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Delaware 45-5034161
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification Number)

12612 West Alameda Parkway

Lakewood, Colorado 80228

(Address of principal executive offices)

(303) 986-4600

(Registrants telephone number, including area code)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes ☐  No ☒

Indicate by checkmark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes ☐  No ☒

Indicate by checkmark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes ☒  No ☐
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Indicate by checkmark whether the registrant has submitted electronically and posted on its corporate Web site, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the
preceding 12 months (or for such shorter period that the registrant was required to submit and post such files). Yes 
☒  No ☐

Indicate by checkmark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. ☐

Indicate by checkmark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or
a smaller reporting company (as defined in Rule 12b-2 of the Exchange Act).

Large accelerated filer ☐ Accelerated filer ☒
Non—accelerated filer ☐ Smaller Reporting Company  ☐
(Do not check if a smaller reporting company)

Indicate by checkmark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes ☐  No ☒

Based on the closing sales price on March 31, 2014, the aggregate market value of the voting and non-voting common
stock held by non-affiliates of the registrant was $392,305,227.

The number of shares of the registrant’s common stock, $0.001 par value, outstanding as of December 8, 2014 was
22,487,600.

DOCUMENTS INCORPORATED BY REFERENCE

The information required by Part III of this report, to the extent not set forth herein, is incorporated by reference from
the Registrant’s definitive Proxy Statement for the 2015 Annual Meeting of the Stockholders, which will be filed with
the Securities and Exchange Commission not later than 120 days after September 30, 2014.
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Except where the context otherwise requires or where otherwise indicated, all references herein to ‘‘we,’’ ‘‘us,’’ ‘‘our,’’
‘‘Natural Grocers,’’ and the “Company’’ refer collectively to Natural Grocers by Vitamin Cottage, Inc. and its
consolidated subsidiaries.

FORWARD-LOOKING STATEMENTS

This report on Form 10-K includes forward-looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995 in addition to historical information. These forward-looking statements are included throughout
this report on Form 10-K, including in the sections entitled “Business,” “Risk Factors,” and “Management’s Discussion and
Analysis of Financial Condition and Results of Operations.” All statements that are not statements of historical fact,
including those that relate to matters such as our industry, business strategy, goals and expectations concerning our
market position, future operations, margins, profitability, capital expenditures, liquidity and capital resources and
other financial and operating information are forward looking statements. We may use the words “anticipate,” “assume,”
“believe,” “continue,” “could,” “estimate,” “expect,” “intend,” “may,” “plan,” “potential,” “predict,” “project,” “future” and similar terms and
phrases to identify forward-looking statements in this report on Form 10-K.

The forward-looking statements contained in this report on Form 10-K are based on management’s current
expectations and are subject to uncertainty and changes in circumstances. We cannot assure you that future
developments affecting us will be those that we have anticipated. Actual results may differ materially from these
expectations due to changes in global, regional or local political, economic, business, competitive, market, regulatory
and other factors, many of which are beyond our control. We believe that these factors include those described in “Risk
Factors.” Should one or more of these risks or uncertainties materialize, or should any of our assumptions prove
incorrect, our actual results may vary in material respects from those projected in these forward-looking statements.

Any forward-looking statement made by us in this report on Form 10-K speaks only as of the date of this report.
Factors or events that could cause our actual results to differ may emerge from time to time, and it is not possible for
us to predict all of them. We undertake no obligation to publicly update any forward-looking statement, whether as a
result of new information, future developments or otherwise, except as may be required by any applicable securities
laws. You are advised, however, to consult any further disclosures we may make in our future reports to the Securities
and Exchange Commission, on our website or otherwise.

PART I

Item 1. Business.
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General

Natural Grocers is an expanding specialty retailer of natural and organic groceries and dietary supplements. We focus
on providing high-quality products at affordable prices, exceptional customer service, nutrition education and
community outreach. We strive to generate long-term relationships with our customers based on transparency and
trust by:

●
selling only natural and organic groceries and dietary supplements that meet our strict quality guidelines—we do not
approve for sale grocery products that are known to contain artificial colors, flavors, preservatives or sweeteners or
partially hydrogenated or hydrogenated oils;

●utilizing an efficient and flexible small-store format to offer affordable prices and a shopper-friendly retail
environment; and

●enhancing our customers’ shopping experience by providing free science-based nutrition education to help our
customers make well-informed health and nutrition choices.

Our History and Founding Principles

Our founders, Margaret and Philip Isely, were early proponents of the connection between health and the use of
natural and organic products and dietary supplements. In the mid-1950’s, Margaret transformed her health and the
health of her family by applying concepts and principles she learned from books on nutrition. This inspired the Iselys
to provide the same type of nutrition education to their community. The Iselys initially started by lending books on
nutrition and providing samples of whole grain bread door-to-door in Golden, Colorado and ultimately concluded they
could develop a viable business that would also improve their customers’ well-being. Over time, they fostered
relationships through nutrition education and began taking orders for dietary supplements, whole grain bread and
unprocessed foods. As their customers gained more knowledge about nutrition, they were empowered to make
changes to their diets with the objective of supporting their health. Using this model as the foundation for their
business, the Iselys opened their first store in 1958, which they later moved to a modest cottage.

