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PART I - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

We refer to Highwoods Properties, Inc. as the Company, Highwoods Realty Limited Partnership as the Operating Partnership, the Company s

common stock as  Common Stock, the Company s preferred stock as Preferred Stock, the Operating Partnership s common partnership interests as
Common Units, the Operating Partnership s preferred partnership interests as Preferred Units and in-service properties (excluding rental

residential units) to which the Company and/or the Operating Partnership have title and 100.0% ownership rights as the Wholly Owned

Properties.
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HIGHWOODS PROPERTIES, INC.

CONSOLIDATED BALANCE SHEETS

(Unaudited and in thousands, except share and per share amounts)

September 30,

2008
Assets:
Real estate assets, at cost:
Land $ 360,496
Buildings and tenant improvements 2,824,695
Development in process 79,354
Land held for development 100,271

3,364,816

Less-accumulated depreciation (700,517
Net real estate assets 2,664,299
Real estate and other assets, net, held for sale 8,607
Cash and cash equivalents 13,667
Restricted cash 8,940
Accounts receivable, net of allowance of $1,275 and $935, respectively 23,755
Notes receivable, net of allowance of $452 and $68, respectively 3,660
Accrued straight-line rents receivable, net of allowance of $1,406 and $440,
respectively 79,505
Investment in unconsolidated affiliates 68,470
Deferred financing and leasing costs, net of accumulated amortization 73,224
Prepaid expenses and other assets 40,345
Total Assets $ 2,984,472
Liabilities, Minority Interest and Stockholders Equity:
Mortgages and notes payable $ 1,588,954
Accounts payable, accrued expenses and other liabilities 150,862
Financing obligations 35,195
Total Liabilities 1,775,011
Commitments and Contingencies
Minority interest 70,289

Stockholders Equity:
Preferred Stock, $.01 par value, 50,000,000 authorized shares;

8 5/8% Series A Cumulative Redeemable Preferred Shares (liquidation

preference $1,000 per share), 29,092 and 82,937 shares issued and

outstanding at September 30, 2008 and December 31, 2007, respectively 29,092
8% Series B Cumulative Redeemable Preferred Shares (liquidation

preference $25 per share), 2,100,000 shares issued and

outstanding at both September 30, 2008 and December 31, 2007 52,500
Common stock, $.01 par value, 200,000,000 authorized shares;

63,545,368 and 57,167,193 shares issued and outstanding at

September 30, 2008 and December 31, 2007, respectively 635
Additional paid-in capital 1,656,516
Distributions in excess of net earnings (597,254

Accumulated other comprehensive loss 2,317

December 31,
2007

$ 357,841
2,708,989
101,661
103,365
3,271,856
(649,765
2,622,091
10,466
3,140
15,896
23,521
5,226

74,427
58,046
72,188
41,954

$ 2,926,955

$ 1,641,987
157,766
35,071
1,834,824

70,098

82,937

52,500

572
1,448,055
(561,093
(938

)
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Total Stockholders Equity 1,139,172 1,022,033
Total Liabilities, Minority Interest and Stockholders Equity $ 2,984,472 $ 2,926,955

See accompanying notes to consolidated financial statements.
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HIGHWOODS PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF INCOME

(Unaudited and in thousands, except per share amounts)

Rental and other revenues

Operating expenses:

Rental property and other expenses
Depreciation and amortization
Impairment of assets held for use
General and administrative

Total operating expenses

Interest expenses:

Contractual

Amortization of deferred financing costs
Financing obligations

Other income:
Interest and other income

Income before disposition of property, insurance gain, minority
interest and equity in earnings of unconsolidated affiliates

Net gains on disposition of property

Gain from property insurance settlement

Minority interest

Equity in earnings of unconsolidated affiliates

Income from continuing operations

Discontinued operations:

Income from discontinued operations, net of minority interest

Net gains on sales of discontinued operations, net of

minority interest
Release of FASB FIN 48 tax liability

Net income
Dividends on preferred stock

Excess of preferred stock redemption/repurchase cost over

carrying value
Net income available for common stockholders

Net income per common share - basic:

Income from continuing operations

Income from discontinued operations

Net income

Weighted average common shares outstanding - basic

Net income per common share - diluted:

Three Months Ended

September 30,

2008 2007

$ 116,207 $ 107,580
42,165 38,682
32,109 31,891

789
8,885 9,649
83,159 81,011
22,995 23,728
714 616
783 981
24,492 25,325
1,019 1,469
1,019 1,469
9,575 2,713
1,745 1,288
(813 (262
1,214 1,207
11,721 4,946
50 846
2,940 6,175
1,473

