operatsglts b
geographic grouping are also regularly reviewedoby chief operating decision maker for assessimfppaance and other purposes. There are no maiatetsegmer
transactions.

The accounting policies of the segments are theesanthose described in Note 1 included hereinopdirations are within the United States and, akioé 30, 2009, |
tenant of the Wholly Owned Properties comprisedenban 8.7% of our consolidated revenues.

The following table summarizes the rental income aet operating income for each reportable segment:

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Rental and Other Revenues() (2) (3)
Office:
Atlanta, GA $ 12,20¢ $ 11,73t $ 23,606 $ 23,28t
Greenville, SC 3,601 3,49¢ 7,23¢ 6,76(
Kansas City, MC 3,71: 3,83t 7,45¢ 7,51¢
Memphis, TN 7,40¢ 6,37¢ 14,44: 12,50¢
Nashville, TN 15,637 15,417 31,04: 30,19:
Orlando, FL 2,84t 2,76¢ 5,79¢ 5,17¢
Piedmont Triad, N( 6,56¢ 6,671 13,10¢ 13,29«
Raleigh, NC 18,22« 16,481 36,57 35,02(
Richmond, VA 11,24( 12,83¢ 22,95 24,42t
Tampa, FL 16,59. 17,03( 33,13: 32,85¢
Total Office Segment 97,93 96,65¢ 195,34¢ 191,03
Industrial:
Atlanta, GA 3,931 3,81¢ 7,872 7,901
Piedmont Triad, NC 3,301 3,577 7,677 7,28¢
Total Industrial Segment 7,23: 7,392 15,54¢ 15,18¢
Retail:
Kansas City, MC 7,66¢ 8,331 15,28( 16,93
Piedmont Triad, N( 14¢ 144 292 284
Raleigh, NC 30 _ 60 _
Total Retail Segment 7,84t 8,481 15,63: 17,215
Residential
Kansas City, MO 302 29¢ 594 602
Total Residential Segment 302 29c¢ 594 602
Total Rental and Other Revenues $ 113,31 $ 112,82¢ $ 227,12. $ 224,04:
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12. SEGMENT INFORMATION - Continued

Three Months Ended Six Months Ended

June 30, June 30,
2009 2008 2009 2008
Net Operating Income: @) (2) (3)
Office:
Atlanta, GA $ 8,03t$ 7,471% 1501t$ 14,98:
Greenville, SC 2,33¢  2,19¢ 4,62 4,24;
Kansas City, MC 2,26C 2,347 4,50¢ 4,48¢
Memphis, TN 4,04t 3,802 8,06: 7,33(
Nashville, TN 10,31¢ 10,023 20,16( 19,95:
Orlando, FL 1,46C 1,471 3,032 2,89¢
Piedmont Triad, N( 4,38¢  4,31¢ 8,55¢ 8,62¢
Raleigh, NC 12,78: 10,46¢ 25,00¢ 23,32¢
Richmond, VA 8,062 8,47¢ 16,057 16,567
Tampa, FL 9,51¢ 10,30: 19,39« 19,80
Other (@) (36) @) (G
Total Office Segment 63,20¢ 60,84( 124,41. 122,16:
Industrial:
Atlanta, GA 2,932 2,851 5,98: 6,02¢
Piedmont Triad, NC 2,44, 2.81: 5,99t 5,741
Total Industrial Segment 5,37¢  5,66¢ 11,97¢ 11,76¢
Retail:
Atlanta, GA@) (6) 9) (12 (14)
Kansas City, MC 5,08t 5,66¢ 9,93¢ 11,457
Piedmont Triad, N( 124 117 234 231
Raleigh, NC 8 (25) 10 (48)
Total Retail Segment 5,211 5751 10,16€  11,62¢
Residential
Kansas City, MC 183 66 35& 26C
Raleigh, NC4) (129) 6 (139 (7
Total Residential Segment 54 72 21E 252
Total Net Operating Income 73,85 72,327 146,77: 145,80t
Reconciliation to income before disposition of proprty and condominiums and equity in earnings of unensolidated affiliates
Depreciation and amortizatic (32,937 (30,74¢) (65,96() (61,09¢)
General and administrative expel (9,48¢) (10,76¢) (17,807 (20,47
Interest expens (21,344 (24,79%) (43,32() (49,63¢)
Interest and other income 2,91¢ 1,597 3,921 2,38¢
Income before disposition of property and condomirs and equity in earnings of unconsolidated afét $13,00:$ 7,61¢$ 2361:$% 16,98¢