1
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We are committed to maintaining the following founding principles, which have helped foster our growth:

●Nutrition Education. We provide nutrition education in the communities we serve. Empowering our customers and
our employees to take charge of their lives and their health is the foundation upon which our business is built.

●
Quality. Every product on our shelves must go through a rigorous screening and approval process. Our mission
includes providing the highest quality groceries and supplements, Natural Grocers branded products and only United
States Department of Agriculture (USDA) certified organic, fresh produce at the best prices in the industry.

●
Every Day Affordable Price. We work hard to secure the best possible prices on all of our customers’ favorite natural
and organic foods and supplements. We believe everyone should be able to afford to help take care of their health by
buying high quality natural and organic products.

●Community. From free nutrition education lectures, to bag-free checkouts, to sourcing local products, to our donation
program, we work hard to serve the communities that help shape our world.

●Employees. Our employees make our company great. We work hard to ensure that our employees are able to live a
healthy, balanced lifestyle. We support them with free nutrition education programs, good pay and excellent benefits.

In 1998, the second generation of the family, including Kemper Isely, Zephyr Isely, Heather Isely and Elizabeth Isely,
purchased our predecessor and the Vitamin Cottage® trademark and assumed control of the business. Since then, we
have grown our store count from 11 stores in Colorado to 87 stores in 14 states as of September 30, 2014. We have
also implemented numerous organizational and operational improvements that have enhanced our ability to scale our
operations. We believe that by staying true to our founding principles, we have been able to continue to attract new
customers, extend our geographic reach and further solidify our competitive position.

Our Markets

We operate within the natural products retail industry, which is a subset of the United States grocery industry and the
dietary supplement business. This industry includes conventional, natural, gourmet and specialty food markets, mass
and discount retailers, warehouse clubs, independent health food stores, dietary supplement retailers, drug stores,
farmers markets, food co-ops, mail order and online retailers and multi-level marketers. Industry-wide sales of natural
and organic foods and dietary supplements have experienced meaningful growth over the past several years, and we
believe that growth will continue for the foreseeable future.
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We believe the growth in sales of natural and organic foods and dietary supplements continues to be driven by
numerous factors, including:

●greater consumer focus on high-quality nutritional products;

●an increased awareness of the importance of good nutrition to long-term wellness;

●an aging United States population seeking to support healthy aging;

●heightened consumer awareness about the importance of food quality and a desire to avoid pesticide residues, growth
hormones, artificial ingredients and genetically engineered ingredients in foods;

●growing consumer concerns over the use of harmful chemical additives in body care and household cleaning
supplies;

●well-established natural and organic brands, which generate additional industry awareness and credibility with
consumers; and

●the growth in the number of consumers with unique dietary requirements as a result of allergies, chemical
sensitivities, auto-immune disorders and other conditions.

2
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Our Competitive Strengths

We believe we are well-positioned to capitalize on favorable natural and organic grocery and dietary supplement
industry dynamics as a result of the following competitive strengths:

Strict focus on high-quality natural and organic grocery products and dietary supplements. We offer high-quality
products and brands, including an extensive selection of widely-recognized natural and organic food, dietary
supplements, body care products, pet care products and books. We offer our customers an average of approximately
20,700 Stock Keeping Units (SKUs) of natural and organic products per comparable store (stores open for 13 months
or longer), including an average of approximately 6,700 SKUs of dietary supplements. We believe our broad product
offering enables our customers to shop our stores for substantially all of their grocery and dietary supplement
purchases. In our grocery departments, we only sell USDA certified organic produce and do not approve for sale
grocery products that are known to contain artificial colors, flavors, preservatives or sweeteners or partially
hydrogenated or hydrogenated oils. Consistent with this strategy, our product selection does not include items that do
not meet our strict quality guidelines. Our store managers enhance our robust product offering by customizing their
stores’ selections to address the preferences of local customers. All products undergo a stringent review process to
ensure the products we sell meet our strict quality guidelines, which we believe helps us generate long-term
relationships with our customers based on transparency and trust.

Engaging customer service experience based on education and empowerment. We strive to offer consistently
exceptional customer service in a shopper-friendly environment, which we believe creates a differentiated shopping
experience, enhances customer loyalty and generates repeat visits from our clientele. A key aspect of our customer
service model is to provide free nutrition education to our customers. We believe this focus provides an engaging
retail experience while also empowering our customers to make informed decisions about their health. We offer our
science-based nutrition education through our trained employees, Health Hotline® newsletter and sales flyer,
community out-reach programs, one-on-one nutrition health coaching, nutrition classes and cooking demonstrations.
Our commitment to nutrition education and customer empowerment is emphasized throughout our entire organization,
from executive management to store employees. Every store also maintains a Nutritional Health Coach position. The
Nutritional Health Coach is responsible for training our store employees and educating our customers about nutrition
in accordance with applicable local, state and federal regulations. Each Nutritional Health Coach must have earned a
degree or certificate in nutrition or a related field from an accredited school, complete continuing education in
nutrition, and be thoroughly committed to fulfilling our mission. Substantially all of our Nutritional Health Coaches
are full-time employees. We believe our Nutritional Health Coach position represents a key element of our customer
service model.