2,990 8,494
14,711 13,440
(2,451 (2,680
(108 (842

$ 12,152 $ 9,918

$ 0.16 $ 0.03
0.05 0.15

$ 0.21 $ 0.18
58,497 56,628

Nine Months Ended
September 30,
2008 2007

$ 346,154 $ 318,188

122,591 113,909
94,359 90,476
789
29,362 31,428
246,312 236,602
69,803 69,514
2,038 1,791
2,287 2,968
74,128 74,273
3,425 5,094
3,425 5,094
29,139 12,407
1,852 20,372
4,128
(2,313 ) (3,202
4,723 12,930
33,401 46,635
811 2,646
11,125 24,533
1,473
11,936 28,652
45,337 75,287

(8,127 ) (10,639

(108 ) (2,285
$ 37,102 $ 62,363
$ 0.44 $ 0.60
0.21 0.51
$ 0.65 $ 111
57,387 56,376
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Income from continuing operations

Income from discontinued operations

Net income

Weighted average common shares outstanding - diluted
Dividends declared per common share

See accompanying notes to consolidated financial statements.

$ 0.16
0.05

$ 0.21
62,938

$ 0.425

$ 0.02
0.15

$ 0.17
61,396

$ 0425

$ 043
0.21

$ 0.64
61,865

$ 1.275

$ 0.59
0.50

$ 1.09
61,611

$ 1.275
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HIGHWOODS PROPERTIES, INC.

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY
For the Nine Months Ended September 30, 2008

(Unaudited and in thousands, except share amounts)

Accum-
ulated
Other
Number of Additional Compre-
Common Common Series A  Series B Paid-In hensive
Shares Stock Preferred Preferred Capital Loss
Balance at December 31, 2007 57,167,193  $572 $82,937 $52,500 $1,448,055 $(938
Issuances of Common Stock, net 6,167,284 62 209,722
Redemptions of Common Units
to Common Stock 44,814 1,524
Common Stock dividends
Preferred Stock dividends
Adjustment to minority interest of
unitholders in the Operating
Partnership (9,523 )
Issuances of restricted stock, net 166,077
Amortization of restricted stock
and stock options 1 5,284
Redemptions/repurchases of
Preferred Stock (53,845 ) 1,454
Comprehensive income:
Net income
Other comprehensive
loss (1,379
Total comprehensive income
Balance at September 30, 2008 63,545,368 $ 635 $29,092 $52,500 $1,656,516 $(2,317

See accompanying notes to consolidated financial statements.

Distri-
butions
in Excess
of Net

Earnings Total
) $(561,093 ) $1,022,033
209,784

1,524
(73263 ) (73263
(8,127 ) (8,127

(9,523

5,285

(108 ) (52,499
45,337 45,337
) (1,379

43,958
) $(597,254 ) $1,139,172

)

)
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HIGHWOODS PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited and in thousands)

Nine Months Ended

September 30,

2008 2007
Operating activities:
Net income $ 45,337 $ 75,287
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation 83,151 82,425
Amortization of lease commissions 11,441 10,532
Amortization of lease incentives 783 719
Amortization of restricted stock and stock options 5,285 3,814
Amortization of deferred financing costs 2,038 1,791
Amortization of accumulated other comprehensive loss 174 431
Impairment of assets held for use 789
Net gains on disposition of properties (13,742 ) (46,835
Gain from property insurance settlement (4,128
Minority interest 3,134 5,329
Equity in earnings of unconsolidated affiliates (4,723 ) (12,930
Release of FASB FIN 48 tax liability (1,424
Change in financing obligations 124 302
Distributions of earnings from unconsolidated affiliates 4,561 5,169
Changes in operating assets and liabilities:
Accounts receivable (747 ) (3,555
Prepaid expenses and other assets (1,429 ) (4,209
Accrued straight-line rents receivable (5,263 ) (3,367
Accounts payable, accrued expenses and other liabilities (1,983 ) 10,669
Net cash provided by operating activities 128,141 120,809
Investing activities:
Additions to real estate assets and deferred leasing costs (165,722 ) (212,148
Proceeds from disposition of real estate assets 37,258 109,639
Proceeds from property insurance settlement 4,940
Distributions of capital from unconsolidated affiliates 2,343 14,998
Net repayments of notes receivable 1,566 2,714
Contributions to unconsolidated affiliates (12,341 ) 4,716
Changes in restricted cash and other investing activities 8,295 (13,345
Net cash used in investing activities (128,601 ) (97,918
Financing activities:
Distributions paid on Common Stock and Common Units (78,290 ) (77,717
Redemption/repurchase of Preferred Stock (52,499 ) (62,256
Dividends paid on Preferred Stock (8,127 ) (10,639
Distributions to minority partner in consolidated affiliate (3,247 ) (1,893
Net proceeds from the issuance of Common Stock 209,784 6,716
Repurchase of Common Units (3,293 ) (27,402
Borrowings on revolving credit facility 350,650 318,800
Repayments of revolving credit facility (445,950 ) (509,000
Borrowings on mortgages and notes payable 177,918 413,491
Repayments of mortgages and notes payable (135,742 ) (87,012
Payments on financing obligations (913
Contributions from minority interest partner 625 5,111
Additions to deferred financing costs (842 ) (3,399
Net cash provided by/(used in) financing activities 10,987 (36,113
Net increase/(decrease) in cash and cash equivalents 10,527 (13,222