(1) Net of discontinued operatior
(2) The Piedmont Triad market encompasses the GreemabdrWinsto-Salem metropolitan are
(3) The Raleigh market encompasses the Raleigh, DurGany,and Research Triangle metropolitan ¢

(4) Negative NOI with no corresponding revenues reprssexpensed real estate taxes and other carrgistg associated with land held for development ithatirrenth
zoned for retail and residential properti
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HIGHWOODS PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(tabular dollar amounts in thousands, except per sire data)

13. SUBSEQUENTEVENTS

We have evaluated events subsequent to June 38 a@@lthrough August 4, 2009 (the issuance datiei®fnterim report on Form 1Q) for purposes of these financ
statements and disclosures.

We have a 42.93% interest in a joint venture witkeianderFonds 97/26 and 99/32. Subsequent to June 30, #ti69pint venture classified one property as Heh

sale and, on July 24, 2009, sold this asset fosgproceeds of $7.1 million. The joint venture wétord a $0.5 million impairment loss in the thipdarter of 2009. We w
record $0.2 million as our proportionate shareh@f impairment loss through equity in earnings méansolidated affiliates in the third quarter o020
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HIGHWOODS REALTY LIMITED PARTNERSHIP
CONSOLIDATED BALANCE SHEETS

(Unaudited and in thousands, except unit and perRamunts)

Assets:
Real estate assets, at ct
Land
Buildings and tenant improvemer

Development in proces
Land held for development

Less-accumulated depreciation
Net real estate assets

For-sale residential condominiums
Real estate and other assets, net, held fol
Cash and cash equivalel
Restricted cas
Accounts receivable, net of allowance of $2,836 $h@81, respectivel
Notes receivable, net of allowance of $418 and $dé&spectively

Accrued straight-line rents receivable, net ofwhace of $1,903 and $2,082,
respectively

Investment in unconsolidated affiliat

Deferred financing and leasing costs, net of acdatad amortization of $50,752
and $52,586, respective
Prepaid expenses and other assets

Total Assets

Liabilities, Redeemable Operating Partnership Unitsand Equity:
Mortgages and notes payal
Accounts payable, accrued expenses and otheritie®
Financing obligations
Total Liabilities
Commitments and Contingenci
Redeemable Operating Partnership Ur
Common Units, 4,058,872 and 4,067,163 outstandagpectively

Series A Preferred Units (liquidation preferenced®0 per unit), 29,092 shares
issued and outstandir

Series B Preferred Units (liquidation preferencg $&r unit), 2,100,000
shares issued and outstand

Total Redeemable Operating Partnership Units
Equity:
Common Units
General partner Common Units, 744,980 and 672,3@dtanding, respective

Limited partner Common Units, 69,694,173 and 62,896 outstanding,
respectively

Accumulated other comprehensive |
Noncontrolling interests in consolidated affiliates

Total Equity

Total Liabilities, Redeemable Operating Partnersbiits and
Equity

June 30, December 31,
2009 2008
$ 349,38t $ 352,87:
2,808,83 2,819,84.
67,56: 61,93¢
99,23: 98,94¢
3,325,01! 3,333,601
(743,75)) (714,229
2,581,26: 2,619,37!
19,66( 24,28¢
1,24¢ 1,242
13,34 13,64¢
14,707 2,25¢
18,05( 23,681
3,33( 3,60z
81,76« 79,97¢
65,40¢ 66,511
70,05¢ 73,21¢
36,65: 37,04¢
$ 2,90547 $ 2,944,85!
$ 1,428,65 $ 1,604,68!
134,20: 135,60¢
34,75¢ 34,17¢
1,597,611 1,774,46!
90,79¢ 111,27¢
29,09: 29,09z
52,50( 52,50(
172,38t 192,87(
11,33t 9,75¢
1,122,40 966,37¢
(4,327) (4,792)
6,06¢ 6,17¢
1,135,48 977,52
$ 2,90547 $ 2,944,85!