Scalable operations and replicable, cost-effective store model. We believe our scalable operating structure, attractive
new store model, flexible real estate strategy and disciplined approach to new store development allow us to maximize
store performance and continue to grow our store base. Our store model has been successful in highly competitive
markets and has supported significant growth outside of our original Colorado geography. We believe our supply
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chain and infrastructure are scalable and will accommodate significant growth based on the ability of our primary
distribution relationships to effectively service our planned store locations. Our investments in overhead and
information technology infrastructure, including purchasing, receiving, inventory, point of sale, warehousing,
distribution, accounting, reporting and financial systems support this growth. To further support the scalability of our
operations, we substantially completed the implementation of a human resources information and learning
management system (HRIS) in fiscal year 2014. In addition, we have established effective site selection guidelines, as
well as scalable procedures, to enable us to open a new store within approximately nine months from the time of lease
execution. Our limited offering of prepared foods also reduces real estate costs, labor costs and perishable inventory
shrink and allows us to quickly leverage our new store opening costs.

Experienced and committed team with proven track record. Our executive management team has an average of
36 years of experience in the natural grocery industry, while our entire management team has an average of over
29 years of relevant experience. Since the second generation of the Isely family assumed control of the business in
1998, we have grown our store count from 11 to 87 stores as of September 30, 2014 by remaining dedicated to our
founding principles. Over their tenure, members of our executive management team have been instrumental in
establishing a successful, scalable operating model, generating consistently strong financial results and developing an
effective site selection and store opening process. The depth of our management experience extends beyond our home
office. As of September 30, 2014, 38% of our store managers at comparable stores have tenures of over four years
with us, and our store and department managers at these stores have average tenures of over three years with us. In
addition, we have a track record of promoting store management personnel from within. We believe our management’s
experience at all levels will allow us to continue to grow our store base while maintaining operational excellence by
driving efficiencies in store and back room operations, managing inventory levels and focusing on exceptional
customer service.

3
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Our Growth Strategies

We are pursuing several strategies to continue our profitable growth, including:

Expand our store base. We intend to continue expanding our store base through new store openings in existing
markets, as well as penetrating new markets, by leveraging our core competencies of site selection and efficient store
openings. Based upon our operating experience and research conducted for us by customer analytics firm The Buxton
Company, we believe the entire United States market can support over 1,100 Natural Grocers stores, including over
200 additional Natural Grocers stores in the 16 states in which we currently operate or have signed leases. In the fiscal
years 2014 and 2013, we opened 15 and 13 new stores, respectively, and we plan to open 18 new stores in fiscal year
2015, four of which we have opened during the first quarter of fiscal year 2015 prior to filing this report on Form
10-K. We intend to target new store openings at or above our current levels over the near term.

Current store locations, signed leases and new store locations.
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*Includes signed leases for stores to be opened subsequent to fiscal year 2014: two leases in Kansas, one lease in
Arizona, one lease in Arkansas and one lease in Colorado.

Increase sales from existing customers. We have achieved positive comparable store sales growth for over 49
consecutive quarters. In order to increase our average ticket and the number of customer transactions, we plan to
continue offering an engaging customer experience by providing science-based nutrition education and a
differentiated merchandising strategy that delivers affordable, high-quality natural and organic grocery products and
dietary supplements. We also plan to continue to utilize targeted marketing efforts to reach our existing customers,
which we anticipate will drive customer transactions and convert occasional, single-category customers into core,
multi-category customers.

Grow our customer base. We plan to continue building our brand awareness, which we anticipate will grow our
customer base. We are currently reviewing our marketing communications strategy, collateral marketing materials and
digital engagement platform (including our website, www.naturalgrocers.com) with the objective of increasing their
reach and effectiveness. We believe offering nutrition education has historically been one of our most effective
marketing strategies for reaching new customers and increasing the demand for natural and organic groceries and
dietary supplements in our markets. To maximize the impact of our Nutritional Health Coaches, we have recently
increased their focus on relationship-building opportunities in our communities and with our customers. This initiative
includes hosting additional educational cooking events, lectures and classes in our stores. Additionally, we seek to
attract new customers by enhancing their nutrition knowledge through printed and digital versions of our broad range
of educational resources, including the distribution of our Health Hotline newsletter and sales flyer, and via the
internet and social media. In addition to offering nutrition education, we intend to attract new customers with our
every day affordable prices and to build community awareness through our support of local vendors and charities.

Improve operating margins. We expect to continue to improve our operating margins as we benefit from investments
we have made or are making in fixed overhead and information technology, including the implementation of our
enterprise resource planning (ERP) system in fiscal year 2010 and the implementation of the HRIS in fiscal year 2014.
We anticipate these investments will support our long-term growth strategy with only a modest amount of additional
capital. We expect to achieve greater economies of scale through sourcing and distribution as we add more stores. In
addition, to achieve additional operating margin expansion, we intend to further optimize performance, maintain
appropriate store labor levels and effectively manage product selection and pricing.

4
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Our Stores

Our stores offer a comprehensive selection of natural and organic groceries and dietary supplements in a smaller-store
format that aims to provide a convenient, easily shopped and relaxed environment for our customers. Our store design
emphasizes a clutter-free, organized feel, a quiet ambience accented with warm lighting and the absence of aromas
from meat and seafood counters present in many of our competitors’ stores. We believe our core customers consider us
a destination stop for their natural and organic products and dietary supplements.