10
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Cash and cash equivalents at beginning of the period 3,140 16,690
Cash and cash equivalents at end of the period $ 13,667 $ 3,468

See accompanying notes to consolidated financial statements.

11
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HIGHWOODS PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS - Continued

(Unaudited and in thousands)

Supplemental disclosure of cash flow information:

Nine Months Ended
September 30,
2008 2007
Cash paid for interest, net of amounts capitalized (excludes cash distributions to owners of sold properties
accounted for as financings of $1,219 and $1,676 for 2008 and 2007, respectively) $ 77,198  $ 69,220

Supplemental disclosure of non-cash investing and financing activities:

The following table summarizes the net asset acquisitions and dispositions subject to mortgage notes payable and other non-cash transactions.

There were no non-cash investing and financing activities during the nine months ended September 30, 2007.

Nine Months Ended

September 30,

2008 2007
Assets:
Prepaid expenses and other assets $ (1,553 ) $

$ (1,553 ) $
Liabilities:
Accounts payable, accrued expenses and other liabilities $ $

$ $
Minority Interest and Stockholders Equity $ (1,553 ) $

See accompanying notes to consolidated financial statements.

12
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HIGHWOODS PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2008
(tabular dollar amounts in thousands, except per share data)

(Unaudited)

1 DESCRIPTION OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES

Description of Business

Highwoods Properties, Inc., together with its consolidated subsidiaries (the "Company"), is a fully-integrated, self-administered and
self-managed equity real estate investment trust ("REIT") that operates in the southeastern and midwestern United States. The Company
conducts virtually all of its activities through Highwoods Realty Limited Partnership (the Operating Partnership ). At September 30, 2008, the
Company and/or the Operating Partnership wholly owned: 311 in-service office, industrial and retail properties; 96 rental residential units; 619
acres of undeveloped land suitable for future development, of which 479 acres are considered core holdings; and an additional 10 properties
under development.

At September 30, 2008, the Company owned all of the preferred partnership interests ( Preferred Units ) and 94.2% of the common partnership
interests ("Common Units") in the Operating Partnership. Limited partners (including certain officers and directors of the Company) own the
remaining Common Units. During the nine months ended September 30, 2008, the Company redeemed 106,613 Common Units for $3.3 million
in cash and redeemed 44,814 Common Units for a like number of shares of Common Stock.

Common Stock Offering

On September 12, 2008, the Company sold 5.5 million shares of Common Stock for net proceeds of $195.0 million. As required by the terms of
the partnership agreement of the Operating Partnership, the net proceeds from the offering were contributed to the Operating Partnership in
exchange for 5.5 million additional Common Units. The net impact of the offering and the redemptions discussed above increased the
percentage of Common Units owned by the Company from 93.3% at December 31, 2007 to 94.2% at September 30, 2008. In September 2008, a
portion of the net proceeds of the offering were used to repurchase 53,845 outstanding 8 5/8% Series A Cumulative Redeemable Preferred
Shares for an aggregate purchase price of $52.5 million. The remaining net proceeds from the offering were used to reduce the amount of
borrowings outstanding under our revolving credit facility.

Basis of Presentation

13
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Our Consolidated Financial Statements are prepared in accordance with U.S. Generally Accepted Accounting Principles ( GAAP ). As required

by Statement of Financial Accounting Standard No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets ( SFAS No. 144 ), the
Consolidated Balance Sheet at December 31, 2007 was revised from previously reported amounts to reflect in real estate and other assets held

for sale those properties held for sale at September 30, 2008. The Consolidated Statements of Income for the three and nine months ended

September 30, 2007 were also revised from previously reported amounts to reflect in discontinued operations the operations of any property sold

or held for sale in the first nine months of 2008.

The Consolidated Financial Statements include the Operating Partnership, wholly owned subsidiaries and those subsidiaries in which we own a
majority voting interest with the ability to control operations of the subsidiaries and where no substantive participating rights or substantive kick
out rights have been granted to the minority interest holders. All significant intercompany transactions and accounts have been eliminated.

