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PART I - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

We refer to (1) Highwoods Properties, Inc. as the Company, (2) Highwoods Realty Limited Partnership as the Operating Partnership, (3) the
Company s common stock as Common Stock, (4) the Company s preferred stock as Preferred Stock, (5) the Operating Partnership s common
partnership interests as Common Units, (6) the Operating Partnership s preferred partnership interests as Preferred Units and (7) 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.

The information furnished in the accompanying Consolidated Financial Statements reflects all adjustments (consisting of normal recurring
accruals) that are, in our opinion, necessary for a fair presentation of the aforementioned financial statements for the interim period.

The aforementioned financial statements should be read in conjunction with the notes to Consolidated Financial Statements, Management s
Discussion and Analysis of Financial Condition and Results of Operations and Risk Factors included herein and in our 2006 Annual Report on
Form 10-K.
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HIGHWOODS PROPERTIES, INC.
Consolidated Balance Sheets

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

Assets:

Real estate assets, at cost:

Land

Buildings and tenant improvements
Development in process

Land held for development

Less-accumulated depreciation

Net real estate assets

Real estate and other assets, net, held for sale

Cash and cash equivalents

Restricted cash

Accounts receivable, net of allowance of $1,007 and $1,253, respectively
Notes receivable, net of allowance of $133 and $786, respectively

Accrued straight-line rents receivable, net of allowance of $410 and $301,

respectively

Investment in unconsolidated affiliates

Deferred financing and leasing costs, net of accumulated amortization
Prepaid expenses and other assets

Total Assets

Liabilities, Minority Interest and Stockholders' Equity:
Mortgages and notes payable

Accounts payable, accrued expenses and other liabilities
Financing obligations

Total Liabilities

Commitments and Contingencies (see Note 11)

Minority interest

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), 82,937 and 104,945 shares issued and
outstanding at September 30, 2007 and December 31, 2006, respectively
8% Series B Cumulative Redeemable Preferred Shares (liquidation
preference $25 per share), 2,100,000 and 3,700,000 shares issued and

outstanding at September 30, 2007 and December 31, 2006, respectively
Common stock, $.01 par value, 200,000,000 authorized shares;

57,158,461 and 56,211,148 shares issued and outstanding at

September 30, 2007 and December 31, 2006, respectively
Additional paid-in capital

Distributions in excess of net earnings

Accumulated other comprehensive loss

Total Stockholders' Equity

Total Liabilities, Minority Interest and Stockholders' Equity

September 30,
2007

$ 353,659
2,663,378
134,088
111,384
3,262,509
(638,265
2,624,244
3,200
3,468
19,367
27,263
5,430

71,328
57,970
71,178
23,475

$ 2,906,923

$ 1,601,474
167,716
34,919
1,804,109

70,716

82,937

52,500

572
1,446,609
(549,436
(1,084
1,032,098
$ 2,906,923

December 31,
2006

$ 345,548
2,573,032
101,899
111,517
3,131,996
(588,307
2,543,689
35,446
16,690
2,027
23,347
7,871

68,364
60,359
66,352
20,708

$ 2,844,853

$ 1,465,129
156,737
35,530
1,657,396

79,726

104,945

92,500

562
1,449,337
(538,098
(1,515
1,107,731
$ 2,844,853
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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/(expense):
Interest and other income
Loss on debt extinguishments

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

Gain from property insurance settlement

Minority interest

Equity in earnings of unconsolidated affiliates

Income from continuing operations

Discontinued operations:

Income/(loss) 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 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:

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.