Our Store Format. Our stores range from 5,000 to 16,000 selling square feet, and average approximately 10,000
selling square feet. In fiscal year 2014, our 15 new stores averaged approximately 11,000 selling square feet.
Approximately one quarter of our stores’ selling square footage is dedicated to dietary supplements. Some of our stores
also include a dedicated community room available for public gathering, a demonstration kitchen for cooking
education and/or lecture space. Our comparable stores sell an average of approximately 20,700 SKUs of natural and
organic products per store, including an average of approximately 6,700 SKUs of dietary supplements.

The following diagram depicts a typical new store layout:
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Site Selection. Our real estate strategy is adaptable to a variety of market conditions. When selecting locations for new
stores, we use analytical models, based on research provided by The Buxton Company and our extensive experience,
to identify promising store locations. We typically locate new stores in prime locations which offer easy customer
access and high visibility. Many of our stores are near other supermarkets or gourmet food retailers, and we
complement their conventional product offerings with high-quality, affordable natural and organic groceries and
dietary supplements in an efficient and convenient retail setting. Our site selection model incorporates factors such as
target demographics, community characteristics, nearby retail activity and other measures in determining viable new
store locations and is based on first-hand observation of the community’s characteristics surrounding each site. We
have a team of employees dedicated to opening new stores efficiently and quickly, typically within approximately
nine months from the time of lease execution.

Store Level Economics. Since January 1, 2005, opening new stores has required an average upfront capital investment
of approximately $2.1 million. We anticipate that our fiscal year 2015 new stores will require an average upfront
capital investment of approximately $2.2 million, consisting of capital expenditures of approximately $1.7 million, net
of tenant allowances, initial inventory of approximately $0.3 million, net of payables, and pre-opening expenses of
approximately $0.2 million. We are targeting approximately four years to recoup our initial net cash investments and
expect to achieve approximately 35% cash-on-cash returns by the end of the fifth year following the opening.

Individual new store investment levels and the performance of new store locations may differ widely from originally
targeted levels and from store-to-store due to a variety of factors, and these differences may be material. In particular,
investments in individual stores, store-level sales, profit margins, payback periods and cash-on-cash return levels are
impacted by a range of risks and uncertainties beyond our control, including those described under the caption “Risk
Factors.”

5
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Our Focus on Nutrition Education

Nutrition education is one of our founding principles and is a primary focus for all employees. We believe our
emphasis on science-based nutrition education differentiates us from our competitors and creates a unique shopping
experience for our customers.

Our Nutritional Health Coaches are a core element of our nutrition education program. Every store has a full-time
Nutritional Health Coach position to educate customers and train employees on nutrition. Nutritional Health Coaches
must have earned a degree or certificate in nutrition or a related field from an accredited school, complete continuing
education in nutrition, and be thoroughly committed to fulfilling our mission. To educate and empower customers to
make informed nutrition choices, our Nutritional Health Coaches are available for complimentary one-on-one
nutrition health coaching sessions. Each Nutritional Health Coach is also responsible for various relationship-building
opportunities in our communities and with our customers, including educational activities such as nutrition classes,
lectures, seminars, health fairs and store tours. We have recently increased the Nutritional Health Coaches’ focus on
hosting cooking events (at our stores with demonstration kitchens) and have increased the number of in-store
educational events they conduct. Additionally, our Nutritional Health Coaches are an onsite resource for nutrition
training and education for our employees. Each Nutritional Health Coach trains our employees on using a compliant
educational approach to customer service without attempting to diagnose or treat. We believe our Nutritional Heath
Coach position is a competitive differentiator and represents a key element of our customer service model.

Our training and education programs are supplemented by outside experts, online materials and printed handouts. We
also use our Health Hotline to educate our customers. The Health Hotline is a newsletter and sales flyer which is
published eight times per year and includes in-depth articles on health and nutrition, along with a selection of sale
items. We are currently redesigning our website to enhance functionality and create a more engaging user experience,
including readily accessible additional nutritional education information and resources. We are currently reviewing
our marketing communications strategy, collateral marketing materials and digital engagement platform (including
our www.naturalgrocers.com website) with the objective of increasing their reach and effectiveness.

Our Products 

Product Selection Guidelines. We have a set of strict quality guidelines covering all products we sell. For example:

●we do not approve for sale food known to contain artificial colors, flavors, preservatives or sweeteners or partially
hydrogenated or hydrogenated oils, regardless of the proportion of its natural or organic ingredients;
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●we only sell USDA certified organic produce;

●we only sell meats naturally raised without antibiotics or hormone treatments and that were not fed animal
by-products; and

●we do not sell wine, beer, liquor or tobacco.

Our product review team analyzes all new products and approves them for sale based on ingredients, price and
uniqueness within the current product set. We actively research new products in the marketplace via our product
vendors, private label manufacturers, scientific findings, customer requests and general trends in popular media. Our
stores are able to fully merchandise all departments by providing an extensive assortment of natural and organic
products. We do not believe we need to sell conventional products to fill our selection, increase our margins or draw
in more customers.