14
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HIGHWOODS PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(tabular dollar amounts in thousands, except per share data)

1 DESCRIPTION OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES - Continued

The unaudited interim financial statements and accompanying unaudited financial information, in the opinion of management, contain all
adjustments (including normal recurring accruals) necessary for a fair presentation of our financial position, results of operations and cash flows.
We have condensed or omitted certain notes and other information from the interim financial statements presented in this Quarterly Report on
Form 10-Q as permitted by SEC rules and regulations. These financial statements should be read in conjunction with our 2007 Annual Report on
Form 10-K.

The preparation of financial statements in accordance with GAAP requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes. Actual results could differ from those estimates.

Income Taxes

The Company has elected and expects to continue to qualify as a REIT under Sections 856 through 860 of the Internal Revenue Code of 1986, as
amended (the Code ). We conduct certain business activities through a taxable REIT subsidiary, as permitted under the Code. The taxable REIT
subsidiary is subject to federal and state income taxes on its net taxable income. Our financial statements include the operations of our taxable
REIT subsidiary which is not entitled to a dividends paid deduction.

Minority Interest

Minority interest in the accompanying Consolidated Financial Statements relates primarily to the ownership by various individuals and entities
other than the Company of Common Units in the Operating Partnership. In addition, minority interest is also recorded for the 50.0% interest in a
consolidated affiliate, Highwoods-Markel Associates, LLC ( Markel ), the equity interest owned by a third party in a consolidated venture formed
during 2006 with Real Estate Exchange Services ( REES ), and the 7% equity interest owned by a third party in Plaza Residential, LLC, a
consolidated joint venture formed in February 2007 related to a residential condominium project. As of September 30, 2008, minority interest in
the Operating Partnership consisted of 3.9 million Common Units, which had an aggregate market value of $138.9 million based on the $35.56

per share closing price of the Common Stock as of such date.

15
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Following is minority interest as reflected in our Consolidated Statements of Income and Consolidated Balance Sheets:

Three Months Ended Nine Months Ended

September 30, September 30,

2008 2007 2008 2007
Amount shown as minority interest in continuing operations (1) $ (813 ) $ (262 ) $ (2,313 ) $ (3,202 )
Amount related to income from discontinued operations A3 ) (60 ) (56 ) (197 )
Amount related to gains on sales of discontinued operations 197 ) (442 ) (765 ) (1,930 )
Total minority interest in net income $ (1,013 ) $ (764 ) $ (3,134 ) $ (5,329 )

(1) Minority interest related to the consolidated entities other than the Operating Partnership amounted to $201,000 and $170,000,
respectively, for the three months ended September 30, 2008 and 2007 and $590,000 and $518,000, respectively, for the nine months
ended September 30, 2008 and 2007.
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HIGHWOODS PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(tabular dollar amounts in thousands, except per share data)

1 DESCRIPTION OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES - Continued

September 30, December 31,
2008 2007
Minority interest in the Operating Partnership $ 65,517 $ 63,294
Minority interest in Markel 3,975 3,446
Minority interest in REES 2,561
Minority interest in Plaza Residential 797 797
Total minority interest $ 70,289 $ 70,098

Impact of Newly Adopted and Issued Accounting Standards

In September 2006, the FASB issued Statement No. 157, Fair Value Measurements ( SFAS No. 157 ), which defines fair value, establishes a
framework for using fair value to measure assets and liabilities, and expands disclosures about fair value measurements. The statement applies
whenever other statements require or permit assets or liabilities to be measured at fair value. SFAS No. 157 became effective for fiscal years
beginning after November 15, 2007, except for nonfinancial assets and liabilities that are recognized or disclosed at fair value in the financial
statements on a nonrecurring basis, for which application has been deferred for one year. We adopted SFAS No. 157 in the first quarter of 2008
(See Note 8).

In November 2006, the FASB ratified EITF Issue No. 06-8, Applicability of the Assessment of a Buyer s Continuing Investment under FASB
Statement No. 66 for Sales of Condominiums. EITF No. 06-8 provided additional guidance on whether the seller of a condominium unit is
required to evaluate the buyer s continuing investment under SFAS No. 66 in order to recognize profit from the sale under the percentage of
completion method. The EITF concluded that both the buyer s initial and continuing investment must meet the criteria in SFAS No. 66 in order
for condominium sale profits to be recognized under the percentage of completion method. Sales of condominiums not meeting the continuing
investment test must be accounted for under the deposit method. We adopted EITF No. 06-8 in the first quarter of 2008 and such adoption did
not have an effect on our financial condition or results of operations.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities ( SFAS No. 159 ), which
permits all entities to choose to measure eligible items at fair value at specified election dates. We adopted SFAS No. 159 on January 1, 2008
and chose to measure no additional eligible items at fair value.