See accompanying notes to consolidated finan@#stents.
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HIGHWOODS REALTY LIMITED PARTNERSHIP

(Unaudited and in thousands, except per unit anspunt

Rental and other revenues
Operating expenses:
Rental property and other expen
Depreciation and amortizatic
General and administrative
Total operating expenses
Interest expense:
Contractua

Amortization of deferred financing cos
Financing obligations

Other income:
Interest and other incon
Gain on debt extinguishment

Income before disposition of property and condominims and equity in
earnings of unconsolidated affiliates
Gains on disposition of proper
Gains on fo-sale residential condominiur
Equity in earnings of unconsolidated affiliates
Income from continuing operations
Discontinued operations:

Income from discontinued operatic
Gains on disposition of discontinued operations

Net income

Net (income) attributable to noncontrolling inteeei consolidated affiliates
Distributions on preferred units

Net income available for common unitholders
Earnings per common unit - basic:

Income from continuing operations available for coom unitholder:
Income from discontinued operations available fammon unitholders

Net income available for common unitholders
Weighted average common units outstanding - basic
Earnings per common unit - diluted:

Income from continuing operations available for coom unitholder:
Income from discontinued operations available fummon unitholders

Net income available for common unitholders
Weighted average common units outstanding - diluted
Distributions declared per common unit
Net income available for common unitholders:

Income from continuing operations available for coom unitholder:
Income from discontinued operations available fammon unitholders

Net income available for common unitholders

See accompanying notes to consolidated financ#stents.

CONSOLIDATED STATEMENTS OF INCOME
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Three Months Ended

Six Months Ended

June 30, June 30,
2009 2008 2009 2008

$ 113,31 $ 112,82t $ 227,120 $ 224,04
39,36 40,501 80,101 78,08t
32,931 30,74¢ 65,96( 61,09¢
9,581 10,76¢ 18,05: 20,62«
81,87¢ 82,01¢ 164,11: 159,80:
19,94¢ 23,34¢ 40,52« 46,80¢
689 68€ 1,351 1,32¢
71C 764 1,44¢ 1,504
21,34¢ 24,79 43,32( 49,63¢
2,28¢ 1,591 3,291 2,38¢
63C — 63C —
2,91« 1,597 3,921 2,38¢
13,00¢ 7,61¢ 23,611 16,991
194 107 213 107
28¢ — 63€ —
1,847 1,50¢ 3,11C 3,481
15,33¢ 9,22¢ 27,57( 20,57¢
781 1,74 1,63¢ 3,39(
20,94 5,021 21,01¢ 8,75¢%
21,72¢ 6,772 22,65z 12,14:
37,05¢ 16,00 50,22 32,72
(11¢) (191) (1349 (389
(1,67%) (2,83¢%) (3,359 (5.676)
$ 35,26¢ $ 12,97: $ 46,73¢ $ 26,651
$ 0.2C $ 0.1C $ 0.3t $ 0.24
0.31 0.11 OI8E 0.2C
$ 051 $ 021 $ 0.6¢ $ 0.44
69,77¢ 60,99% 68,53¢ 60,88t
$ 0.2C $ 0.1C $ 0.3t $ 0.24
0.31 0.11 0.33 0.2C
$ 0.51 $ 021 $ 0.6 $ 0.44
69,82¢ 61,418 68,56¢ 61,21¢
$ 042t $ 042t $ 0.85C $ 0.85(
$ 13,54: $ 6,20C $ 24,08: $ 14,51«
21,72¢ 6,772 22,65: 12,14
$ 35,26¢ $ 1297: $ 46,73¢ $ 26,651
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Balance at December 31, 2008
Issuance of Common Units, r
Distributions on Common Unit
Distributions on Preferred Uni