What We Sell. We operate both a full-service natural and organic grocery store and a dietary supplement store within a
single retail location. The following is a breakdown of our sales mix for the year ended September 30, 2014:

6

Edgar Filing: Natural Grocers by Vitamin Cottage, Inc. - Form 10-K

18



Table Of Contents

The products in our stores include:

●

Grocery. We offer a broad selection of natural and organic grocery products with an emphasis on minimally
processed and single ingredient products that are not known to contain artificial colors, flavors, preservatives or
sweeteners or partially hydrogenated or hydrogenated oils. Additionally, we carry a wide variety of products
associated with special diets such as gluten free, vegetarian and non-dairy. Our grocery products include:

●
Produce. We sell only USDA certified organic produce and source from local, organic producers whenever feasible.
Our selection varies based on seasonal availability, and we offer a variety of organic produce offerings that are not
typically found at conventional food retailers.

●
Bulk Food and Private Label Products. We sell a wide selection of private label products, including nuts, water,
pasta, dried fruits, grains, granolas, honey, agave nectar, herbs, spices and teas. We also sell peanut and almond
butters, freshly ground in-store under the Natural Grocers brand.

●
Dry, Frozen and Canned Groceries. We offer a wide variety of natural and organic dry, frozen and canned groceries,
including cereals, soups, baby foods, frozen entrees and snack items. We offer a broad selection of natural chocolate
bars, and energy, protein and food bars.

●

Meats and Seafood. We only offer naturally-raised or organic meat products. The meat products we offer come from
animals that have never been treated with antibiotics or hormones or fed animal by-products. Additionally, we only
buy from companies we believe employ humane animal-raising practices. Our seafood items are generally frozen at
the time of processing and sold from our freezer section, thereby ensuring freshness and reducing food spoilage and
safety issues.

●

Dairy Products and Dairy Substitutes. We offer a broad selection of natural and organic dairy products such as milk,
eggs, cheeses, yogurts and beverages, as well as non-dairy substitutes made from almonds, coconuts, rice and soy.
During fiscal year 2014, we updated our dairy standards, and as a result, plan by April 2015 to sell only
pasture-raised, non-confinement dairy products.

●Prepared Foods. Our stores have a convenient selection of refrigerated prepared fresh food items, including salads,
sandwiches, salsa, humus and wraps. The size of this offering varies by location.
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●PLAN OF DISTRIBUTION

This prospectus relates to the possible issuance of up to 496,501 common shares if, and to the extent that, the holders of
an equal number of LP Units submit such LP Units for redemption and we issue common shares in exchange for such
redeemed LP Units. We will not receive any proceeds from any issuance of common shares in exchange for LP Units.
This prospectus also relates to the possible offer and sale by the selling shareholders, from time to time, of any common
shares we issue in exchange for LP Units. We will not receive any proceeds from the sale of the common shares by the
selling shareholders. 

We are registering the common shares covered by this prospectus for resale pursuant to our obligations under the
Agreement of Limited Partnership of IRET Properties in order to provide the transferees of the selling shareholders with
freely tradable securities. Registration does not, however, necessarily mean that any LP Units will be submitted for
redemption or that any of the common shares to be issued upon such redemption will be offered or sold by the selling
shareholders. 

The selling shareholders, or their pledgees, donees, transferees or other successors in interest, may offer and sell the
common shares covered by this prospectus in the following manner:  

•    on the NASDAQ Global Market or other quotation system or national exchange on which our common shares are
listed or traded at the time of sale;

•    in the over-the-counter market; 

•    in privately negotiated transactions; 

•    in underwritten transactions; or 

•    otherwise, at prices then prevailing or related to the then current market price or at negotiated prices. 

The offering price of the common shares covered by this prospectus and offered from time to time will be determined by
the selling shareholders and, at the time of determination, may be higher or lower than the market price of the common
shares on the NASDAQ Global Market. 

In connection with an underwritten offering, underwriters or agents may receive compensation in the form of discounts,
concessions or commissions from a selling shareholder or from purchasers of offered common shares for whom they may
act as agents, and underwriters may sell offered common shares to or through dealers, and such

 14
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dealers may receive compensation in the form of discounts, concessions or commissions from the underwriters and/or
commissions from the purchasers from whom they may act as agents. 

Offered common shares may be sold directly or through broker-dealers acting as principal or agent, or pursuant to a
distribution by one or more underwriters on a firm commitment or best-efforts basis. The methods by which offered
common shares may be sold include: 

•    a block trade in which the broker-dealer so engaged will attempt to sell offered common shares as agent but may
position and resell a portion of the block as principal to facilitate the transaction; 

Edgar Filing: Natural Grocers by Vitamin Cottage, Inc. - Form 10-K

20



•    purchases by a broker-dealer as principal and resale by such broker-dealer for its own account pursuant to this
prospectus; 

•    ordinary brokerage transactions and transactions in which the broker solicits purchases; 

•    an exchange distribution in accordance with the rules of the exchange or quotation system; 

•    privately negotiated transactions; and 

•    underwritten transactions. 

The selling shareholders and any underwriters, dealer or agents participating in the distribution of offered common shares
may be deemed to be “underwriters” within the meaning of the Securities Act of 1933. Any profit on the sale of offered
common shares by the selling shareholders and any commissions received by any such broker-dealers may be deemed to
be underwriting commissions under the Securities Act of 1933. 