Three Months Ended

September 30,

2007 2006

$ 110,166 $ 103,395
39,958 38,895
32,517 28,168
789 -
9,649 8,546
82,913 75,609
23,728 23,809
616 557
981 850
25,325 25,216
1,471 1,174
1,471 1,174
3,399 3,744
1,288 2,977
(307 (445
1,207 1,342
5,587 7,618
205 (1,304
6,175 2,595
1,473 -
7,853 1,291
13,440 8,909
(2,680 4,113
(842 -

$ 9918 $ 4,796

$ 0.04 $ 0.07
0.14 0.02

$ 0.18 $ 0.09
56,628 54,470

$ 0.04 $ 0.07
0.13 0.02

$ 0.17 $ 0.09
61,396 61,457

$ 0.425 $ 0425

Nine Months Ended
September 30,
2007 2006

$ 325,384 $ 305,853

117,530 111,511
92,275 84,000
789 -
31,428 26,298
242,022 221,809
69,514 71,855
1,791 1,883
2,968 3,190
74,273 76,928
5,105 4,287

- (467
5,105 3,820
14,194 10,936
20,372 8,295
4,128 -
(3,324 ) (1,276
12,930 5,349
48,300 23,304
981 1,386
24,533 4,638
1,473 -
26,987 6,024
75,287 29,328

(10,639 ) (12,950
(2,285 ) (1,803

$ 62,363 $ 14,575

$ 0.63 $ 0.16
0.48 0.11

$ 111 $ 0.27
56,376 54,069

$ 0.62 $ 0.15
0.47 0.11

$ 1.09 $ 0.26
61,611 60,786

$ 1.275 $ 1.275
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HIGHWOODS PROPERTIES, INC.
Consolidated Statement of Stockholders Equity
For the Nine Months Ended September 30, 2007

(Unaudited and in thousands, except share amounts)

Number of Additional
Common Common  Series A Series B Paid-In
Shares Stock Preferred Preferred Capital

Balance at December

31, 2006 56,211,148 $ 562 $ 104,945 $ 92,500 $ 1,449,337
Cumulative effect

adjustment resulting

from the adoption of

FASB Interpretation

No. 48 - - - - -
Issuance of Common

Stock 679,726 7 - - 6,709
Redemption of

Common Units for

Common Stock 55,836 1 - - 2,165
Common Stock

dividends - - - - -
Preferred Stock

dividends - - - - -
Adjustment to minority

interest of unitholders

in the Operating

Partnership - - - - (17,451
Redemption/repurchase

of Preferred Stock - - (22,008 ) (40,000 ) 2,037
Issuance of restricted

stock, net 211,751 - - - -

Amortization of

restricted stock and

stock options - 2 - - 3,812
Other comprehensive

income - - - - -

Net income - - - - -

Balance at

September 30, 2007 57,158,461 $ 572 $ 82,937 $ 52,500 $ 1,446,609

See accompanying notes to consolidated financial statements.

Accumulated
Other Distributions
Compre- in Excess of
hensive Loss Net Earnings
$ (1,515 )$ (538,098

- (1,424

- (72,277

- (10,639

- (2,285

431 -

- 75,287
$ (1,084 )$ (549,436

Total

)$ 1,107,731

) (1424

6,716

2,166
Y (72277

) (10,639

(17,451

) (62,256

3,814

431
75,287

)$ 1,032,098

)
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HIGHWOODS PROPERTIES, INC.

Consolidated Statements of Cash Flows

(Unaudited and in thousands)

Operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization

Amortization of lease incentives

Amortization of restricted stock and stock options
Amortization of deferred financing costs

Amortization of accumulated other comprehensive loss
Impairments of assets held for use

Loss on debt extinguishments

Net gains on disposition of property

Gain from property insurance settlement

Minority interest

Equity in earnings of unconsolidated affiliates

Release of FASB FIN 48 tax liability

Change in financing obligations

Distributions of earnings from unconsolidated affiliates
Changes in operating assets and liabilities:

Accounts receivable

Prepaid expenses and other assets

Accrued straight-line rents receivable

Accounts payable, accrued expenses and other liabilities
Net cash provided by operating activities

Investing activities:

Additions to real estate assets and deferred leasing costs
Proceeds from disposition of real estate assets

Proceeds from property insurance settlement
Distributions of capital from unconsolidated affiliates
Net repayments in notes receivable

Contributions to unconsolidated affiliates

Cash assumed upon consolidation of unconsolidated affiliate
Changes in restricted cash and other investing activities
Net cash (used in)/provided by investing activities
Financing activities:

Distributions paid on Common Stock and Common Units
Redemption/repurchase of Preferred Stock

Dividends paid on Preferred Stock

Distributions to minority partner in consolidated affiliate
Net proceeds from the sale of Common Stock
Repurchase of Common Units

Borrowings on revolving credit facility

Repayments of revolving credit facility

Borrowings on mortgages and notes payable
Repayments of mortgages and notes payable

Payments on financing obligations

Contributions from minority interest partner

Additions to deferred financing costs

Net cash used in financing activities

Net (decrease)/increase in cash and cash equivalents
Cash and cash equivalents at beginning of the period
Cash and cash equivalents at end of the period

Nine Months Ended

September 30,

2007 2006

$ 75,287 $ 29,328
92,957 87,655
719 623
3,814 2,933
1,791 1,883
431 531
789 2,600
- 467
(46,835 ) (13,340
(4,128 ) -
5,329 1,828
(12,930 ) (5,349
(1,424 ) -
302 896
5,169 5,458
(3,555 ) 3,800
(4,209 ) (2,832
(3,367 ) (6,191
10,669 (1,115
120,809 109,175
(212,148 ) (133,539
109,639 186,894
4,940 -
14,998 11,204
2,714 1,107
(4,716 ) (100

645

(13,345 ) 12,478
(97,918 ) 78,689

(77,717 Yy (75916
(62,256 ) (50,000
(10,639 Y (12,950
(1,893 )y (420
6,716 28,203
(27,402 y (15,369
318,800 498,500

(509,000 ) (392,500
413,491 -
(87,012 ) (157,247

913 y -

5,111 .

(3,399 ) (3.853

(36,113 )y (181,552
$ (13,222) $ 6,312

16,690 1212
$ 3,468 $ 7,524

~— = —

10
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See accompanying notes to consolidated financial statements.
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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,
2007 2006
Cash paid for interest, net of amounts capitalized (excludes cash distributions to
owners of sold properties accounted for as financings of $1,676 and $1,283 for
2007 and 2006, respectively) $ 69,220 $ 69,810

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,

2007 2006
Assets:
Net real estate assets $ - $ 44512
Restricted cash - (1,865 )
Accounts receivable - 102
Accrued straight-line rents receivable - 962
Investments in unconsolidated affiliates - (1,938 )
Deferred financing and leasing costs, net - 287

$ - $ 42,060
Liabilities:
Mortgages and notes payable $ - $ 40,736
Accounts payable, accrued expenses and other liabilities - (1,652 )
Financing obligation - 1,048

$ - $ 40,132
Minority Interest and Stockholders Equity $ - $ 1,928

See accompanying notes to consolidated financial statements.

12
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HIGHWOODS PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2007

(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, 2007, the
Company and/or the Operating Partnership wholly owned: 312 in-service office, industrial and retail properties; 109 rental residential units; 648
acres of undeveloped land suitable for future development, of which 523 acres are considered core holdings; and an additional 20 properties
under development.

At September 30, 2007, the Company owned all of the preferred partnership interests ( Preferred Units ) and 93.3% 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. Generally, the Operating Partnership is required to redeem each Common Unit at the request of the holder thereof for
cash equal to the value of one share of the Company s Common Stock, $.01 par value (the Common Stock ), based on the average of the market
price for the 10 trading days immediately preceding the notice date of such redemption, provided that the Company at its option may elect to
acquire any such Common Units presented for redemption for cash or one share of Common Stock. The Common Units owned by the Company
are not redeemable. During the nine months ended September 30, 2007, the Company redeemed 618,257 Common Units for $27.4 million in
cash and redeemed 55,836 Common Units for a like number of shares of Common Stock, which increased the percentage of Common Units
owned by the Company from 92.2% at December 31, 2006 to 93.3% at September 30, 2007. Preferred Units in the Operating Partnership were
issued to the Company in connection with the Company s Preferred Stock offerings in 1997 and 1998 (the Preferred Stock ). The net proceeds
raised from each of the Preferred Stock issuances were contributed by the Company to the Operating Partnership in exchange for the Preferred
Units. The terms of each series of Preferred Units parallel the terms of the respective Preferred Stock as to dividends, liquidation and redemption
rights.