Amortization of restricted stock and
stock options

Distribution to noncontrolling interest in
consolidated affiliate

Adjustment of Redeemable Common Units to
fair value

Net (income) attributable to noncontrollil
interests in consolidated affiliat

Comprehensive incom

Net income
Other comprehensive loss

Total comprehensive income
Balance at June 30, 2009

HIGHWOODS REALTY LIMITED PARTNERSHIP
CONSOLIDATED STATEMENT OF EQUITY
Six Months Ended June 30, 2009
(Unaudited and in thousands)

Common Units

Accumulated

Noncontrolling

Other Interests in
General Limited Comprehensive Consolidated Total
Partner Partner Loss Affiliates Capital
$ 9,75¢ $ 966,37¢ $ (4,792 $ 6,17¢ $ 977,52:
1,44% 142,82: — — 144,26:
(572) (56,606 — — (57,17¢)
(34) (3,320 — — (3,359
36 3,531 — — 3,572
— — — (245) (245)
20z 20,01( — — 20,212
(1) (133) — 134 —
502 49,72( — — 50,22:
— — 465 — 465
50,687
$ 1133 $ 1,12240 $ (4,327 $ 6,065 $  1,13548I

See accompanying notes to consolidated financsistents.
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HIGHWOODS REALTY LIMITED PARTNERSHIP
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited and in thousands)

Six Months Ended

June 30,
2009 2008
Operating activities:
Net income $ 50,22: $ 32,72
Adjustments to reconcile net income to net caskipesl by operating activitie:
Depreciatior 58,71¢ 54,87¢
Amortization of lease commissio 7,792 7,60¢
Amortization of lease incentives 54¢& 486
Amortization of restricted stock and stock optit BISIE 3,94(
Amortization of deferred financing cos 1,351 1,324
Amortization of accumulated other comprehensive (141) 126
Gain on debt extinguishme (630) —
Gains on disposition of properti (21,229 (8,860)
Gains on disposition of f-sale residential condominiur (63€) —
Equity in earnings of unconsolidated affilia (3,110 (3,487)
Change in financing obligatior 584 74
Distributions of earnings from unconsolidated &fits 2,05¢ 3,452
Changes in operating assets and liabilit
Accounts receivable &, 71LE 3,282
Prepaid expenses and other as (1,269 (2,54¢)
Accrued straigt-line rents receivabl (2,257) (4,29¢)
Accounts payable, accrued expenses and otheritiesil 5,35¢ (5,400
Net cash provided by operating activities 104,64¢ 83,30¢
Investing activities:
Additions to real estate assets and deferred lgasists (68,85)) (114,379
Proceeds from disposition of real estate as 61,55¢ 29,45;
Proceeds from disposition of -sale residential condominiur 5,21t —
Distributions of capital from unconsolidated aities 2,87¢ 1,49¢
Net repayments of notes receiva 272 1,47¢
Contributions to unconsolidated affiliat (500) (12,347
Changes in restricted cash and other investingities (12,030 (22,589
Net cash used in investing activities (11,459 (116,879
Financing activities:
Distributions on Common Uni (57,179 (51,667)
Distributions on Preferred Uni (3,359 (5,67€)
Distributions to noncontrolling interests in coridated affiliates (24%) 471)
Net proceeds from the sale of Common U 144,26 6,122
Repurchase of Common Units from noncontrolling riests — (3,299
Borrowings on revolving credit facilit 122,00( 242,55(
Repayments of revolving credit facili (177,000 (212,35()
Borrowings on mortgages and notes payi 53,42¢ 164,99!
Repayments of mortgages and notes pay (173,849 (105,16))
Contributions from noncontrolling interests in colidated affiliates — 625
Additions to deferred financing costs (1,562) (1,239
Net cash (used in)/provided by financing activities (93,497 34,44¢
Net (decrease)/increase in cash and cash equis: (307) 871
Cash and cash equivalents at beginning of the grerio 13,64¢ 3,144
Cash and cash equivalents at end of the period $ 13,34: $ 4,01F

See accompanying notes to consolidated finana#stents.
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HIGHWOODS REALTY LIMITED PARTNERSHIP
CONSOLIDATED STATEMENTS OF CASH FLOWS - Continued
(Unaudited and in thousands)