When a selling shareholder elects to make a particular offer of common shares, a prospectus supplement, if required, will
be distributed that identifies any underwriters, dealers or agents and any discounts, commissions and other terms
constituting compensation from such selling shareholder and any other required information. 

In order to comply with state securities laws, if applicable, offered common shares may be sold only through registered or
licensed brokers or dealers. In addition, in certain states, offered common shares may not be sold unless they have been
registered or qualified for sale in such state or an exemption from such registration or qualification requirement is
available and complied with. 

We have agreed to pay all costs and expenses incurred in connection with the registration under the Securities Act of
1933 of the common shares covered by this prospectus, including, but not limited to, all registration and filing fees,
printing expenses and fees and disbursements of our legal counsel and accountants. The selling shareholders will pay any
brokerage fees and commissions, fees and disbursements of legal counsel for the selling shareholders and stock transfer
and other taxes attributable to the sale of common shares covered by this prospectus.

DESCRIPTION OF SHARES OF BENEFICIAL INTEREST

The following is a summary of the material terms of our shares of beneficial interest. This summary is not a complete
legal description of the common shares offered by this prospectus or our Series A preferred shares and is qualified in its
entirety by reference to our Third Restated Declaration of Trust, the Articles Supplementary to our Third Restated
Declaration of Trust classifying and designating our Series A preferred shares and our Bylaws. We have filed copies of
our Third Restated Declaration of Trust, the Articles Supplementary to our Third Restated Declaration of Trust
classifying and designating our Series A preferred shares and our Bylaws with the Securities and Exchange Commission
and have incorporated by reference such documents as exhibits to the registration statement of which this prospectus is a
part.
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General

We are authorized, under our Third Restated Declaration of Trust, to issue an unlimited number of our shares of
beneficial interest. Our board of trustees is authorized, under our Third Restated Declaration of Trust, to provide for the
issuance of shares of beneficial interest upon terms and conditions and pursuant to agreements as the board of trustees
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may determine and, further, to establish by resolution more than one class or series of shares of beneficial interest and to
fix the relative rights and preferences of these different classes or series. The rights and preferences of any class or series
of shares of beneficial interest will be stated in the articles supplementary to our Third Restated Declaration of Trust
establishing the terms of that class or series adopted by our board of trustees and will become part of our Third Restated
Declaration of Trust. As of March 12, 2007, our authorized shares of beneficial interest consisted of an unlimited number
of common shares, of which 48,222,014.177 were issued and outstanding, and an unlimited number of Series A preferred
shares, of which 1,150,000 were issued and outstanding. 

The voting rights and rights to distributions of the holders of common shares are subject to the prior rights of the holders
of our Series A preferred shares and any other subsequently-issued classes or series of preferred shares. Unless otherwise
required by applicable law or regulation, other classes or series of preferred shares are issuable without further
authorization by holders of the common shares and on such terms and for such consideration as may be determined by
our board of trustees. Other classes or series of preferred shares may have varying voting rights, redemption and
conversion features, distribution (including liquidating distribution) rights and preferences, and other rights, including
rights of approval of specified transactions. Any subsequently-issued class or series of preferred shares could be given
rights that are superior to rights of holders of common shares and a class or series having preferential distribution rights
could limit common share distributions and reduce the amount holders of common shares would otherwise receive on
dissolution. 

Ownership and Transfer Restrictions

Our Third Restated Declaration of Trust contains provisions that are intended to help preserve our status as a REIT for
federal income tax purposes. Specifically, our Third Restated Declaration of Trust provides that any transaction, other
than a transaction entered into through NASDAQ Global Market or other similar exchange, that would result in our
disqualification as a REIT under Section 856 of the Internal Revenue Code, including any transaction that would result in
(i) a person owning shares of beneficial interest in excess of the ownership limit, which as of the date of this prospective
supplement is 9.8%, in number or value, of our outstanding shares of beneficial interest, (ii) less than 100 people owning
our shares of beneficial interest, (iii) us being closely held, or (iv) 50% or more of the fair market value of our shares of
beneficial interest being held by persons other than United States persons, will be void ab initio. If such transaction is not
void ab initio, then the shares of beneficial interest that are in excess of the ownership limit, that would cause us to be
closely held, that would result in 50% or more of the fair market value of our shares of beneficial interest to be held by
persons other than United States persons or that otherwise would result in our disqualification as a REIT, would
automatically be exchanged for an equal number of “excess shares,” and these excess shares will be transferred to an “excess
share trustee” for the exclusive benefit of the charitable beneficiaries named by our board of trustees.

In such event, any distributions on excess shares will be paid to the excess share trust for the benefit of the charitable
beneficiaries. The excess share trustee will be entitled to vote the excess shares, if applicable, on any matter. The excess
share trustee may only transfer the excess shares held in the excess share trust as follows: 

•    if shares of beneficial interest were transferred to the excess share trustee due to a transaction or event that would have
caused a violation of the ownership limit or would have caused us to be closely held then, at the direction of our board of
trustees, the excess share trustee will transfer the excess shares to the person who makes the highest offer for the excess
shares, pays the purchase price and whose ownership will not violate the ownership limit or cause us to be closely held;
or 

•    if excess shares were transferred to the excess share trustee due to a transaction or event that would have caused
persons other than United States persons to own more than 50% of the value of our shares of beneficial interest then, at
the direction of our board of trustees, the excess share trustee will transfer the excess shares to the United States person
who makes the highest offer for the excess shares and pays the purchase price. 
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We have certain rights to purchase excess shares from the excess share trustee and must have waived these rights prior to
a transfer as described above. 