Basis of Presentation

Our Consolidated Financial Statements are prepared in accordance with U.S. Generally Accepted Accounting Principles ( GAAP ). Certain
amounts in the December 31, 2006 Consolidated Balance Sheet have been reclassified to conform to the current presentation. As more fully
described in Note 9, 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, 2006 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, 2007. The Consolidated Statements of Income
for the three and nine months ended September 30, 2006 were also revised from previously reported amounts to reflect in discontinued

operations the operations of any property sold in the first nine months of 2007.

14
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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. In accordance with Emerging Issues Task Force ( EITF ) Issue No. 04-5,

Determining Whether a General Partner or the General Partners as a Group, Controls a Limited Partnership or Similar Entity When the Limited
Partners Have Certain Rights, we consolidate partnerships, joint ventures and limited liability companies when we control the major operating
and financial policies of the entity through majority ownership or in our capacity as general partner or managing member. In addition, we
consolidate those entities, if any, where we are deemed to be the primary beneficiary in a variable interest entity (as defined by Financial
Accounting Standards Board ( FASB ) Interpretation No. 46 (revised December 2003) Consolidation of Variable Interest Entities ( FIN 46(R) )).
All significant intercompany transactions and accounts have been eliminated.

15
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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 accompanying unaudited financial information, in the opinion of management, contains 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. These financial statements
should be read in conjunction with our 2006 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.

Restricted Cash

Restricted cash represents cash deposits that are legally restricted or held by third parties on our behalf. They include security deposits from
sales contracts on residential condominiums, construction-related escrows, property disposition proceeds set aside and designated or intended to
fund future tax-deferred exchanges of qualifying real estate investments, escrows and reserves for debt service, real estate taxes and property
insurance established pursuant to certain mortgage financing arrangements, and deposits given to lenders to un-encumber secured properties. See
Note 14 for further information regarding adjustments impacting cash and restricted cash and investing cash flows as of and for the three and six
month periods ended March 31 and June 30, 2007, respectively.

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 ). A corporate REIT is a legal entity that holds real estate assets and, through the payment of dividends to stockholders, is
generally permitted to reduce or avoid the payment of federal and state income taxes at the corporate level. To maintain qualification as a REIT,
the Company is required to distribute to its stockholders at least 90.0% of its annual REIT taxable income, excluding capital gains. Aggregate
dividends paid on Preferred Stock exceeded REIT taxable income (excluding capital gains) in 2006, which resulted in no required dividend on
Common Stock in 2006 for REIT qualification purposes. Continued qualification as a REIT depends on the Company s ability to satisfy the
dividend distribution tests, stock ownership requirements and various other qualification tests prescribed in 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. We record provisions for income taxes, to the extent required under SFAS No. 109, Accounting for
Income Taxes ( SFAS No. 109 ), based on its income recognized for financial statement purposes, including the effects of temporary differences
between such income and the amount recognized for tax purposes. Additionally, beginning January 1, 2007, we began to recognize and measure
the effects of uncertain tax positions under FASB Interpretation No. 48 ( FIN 48 ), Accounting for Uncertainty in Income Taxes, an interpretation
of SFAS No. 109. See Impact of Newly Adopted and Issued Accounting Standards below and Note 12 for discussion of the effect of FIN 48 on
our accounting for income taxes.

16
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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

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 described below. As of September 30, 2007,
minority interest in the Operating Partnership consisted of approximately 4.1 million Common Units, which had an aggregate market value of
$148.8 million based on the $36.67 per share closing price of the Common Stock as of such date. Minority interest in the net income of the
Operating Partnership is computed by applying the weighted average percentage of Common Units not owned by the Company during the

period (as a percent of the total number of outstanding Common Units) to the Operating Partnership s net income after deducting distributions on
Preferred Units. The result is the amount of minority interest expense (or income) recorded for the period. In addition, when a minority

unitholder redeems a Common Unit for a share of Common Stock or cash, the minority interest is reduced and the Company s share in the
Operating Partnership is increased. At the end of each reporting period, the Company determines the amount that represents the minority
unitholders share of the net assets (at book value) of the Operating Partnership and compares this amount to the minority interest balance that
resulted from transactions during the period involving minority interest. The Company adjusts the minority interest liability to the computed
share of net assets with an offsetting adjustment to the Company s paid in capital.