17
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In December 2007, the FASB issued SFAS No. 141(R), Business Combinations ( SFAS No. 141(R) ), which addresses principles and
requirements for how an acquirer recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed and
any noncontrolling interest in the acquiree. SFAS No. 141(R) becomes effective for us on January 1, 2009. SFAS No. 141(R) will affect our
accounting for any qualifying acquisitions subsequent to January 1, 2009.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements an amendment of ARB No.
51 ( SFAS No. 160 ), which establishes accounting and presentation standards for a noncontrolling interest in a subsidiary and amends certain of
ARB No. 51 s consolidation procedures for consistency with other business combination standards. SFAS No. 160 becomes effective for us on
January 1, 2009. SFAS No. 160 will affect the presentation of minority interest on our Consolidated Balance Sheets, Statements of Income and
Statements of Stockholders Equity for all periods presented subsequent to January 1, 2009.

10
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HIGHWOODS PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(tabular dollar amounts in thousands, except per share data)

1 DESCRIPTION OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES - Continued

In December 2007, the FASB ratified EITF Issue No. 07-6 Accounting for the Sale of Real Estate Subject to the Requirements of FASB
Statement No. 66, Accounting for Sales of Real Estate, When the Agreement Includes a Buy-Sell Clause ( EITF No. 07-6 ), which addresses
whether a buy-sell clause represents a prohibited form of continuing involvement that would preclude partial sale and profit recognition pursuant
to SFAS No. 66. We adopted EITF No. 07-6 in the first quarter of 2008 and such adoption could affect our accounting for real estate dispositions
subsequent to January 1, 2009.

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities ( SFAS No. 161 ), which
amends and expands the disclosure requirements of SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities. This
statement is effective for financial statements issued for fiscal years and interim periods beginning after November 15, 2008, with early
application encouraged. SFAS No. 161 becomes effective for us on January 1, 2009. We will expand our disclosures related to our derivative
instruments and hedging activities beginning in the first quarter of 2009 as a result of SFAS No. 161.

In April 2008, the FASB issued FSP FAS 142-3, Determination of the Useful Life of Intangible Assets ( FSP FAS 142-3 ). FSP FAS 142-3
removes the requirement of SFAS No. 142, Goodwill and Other Intangible Assets, for an entity to consider, when determining the useful life of
an acquired intangible asset, whether the intangible asset can be renewed without substantial cost or material modifications to the existing terms
and conditions associated with the intangible asset. FSP FAS 142-3 becomes effective for us on January 1, 2009. We do not believe FSP FAS
142-3 will have a material effect on our financial condition and results of operations.

In June 2008, the FASB issued FSP EITF 03-6-1, Determining Whether Instruments Granted in Share-Based Payment Transactions Are
Participating Securities ( FSP EITF 03-6-1 ). FSP EITF 03-6-1 addresses whether instruments granted in share-based payment transactions are
participating securities prior to vesting and, therefore, need to be included in the earnings allocation in computing earnings per share under the
two-class method as described in SFAS No. 128, Earnings per Share. FSP EITF 03-6-1 becomes effective for us on January 1, 2009. We will
include our unvested restricted stock in our calculation of basic and diluted EPS beginning in the first quarter of 2009 as a result of FSP EITF
03-6-1.

In October 2008, the FASB issued FSP FAS 157-3, Determining the Fair Value of a Financial Asset When the Market for That Asset Is Not

Active ( FSP FAS 157-3 ). FSP FAS 157-3 clarifies the application of SFAS No. 157, Fair Value Measurements, in a market that is not active and
provides an example to illustrate key considerations in determining the fair value of a financial asset when the market for that financial asset is

not active. We adopted FSP FAS 157-3 for this Quarterly Report and such adoption did not have a material effect on our financial condition or

results of operations.

19
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HIGHWOODS PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(tabular dollar amounts in thousands, except per share data)

2. INVESTMENTS IN UNCONSOLIDATED AFFILIATES

We have retained equity interests ranging from 12.5% to 50.0% in various joint ventures with unrelated investors. We account for our
unconsolidated joint ventures using the equity method of accounting. As a result, the assets and liabilities of these joint ventures for which we
use the equity method of accounting are not included on our Consolidated Balance Sheet.