Common Shares

General. Our Third Restated Declaration of Trust authorizes the issuance of an unlimited number of our common shares.
As of March 12, 2007, there were 48,222,014.177 of our common shares outstanding and 11,742,451.527 of our common
shares to be issued upon conversion of previously issued LP Units, and there were no warrants, options or other
contractual arrangements, other than the LP Units, requiring the issuance of our common shares or any other shares of
beneficial interest. 

All of our common shares offered by this prospectus will be duly authorized, fully paid and nonassessable when
exchanged for LP Units in accordance with the terms of the Agreement of Limited Partnership of IRET Properties. 

Voting Rights. Subject to the provisions of our Third Restated Declaration of Trust regarding the restriction on the
transfer of our common shares, our common shares have non-cumulative voting rights at the rate of one vote per common
share on all matters submitted to the shareholders, including the election of members of our board of trustees. 

Our Third Restated Declaration of Trust generally provides that whenever any action is to be taken by the holders of our
common shares, including the amendment of our Third Restated Declaration of Trust if such amendment is previously
approved by our board of trustees, such action will be authorized by a majority of the voting power of the holders of our
common shares present in person or by proxy at a meeting at which a quorum is present, except as otherwise required by
law, our Third Restated Declaration of Trust or our Bylaws. Our Third Restated Declaration of Trust further provides the
following: 

(i)     that the following actions will be authorized by the affirmative vote of the holders of our common shares holding
common shares possessing a majority of the voting power of our common shares then outstanding and entitled to vote on
such action: 

•    our termination; 

•    our merger with or into another entity; 

•    our consolidation with one or more other entities into a new entity; 

•    the disposition of all or substantially all of our assets; and

•     the amendment of the Third Restated Declaration of Trust, if such amendment has not been previously approved by
our board of trustees. 

(ii)   that a member of our board of trustees may be removed with or without cause by the holders of our common shares
by the affirmative vote of not less than two-thirds of our common shares then outstanding and entitled to vote on such
matter. 

Our Third Restated Declaration of Trust also permits our board of trustees, by a two-thirds vote and without any action
by the holders of our common shares, to amend our Third Restated Declaration of Trust from time to time as necessary to
enable us to continue to qualify as a real estate investment trust under the Internal Revenue Code. 
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Dividend, Distribution, Liquidation and Other Rights. Subject to the preferential rights of our Series A preferred shares,
any other preferred shares of beneficial interest that we may issue in the future and the provisions of the Third Restated
Declaration of Trust regarding the restriction on the transfer of our common shares, holders of our common shares are
entitled to receive dividends on their common shares if, as and when authorized and declared by our board of trustees and
to share ratably in our assets legally available for distribution to our shareholders in the event of our liquidation,
dissolution or winding up after payment of, or adequate provision for, all known debts and
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liabilities. Our common shares have equal dividend, distribution, liquidation and other rights. Our common shares have
no preference, conversion, exchange, sinking fund or redemption rights. 

Listing. Our common shares are listed on the NASDAQ Global Market under the symbol “IRETS.” 

Transfer Agent and Registrar. We act as our own transfer agent and registrar with respect to our common shares.

Series A Preferred Shares

General. Our Third Restated Declaration of Trust, as amended by the Articles Supplementary, authorizes the issuance of
an unlimited number of our Series A preferred shares. As of March 12, 2007, there were 1,150,000 of our Series A
preferred shares outstanding and there were no warrants, options or other contractual arrangements requiring the issuance
of additional Series A preferred shares or any other shares of beneficial interest. Unless redeemed, our Series A preferred
shares have a perpetual term with no stated maturity date. 

Ranking. With respect to the payment of distributions and distribution of our assets and rights upon our liquidation,
dissolution or winding up, whether voluntary or involuntary, our Series A preferred shares will rank: 

•    senior to our common shares and to all other shares of beneficial interest that, by their terms, rank junior to our Series
A preferred shares, 

•    on a parity with all shares of beneficial interest that we issue, the terms of which specifically provide that those shares
of beneficial interest rank on a parity with our Series A preferred shares, and

•    junior to all shares of beneficial interest issued by us whose senior ranking is consented to as described under “� Voting
Rights” below. 

We do not currently have any other shares of beneficial interest outstanding that rank on a parity with, or senior to, our
Series A preferred shares. 