The organizational documents of Markel require the entity to be liquidated through the sale of its assets upon reaching December 31, 2100. As
controlling partner, we have an obligation to cause this property-owning entity to distribute proceeds of liquidation to the minority interest
partner in these partially owned properties only if the net proceeds received by the entity from the sale of our assets warrant a distribution as
determined by the agreement. In accordance with the disclosure provisions of SFAS No. 150, Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity ( SFAS No. 150 ), we estimate the value of minority interest distributions would have been
approximately $16.3 million had the entity been liquidated as of September 30, 2007. This estimated settlement value is based on estimated third
party consideration realizable by the entity upon a hypothetical disposition of the properties and is net of all other assets and liabilities. The

actual amount of any distributions to the minority interest holder in this entity is difficult to predict due to many factors, including the inherent
uncertainty of real estate sales. If the entity s underlying assets are worth less than the underlying liabilities on the date of such liquidation, we
would have no obligation to remit any consideration to the minority interest holder.

In the first quarter of 2007, our taxable REIT subsidiary formed Plaza Residential, LLC with Dominion Partners, LLC ( Dominion ). Plaza
Residential was formed to develop and sell 139 residential condominiums to be constructed above an office tower being developed by us in
Raleigh, NC. Dominion has a 7% equity interest in the joint venture, will perform development services for the joint venture for a market
development fee and guarantees 40.0% of the construction financing. Dominion will also receive 35.0% of the net profits from the joint venture
once the partners have received distributions equal to their equity plus a 12.0% return on their equity. We are consolidating this majority owned
joint venture and intercompany transactions have been eliminated in the Consolidated Financial Statements. At September 30, 2007, binding sale
contracts had been executed for all of the residential condominiums. $3.5 million of deposits related to these contracts (non-refundable unless we
default in our obligation to deliver the units) had been received and are reflected in restricted cash with a corresponding amount in other
liabilities. We will account for the sale of the residential condominiums in accordance with SFAS No. 66, Accounting for Sales of Real Estate
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( SFAS No. 66 ) and will record the sales when the related closings take place, which are expected to occur in late 2008 and early 2009.

10

19



Edgar Filing: HIGHWOODS PROPERTIES INC - Form 10-Q

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

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,

2007 2006 2007 2006
Amount shown as minority interest in continuing operations (1) $ (307 ) $ (445 ) $ (3,324 ) $ (1,276 )
Amount related to income from discontinued operations (15 ) 123 (75 ) (145 )
Amount related to gains on sales of discontinued operations (442 ) (243 ) (1,930 ) 407 )
Total minority interest in net income $ (764 ) $ (565 ) $ (5,329 ) $ (1,828 )

(1) Minority interest related to the consolidated entities other than the Operating Partnership amounted to $0.2 million and $0.1 million for the
three months ended September 30, 2007 and 2006 and $0.5 million and $0.4 million for the nine months ended September 30, 2007 and

2006.
September 30, December 31,
2007 2006
Minority interest in the Operating Partnership $ 64,102 $ 76,848
Minority interest in Markel 3,459 2,118
Minority interest in REES 2,899 760
Minority interest in Plaza Residential 256 -
Total minority interest $ 70,716 $ 79,726