Combined summarized income statements for our unconsolidated joint ventures for the three and nine months ended September 30, 2008 and
2007 were as follows:

Three Months Ended Nine Months Ended

September 30, September 30,

2008 2007 2008 2007
Income Statements:
Revenues $ 40,949 $ 34,350 $ 120,677 $ 107,507
Expenses:
Operating expenses 20,492 15,844 58,955 46,000
Depreciation and amortization 9,079 8,196 25,707 22,977
Interest expense and loan cost amortization 9,258 8,675 26,950 25,665
Total expenses 38,829 32,715 111,612 94,642
Income before disposition of property 2,120 1,635 9,065 12,865
Gains on disposition of property 20,621
Net income $ 2,120 $ 1,635 $ 9,065 $ 33,486
Our share of:
Net income (1) $ 1,214 $ 1,207 $ 4,723 $ 12,930
Depreciation and amortization (real estate related) $ 3,136 $ 3,107 $ 9,466 $ 8,851
Interest expense and loan cost amortization $ 3,704 $ 3,617 $ 10,924 $ 10,836
Gains on disposition of property $ $ $ $ 7,158

(1) Our share of net income differs from our weighted average ownership percentage in the joint ventures net income due to our purchase
accounting and other related adjustments.

In March 2008, we and an affiliate of Schweiz-Deutschland-USA Dreilander Beteiligung Objekt DLF 98/29-Walker Fink-KG ("DLF") formed a
new joint venture, Highwoods DLF Forum, LLC, in which we have a 25.0% ownership interest. On April 3, 2008, Highwoods DLF Forum, LLC
acquired The Forum, which is a 635,000 square foot office park in Raleigh, North Carolina, for $113 million. We contributed $12.3 million to
Highwoods DLF Forum, LLC and, simultaneously with the acquisition of The Forum, the joint venture obtained a $67.5 million secured loan.
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We are the property manager and leasing agent for the office park and receive customary management fees and leasing commissions.

3. INVESTMENT ACTIVITIES

Acquisitions

During the third quarter, we acquired an aggregate of 8.3 acres of land in the Atlanta metropolitan area for an aggregate purchase price of $2.1
million.

22



Edgar Filing: HHGHWOODS PROPERTIES INC - Form 10-Q

Table of Contents

HIGHWOODS PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(tabular dollar amounts in thousands, except per share data)

3. INVESTMENT ACTIVITIES - Continued

Dispositions

We previously had a contract to acquire development land in the Bluegrass Valley office development project. Under the terms of the contract,
the development land was to be purchased in phases. In May 2003, 4.0 acres of the remaining acres not yet acquired by us were taken by the
Georgia Department of Transportation to develop a roadway interchange for consideration of $1.8 million. The Department of Transportation
took possession and title of the property in June 2003. As part of the terms of the contract, we were entitled to and received in 2003 the $1.8
million proceeds from the condemnation. In July 2003, we appealed the condemnation and sought additional payment from the state; the
recognition of any gain was deferred pending resolution of the appeal process. Upon settlement of this claim in September 2008, we received an
additional payment of $624,000. We, therefore, recorded gain on the sale of this land of $1.7 million in the third quarter of 2008.

In the first quarter of 2008, we sold an office property totaling 30,000 rentable square feet located in the Kansas City, Missouri metropolitan area
for $6.0 million. A gain of $3.1 million was recorded in the first quarter of 2008.

In the second quarter of 2008, we sold non-core land of 6.4 acres in Tampa, Florida for $2.0 million and office properties aggregating 271,000
rentable square feet located in the Kansas City, Missouri metropolitan area for $21.7 million. Gains of $0.1 million and $4.9 million,
respectively, were recorded in the second quarter of 2008.

In the third quarter of 2008, we sold an industrial property aggregating 250,000 rentable square feet located in the Winston-Salem, North
Carolina metropolitan area for $8.2 million. A gain of $3.2 million was recorded in the third quarter of 2008.

Gains from dispositions not classified as discontinued operations consisted of the following:

Three Months Ended Nine Months Ended

September 30, September 30,

2008 2007 2008 2007
Gains on disposition of land $ 1,727 $ 225 $ 1,816 $ 17,029
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Gains on disposition of depreciable properties 18 1,063 36 3,343
Total $ 1,745 $ 1,288 $ 1,852 $ 20,372

Net gains on sales of discontinued operations, net of minority interest, consisted of the following:

Three Months Ended Nine Months Ended

September 30, September 30,

2008 2007 2008 2007
Gains on disposition of depreciable properties $ 3,137 $ 7,001 $ 11,890 $ 26,847
Impairments on disposition of depreciable properties (384 ) (384
Allocable minority interest (197 ) (442 ) (765 ) (1,930
Total $ 2,940 $ 6,175 $ 11,125 $ 24,533

See Note 9 for information on discontinued operations.

The above gains on land and depreciable properties include deferred gain recognition from prior sales.