Supplemental disclosure of cash flow information:

Cash paid for interest, net of amounts capitalizedludes cash distributions to owners of sold prtges accounted for as
financings of $272 and $800 for 2009 and 2008, retsyedy)

Supplemental disclosure of non-cash investing anéhfincing activities:

Assets:
Prepaid expenses and other assets

Liabilities:
Accounts payable, accrued expenses and otheiitiiedil
Redeemable Operating Partnership Units and Equity

See accompanying notes to consolidated finan@a#stents.
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Six Months Ended
June 30,

2009 2008

$ 43,38 $ 50,45¢

Six Months Ended

June 30,
2009 2008
$ 19z $ 292
$ 19z $ 292
$ (4193 142
$ (419 3 142

$ 60€ $ 15C
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HIGHWOODS REALTY LIMITED PARTNERSHIP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2009
(tabular dollar amounts in thousands, except per ui data)
(Unaudited)

1. DESCRIPTION OF BUSINESSAND SIGNIFICANT ACCOUNTING POLICIES

Description of Business

Highwoods Properties, Inc., together with its cdidsted subsidiaries (the "Company"), is a fullyeigrated, self-administered and selnaged equity real est
investment trust ("REIT") that operates in the beastern and midwestern United States. The Compangtucts virtually all of its activities through dgfiwoods Reall
Limited Partnership (the “Operating Partnershig$.of June 30, 2009, the Company and/or the Opey&artnership wholly owned: 307 srrvice office, industrial and ret
properties; 96 rental residential units; 580 acriesndeveloped land suitable for future developmehtvhich 490 acres are considered core holdiagsadditional six offic
and industrial properties under development; antb6sale residential condominiums.

The Company is the sole general partner of the &ipey Partnership. As of June 30, 2009, the Compamyed all of the preferred partnership intereSBrdferre
Units”) and 70.4 million, or 94.6%, of the commoarmership interests (“Common Unitst) the Operating Partnership. The Company hasit to put any and all of tl
Preferred Units to the Operating Partnership irharge for their liquidation preference plus accrard unpaid distributions in the event of a coroesiing redemption by tl
Company of the underlying Preferred Stock. Limiattners (including certain officers and directofsthe Company) own the remaining 4.1 million Conmmidnits
Generally, the Operating Partnership is requirecetteem each Common Unit at the request of theehalereof for cash equal to the value of one sbathe Company
Common Stock, $.01 par value (the “Common Stockgsed on the average of the market price for thérdding days immediately preceding the notice ddtsuct
redemption, provided that the Company at its optitay elect to acquire any such Common Units preskfdr redemption for cash or one share of CommimekS The
Common Units owned by the Company are not redeem&hlring the six months ended June 30, 2009, trapgany redeemed 8,291 Common Units for a like nurok
shares of Common Stock.

Common Stock Offering

On June 1, 2009, the Company issued in a publierioff approximately 7.0 million shares of Commoncgtfor net proceeds of $144.1 million. As requitadthe
terms of the partnership agreement of the Operatmgnership, the net proceeds from the offeringeve®ntributed to the Operating Partnership in arge for addition:
Common Units. The net impact of the offering anel tedemptions discussed above was to increasestherpage of Common Units owned by the Company 8dr% as ¢
December 31, 2008 to 94.6% as of June 30, 2009uBe 1, 2009, we used a portion of the net procektie offering to retire the remaining $107.2lrail principal amour
of a secured loan; we incurred no prepayment pesalfhe remaining net proceeds from the offerirgemused to reduce the amount of borrowings owutstgrunder ot
revolving credit facility.