Impact of Newly Adopted and Issued Accounting Standards

In June 2006, the FASB issued FIN 48, which we adopted as of January 1, 2007. See Note 12 for further discussion.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements ( SFAS No. 157 ). SFAS No. 157 defines fair value, establishes a
framework for measuring fair value and expands disclosures concerning fair value measurements. SFAS No. 157 becomes effective for us on
January 1, 2008. We are currently evaluating the impact SFAS No. 157 will have on our financial condition and results of operations.
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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. EITF No. 06-8 is effective January 1, 2008. We do not expect that the adoption
of EITF No. 06-8 will have a material impact on our financial position or results of operations.
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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 2006, the FASB issued FSP EITF 00-19-2, Accounting for Registration Payment Arrangements, to specify that the contingent
obligation to make future payments or otherwise transfer consideration under a registration payment arrangement should be separately
recognized and measured in accordance with FASB Statement No. 5, Accounting for Contingencies. The FSP is effective immediately for
registration payment arrangements and the financial instruments subject to those arrangements that are entered into or modified subsequent to
the issuance date of this FSP and effective for fiscal years beginning after December 15, 2006 and interim periods within those fiscal years for
arrangements that were entered into prior to the issuance of this FSP. Our adoption of this FSP as of January 1, 2007 had no impact 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. SFAS No. 159 becomes effective for us on
January 1, 2008. We are currently evaluating the impact SFAS No. 159 will have on our financial condition and results of operations.

2. INVESTMENTS IN UNCONSOLIDATED AND OTHER 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.

During the third quarter of 2006, three of our joint ventures made distributions aggregating $17.0 million as a result of a refinancing of debt

related to various properties held by the joint ventures. We received 50.0% of such distributions. As a result of these distributions, our

investment account in these joint ventures became negative. The new debt is non-recourse; however, we and our partner have guaranteed other

debt and have contractual obligations to support the joint ventures, which are included in the Guarantees and Other Obligations table in Note 11.
Therefore, in accordance with SOP 78-9, Accounting for Investments in Real Estate Ventures, we recorded the distributions as a reduction of the
investment account and included the resulting negative investment balances of $7.2 million in accounts payable, accrued expenses and other
liabilities in the Consolidated Balance Sheet at September 30, 2007.
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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 AND OTHER AFFILIATES - Continued

A number of our joint ventures are consolidated. SF-HIW Harborview Plaza, LP is accounted for as a financing arrangement pursuant to SFAS
No. 66, as described in Note 3 to the Consolidated Financial Statements in our 2006 Annual Report on Form 10-K; The Vinings at University
Center, LLC was consolidated pursuant to FIN 46(R) until late 2006 upon the sale of the venture s assets and distribution of our net cash assets to
our partners; and Markel, REES and Plaza Residential, which are discussed in Note 1, are each consolidated.

Investments in unconsolidated affiliates as of September 30, 2007 and combined summarized income statements for our unconsolidated joint
ventures for the three and nine months ended September 30, 2007 and 2006 were as follows:

Joint Venture

Total Rentable

Square Feet Ownership

Location of Properties (000) Interest
Board of Trade Investment Company Kansas City, MO 166 49.00 %
Dallas County Partners I, LP Des Moines, 1A 641 50.00 %
Dallas County Partners II, LP Des Moines, 1A 273 50.00 %
Dallas County Partners III, LP Des Moines, 1A 7 50.00 %
Fountain Three Des Moines, 1A 785 50.00 %
RRHWoods, LLC Des Moines, IA 800 1) 50.00 %
Kessinger/Hunter, LLC Kansas City, MO (2) 26.50 %
4600 Madison Associates, LLC Kansas City, MO 262 12.50 %
Plaza Colonnade, LLC Kansas City, MO 290 50.00 %
Highwoods DLF 98/29, LP Atlanta, GA; Charlotte, NC; Greensboro,

NC; Raleigh, NC; Orlando, FL; Baltimore,

MD 1,089 22.81 %
Highwoods DLF 97/26 DLF 99/32, LP Atlanta, GA; Greensboro, NC; Orlando, FL 822 42.93 %
Highwoods KC Glenridge Office, LP Atlanta, GA 185 40.00 %
Highwoods KC Glenridge Land, LP Atlanta, GA 40.00 %
HIW-KC Orlando, LL.C Orlando, FL 1,274 40.00 %
Concourse Center Associates, LLC Greensboro, NC 118 50.00 %
Total 6,712 3)
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