13
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3. INVESTMENT ACTIVITIES - Continued

Development

We currently have under development 10 office and industrial properties aggregating 1.8 million square feet and 139 for-sale residential units.
The aggregate cost of these properties is currently expected to total approximately $336 million when fully leased and completed, of which $241
million was incurred as of September 30, 2008. The weighted average pre-leasing of such development projects (excluding the residential units)
was 72% at September 30, 2008. Six of these properties aggregating 1.3 million square feet and $204 million projected total investment were
completed and transferred to completed real estate assets or deferred financing and leasing costs at various times prior to September 30, 2008,
but had not yet reached projected 95.0% stabilized occupancy. The remaining development properties are still under construction and are
included in Development in Process in the Co nsolidated Balance Sheet.

4. MORTGAGES AND NOTES PAYABLE

Our consolidated mortgages and notes payable consisted of the following at September 30, 2008 and December 31, 2007:

September 30, December 31,

2008 2007
Secured mortgage loans $ 669,986 $ 665,311
Unsecured loans 918,968 976,676
Total $ 1,588,954 $ 1,641,987

As of September 30, 2008, our secured mortgage loans were secured by real estate assets with an aggregate undepreciated book value of $1.1
billion.

Our $450.0 million unsecured revolving credit facility is initially scheduled to mature on May 1, 2009. Assuming no default exists, we have an
option to extend the maturity date by one additional year. The interest rate is LIBOR plus 80 basis points and the annual base facility fee is 20
basis points. The interest rate would increase to LIBOR plus 140 or 155 basis points if our credit rating were to fall below investment grade
according to two of three credit rating agencies. The revolving credit facility had $315.9 million of availability at September 30, 2008.
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On February 1, 2008, we paid off at maturity $100.0 million of 7.13% unsecured notes using borrowings under our revolving credit facility. On
February 26, 2008, we closed a $137.5 million three-year term loan that bears interest at LIBOR plus 110 basis points. The interest rate would
increase to LIBOR plus 160 basis points if our credit rating were to fall below investment grade according to two of three credit rating agencies.
Proceeds from this loan were used to reduce the outstanding borrowings under our revolving credit facility and for short-term investments.

In July 2008, REES, a consolidated joint venture (see Note 1 to the Consolidated Financial Statements in our 2007 Annual Report on Form
10-K) fully repaid the remaining $17.5 million outstanding under a secured construction loan.

Our revolving credit facility, our term loan and the indenture that governs the Operating Partnership s outstanding notes require us to comply
with customary operating covenants and various financial and operating ratios. We and the Operating Partnership are each currently in
compliance with all such requirements.

14
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5. EMPLOYEE BENEFIT PLANS

During the nine months ended September 30, 2008, we granted under our Amended and Restated 1994 Stock Option Plan (the Stock Option
Plan ) 319,091 stock options at an exercise price equal to the closing market price of a share of our common stock on the date of grant. The fair
value of each option grant is estimated on the date of grant using the Black-Scholes option pricing model, which resulted in a weighted-average
grant date fair value per share of $3.18. We also granted 92,150 shares of time-based restricted stock and 67,618 shares of performance-based
and total return-based restricted stock with a weighted-average grant date fair value per share of $30.13 and $30.19, respectively. Shares of total
return-based restricted stock issued in 2008 will generally vest only to the extent our absolute total return for the three-year period ended
December 31, 2010 is at least 22% or if our total return exceeds 100% of the peer group index. We recorded stock-based compensation expense
of $1.3 million and $1.0 million during the three months ended September 30, 2008 and 2007, respectively, and $5.3 million and $3.9 million
during the nine months ended September 30, 2008 and 2007, respectively.

6. DERIVATIVE FINANCIAL INSTRUMENTS AND OTHER FINANCIAL INSTRUMENTS AVAILABLE FOR SALE

Accumulated Other Comprehensive Loss ( AOCL ) at September 30, 2008 was $2.3 million and consisted of deferred gains and losses from past
cash flow hedging instruments, deferred losses on current cash flow hedges and the mark to market adjustment for bonds that are classified as
available for sale.

The amount of deferred gains and losses from past cash flow hedging instruments which are being recognized as interest expense over the terms
of the related debt aggregated $765,000 as of September 30, 2008. We expect that the portion of the cumulative loss recorded in AOCL at
September 30, 2008 associated with these derivative instruments, which will be recognized as interest expense within the next 12 months, will
be approximately $204,000.