Basis of Presentation
Our Consolidated Financial Statements are preparednformity with accounting principles generadigcepted in the United States of America (“GAARRE more

fully described in Note 10, the Consolidated Staets of Income for the three and six months endee 30, 2008 were revised from previously repoaedunts to reflect
discontinued operations the operations for thospgities sold during 2008 and the first six morth8009 which qualified for discontinued operatigmesentation.
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HIGHWOODS REALTY LIMITED PARTNERSHIP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(tabular dollar amounts in thousands, except per uit data)

1. DESCRIPTION OF BUSINESSAND SIGNIFICANT ACCOUNTING POLICIES - Continued

Effective January 1, 2009, we adopted SFAS No. 180ncontrolling Interests in Consolidated Finamcsatements — an amendment of ARB No. 51SKAS No
160"), which defines a noncontrolling interest in a coidaibd subsidiary as the portion of the equity isulsidiary not attributable, directly or indirggtto the parent ai
requires noncontrolling interests to be presensed separate component of equity in the ConsolidBtgance Sheet subject to the provisions of EIT#8D Classification an
Measurement of Redeemable Securities” (“EITF D-98HAS No. 160 also modifies the presentation ofimeame by requiring earnings and other comprehenisizome t
be attributable to controlling and noncontrollimjerests. SFAS No. 160 requires retroactive treatifiog all periods presented. Below are the stephiawe taken as a resul
the implementation of this standard with respegrgviously reported amounts:

¢ We have reclassified the noncontrolling interestcdnsolidated affiliates from the mezzanine sectd our Consolidated Balance Sheet to equity.
reclassification totaled $6.2 million as of Decem8g, 2008

¢ Netincome attributable to noncontrolling intereistsonsolidated affiliates are no longer deductén determining net income. As a result, net ineda
the three and six months ended June 30, 2008 sexle®0.2 million and $0.4 million from the previguseported amounts, respectively. The adoptiothiz
standard had no effect on our net income availfasleommon unitholders or our earnings per commuih

Effective January 1, 2009, we adopted FASB Staf§itkm EITF 03-6-1, “Determining Whether InstrumerBranted in SharBased Payment Transactions
Participating Securities” (“FSP EITF 03-6-1"As a result, our weighted average common sharestamding, basic and diluted, for the three and msbnths ende
June 30, 2008 were revised from previously repoat@dunts to include our total number of restriatechmon units outstanding. For the three months eéeddee 30, 200
weighted average common units outstanding, basit diluted, are 516,076 and 330,166 units highen theeviously reported, respectively. For the sixnthe ende
June 30, 2008, weighted average common units oulistg, basic and diluted, are 504,611 and 335,%i higher than previously reported, respectivBlgsic earnings p
common unit for the three and six months ended 30n2008 is unchanged from amounts previouslyntedoDiluted earnings per common unit for the ¢hneonths ende
June 30, 2008 is unchanged from the amount prelyioeported and, for the six months ended Jun€308, is $0.01 lower than previously reported.

The Consolidated Financial Statements include wholvned subsidiaries and those subsidiaries in kvhie own a majority voting interest with the alyilio contro
operations and where no substantive participatigigts or substantive kick out rights have been @@ro the noncontrolling interest holders. Allrgficant intercompan
transactions and accounts have been eliminated.

The unaudited interim consolidated financial staeta and accompanying unaudited consolidated fiaairformation, in the opinion of management, eontal
adjustments (including normal recurring accruakjessary for a fair presentation of our financ@sipon, results of operations and cash flows. \&eehomitted certain not
and other information from the interim consolidafethncial statements presented in this Quartegpd®t on Form 1@ as permitted by SEC rules and regulations. 1
consolidated financial statements should be readjunction with our 2008 Annual Report on FormKLO
Use of Estimates

The preparation of consolidated financial statemémtaccordance with GAAP requires us to make eggémand assumptions that affect the amounts ezpartthe
consolidated financial statements and accompanyites. Actual results could differ from those esties.
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HIGHWOODS REALTY LIMITED PARTNERSHIP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(tabular dollar amounts in thousands, except per uit data)

1. DESCRIPTION OF BUSINESSAND SIGNIFICANT ACCOUNTING POLICIES - Continued
Income Taxes

The Company has elected and expects to contingaalify as a REIT under Sections 856 through 86theflnternal Revenue Code of 1986, as amendearpocat
REIT is a legal entity that holds real estate asaatl, through the payment of dividends to stoakdrs], is generally permitted to reduce or avoidghgment of federal al
state income taxes at the corporate level. To mamualification as a REIT,