In January 2008, we entered into two floating-to-fixed interest rate swaps for a one-year period with respect to an aggregate of $50.0 million of
borrowings outstanding under our revolving credit facility and other floating rate debt. These swaps fix the underlying LIBOR rate under which
interest on such borrowings is based at 3.3% for $30.0 million of borrowings and 3.2% for $20.0 million of borrowings. In April 2008, we
entered into an additional floating-to-fixed interest rate swap for a two-year period with respect to an aggregate of $50.0 million of borrowings
outstanding under our term loan or other floating rate debt. The swap fixes the underlying LIBOR rate under which interest on such borrowings
is based at 2.5%. These swaps were designated as hedges under SFAS No. 133. Accordingly, the swaps are being accounted for as cash flow
hedges. We expect that the portion of the cumulative gain recorded in AOCL at September 30, 2008 associated with these derivative
instruments, which will be recognized within the next 12 months, will be $573,000. See Note 8 for Fair Value Measurements disclosure.
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We currently have an investment in bonds that were issued by a municipal authority in connection with tax increment financing for a
development that we constructed in Kansas City, Missouri in a prior period. These bonds are classified as available for sale and thus are being

recorded at fair value with the offset recorded in AOCL. The amount of unrealized loss at September 30, 2008 was $2.1 million. See Note 8 for
Fair Value Measurements disclosure.
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7. OTHER COMPREHENSIVE INCOME/(LOSS)

Other comprehensive income/(loss) represents net income plus the changes in certain amounts deferred in accumulated other comprehensive
income/(loss) related to hedging and other activities not reflected in the Consolidated Statements of Income. The components of other
comprehensive income/(loss) are as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
Net income $ 14,711 $ 13,440 $ 45,337 $ 75,287
Other comprehensive income/(loss):
Unrealized loss on available for sale securities (1,751 ) (2,126 )
Net gains on cash-flow hedges 49 573
Amortization of hedging gains and losses included in other
comprehensive income 47 146 174 431
Total other comprehensive income/(loss) (1,655 ) 146 (1,379 ) 431
Total comprehensive income $ 13,056 $ 13,586 $ 43,958 $ 75,718

8. FAIR VALUE MEASUREMENTS

As stated in Note 1, on January 1, 2008, we adopted SFAS No. 157 for our financial assets and liabilities. Our adoption of SFAS No. 157 did not
impact our financial position, results of operations or liquidity. In accordance with FASB Staff Position No. FAS 157-2, Effective Date of FASB
Statement No. 157 ( FSP FAS 157-2 ), we elected to defer until January 1, 2009 the adoption of SFAS No. 157 for all nonfinancial assets and
nonfinancial liabilities that are not recognized or disclosed at fair value in the financial statements on a recurring basis. The adoption of SFAS

No. 157 for those assets and liabilities within the scope of FSP FAS 157-2 is not expected to have a material impact on our financial position,
results of operations or liquidity.

SFAS No. 157 provides a framework for measuring fair value and requires expanded disclosure regarding fair value measurements. SFAS No.
157 defines fair value as the price that would be received for an asset or the exit price that would be paid to transfer a liability in the principal or
most advantageous market in an orderly transaction between market participants on the measurement date. SFAS No. 157 also establishes a fair
value hierarchy which requires an entity to maximize the use of observable inputs, where available. The following summarizes the three levels
of inputs required by the standard that we use to measure fair value, as well as the assets and liabilities that we value using those levels of inputs.
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Level 1. Quoted prices in active markets for identical assets or liabilities. Our Level 1 assets are comprised of investments in marketable
securities which we use to pay benefits under our deferred compensation plan. Our Level 1 liabilities are our obligations to pay certain deferred
compensation plan benefits whereby participants have designated investment options (primarily mutual funds) to serve as the basis for
measurement of the notional value of their accounts.

Level 2. Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities; quoted prices in markets that are not
active; or other inputs that are observable or can be corroborated by observable market data for substantially the full term of the related assets or
liabilities. Our Level 2 assets are interest rate swaps whose fair value is determined using a price model predicated upon observable market
inputs.
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8. FAIR VALUE MEASUREMENTS - Continued

Level 3. Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or liabilities.
Our Level 3 assets are bonds that are not routinely traded but whose fair value is determined using an estimate of projected redemption value
predicated upon quoted bid/ask prices for similar unrated bonds. Our Level 3 liabilities consist of the right of our joint venture partner in
SF-HIW Harborview Plaza, LP to put its 80% equity interest in SF-HIW Harborview Plaza, LP to us in exchange for cash at any time during the
one-year period commencing September 11, 2014. Because of the put option, this transaction is accounted for as a financing transaction.
Accordingly, the assets and liabilities and operations related to Harborview Plaza, the property owned by SF-HIW Harborview Plaza, LP,
including any new financing by the partnership, remain in our Consolidated Fina