Distributions. Holders of our Series A preferred shares will be entitled to receive, when, as and if declared by our board
of trustees, out of funds legally available for that purpose, cumulative quarterly cash distributions at the rate of 8.25% of
the $25.00 liquidation preference per year (equivalent to an annual rate of $2.0625 per Series A preferred share).
Distributions on our Series A preferred shares will accrue and be cumulative from and including the date of initial
issuance or from and including the day immediately following the most recent date as to which distributions have been
paid. Distributions will be payable quarterly in arrears on March 31, June 30, September 30 and December 31 of each
year, or, if not a business day, the succeeding business day (without interest for the intervening period). Distributions will
accrue regardless of whether we have earnings, whether we have funds legally available for payment or whether the
distributions are declared. The first distribution on our Series A preferred shares was paid on June 30, 2004. Distributions
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will be computed on the basis of a 360-day year consisting of twelve 30-day months. Each payment of distributions will
include distributions accrued to and including the date on which paid. Distributions will be payable to record holders of
our Series A preferred shares as they appear in our records at the close of the business on the applicable record date,
which will be the 15th day of the calendar month in which the applicable distribution payment date falls or such other
date designated by our board of trustees for the payment of distributions that is not more than 30 nor less than 10 days
prior to the distribution payment date. 

No full distributions will be authorized or paid or set apart for payment on any class or series of shares of beneficial
interest ranking, as to distributions, on a parity with our Series A preferred shares unless all accrued distributions on our
Series A preferred shares for all past distribution periods and the then current distribution period have been, or
contemporaneously are, authorized and paid in full or a sum sufficient for the payment in full of such distributions is set
apart for that payment. When distributions are not paid in full (or a sum sufficient for their full payment is not so set
apart) on our Series A preferred shares and any other class or series of shares of beneficial interest ranking on a parity as
to distributions with our Series A preferred shares, all distributions declared upon our Series A preferred shares and any
other such shares of beneficial interest will be authorized pro rata so that the amount of distributions authorized per share
on our Series A preferred shares and all other such shares of beneficial
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interest will in all cases bear to each other the same ratio that accrued and unpaid distributions per share on our Series A
preferred shares and all other shares of beneficial interest bear to each other. 

Except as provided in the immediately preceding paragraph, unless all accrued distributions on our Series A preferred
shares for all past distribution periods and the then current distribution period have been, or contemporaneously are,
authorized and paid in full or a sum sufficient for the payment in full of such distributions is set apart for payment, no
distributions (other than in the form of our common shares or any other shares of beneficial interest ranking junior to our
Series A preferred shares as to distributions and upon our liquidation, dissolution or winding up, whether voluntary or
involuntary) or other distribution will be authorized, paid or set aside for payment or made upon our common shares or
any other shares of beneficial interest ranking junior to, or on a parity with, our Series A preferred shares as to
distributions or upon our liquidation, dissolution or winding up, whether voluntary or involuntary, nor will any common
shares or any other shares of beneficial interest ranking junior to or on a parity with our Series A preferred shares as to
distributions or upon our liquidation, dissolution or winding up, whether voluntary or involuntary, be redeemed,
purchased or otherwise acquired for any consideration (or any monies be paid to or made available for a sinking fund for
the redemption of any such shares of beneficial interest) by us (except by conversion into or exchange for other shares of
beneficial interest ranking junior to our Series A preferred shares as to distributions and upon our liquidation, dissolution
or winding up, whether voluntary or involuntary, and except for the acquisition of shares of beneficial interest that have
been designated as “excess shares” in accordance with the terms of our Third Restated Declaration of Trust). 

Distributions on our Series A preferred shares will accrue whether or not we have earnings, whether or not there are
funds legally available for the payment of the distributions and whether or not the distributions are authorized. Accrued
but unpaid distributions on our Series A preferred shares will not bear interest and holders of our Series A preferred
shares will not be entitled to any distributions in excess of full accrued distributions as described above. No distributions
on our Series A preferred shares will be authorized by our board of trustees or will be paid or set apart for payment by us
at such time as the terms and provisions of any agreement of ours, including any agreement relating to our indebtedness,
prohibits the authorization, payment or setting apart for payment or provides that the authorization, payment or setting
apart for payment would constitute a breach of any agreement or a default under any agreement, or if the authorization,
payment or setting apart for payment is restricted or prohibited by law. 
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Any distribution payment made on our Series A preferred shares will first be credited against the earliest accrued but
unpaid distribution due with respect to the shares which remains payable. 

Liquidation. In the event of our liquidation, dissolution or winding up, whether voluntary or involuntary, the holders of
our Series A preferred shares will be entitled to be paid out of our assets legally available for distribution to the holders of
our shares of beneficial interest a liquidation preference of $25.00 per share, plus an amount equal to any accrued and
unpaid distributions to and including the date of the liquidation, dissolution or winding up, before any distribution or
payment may be made to the holders of our common shares or any other class or series of shares of beneficial interest
issued by us ranking junior to our Series A preferred shares as to liquidation rights. In the event that, upon our
liquidation, dissolution or winding up, whether voluntary or involuntary, our legally available assets are insufficient to
pay the amount of the liquidating distributions on all outstanding shares of Series A preferred shares and the
corresponding amounts payable on all other classes or series of shares of beneficial interest issued by us ranking on a
parity with our Series A preferred shares as to liquidation rights, then the record holders of our Series A preferred shares
and all other classes or series of shares of beneficial interest issued by us ranking on a parity with our Series A preferred
shares as to liquidation rights will share ratably in any distribution of assets in proportion to the full liquidating
distributions to which they would otherwise be respectively entitled. After payment of the full amount of the liquidating
distributions to which they are entitled, the holders of our Series A preferred shares will have no right or claim to any of
our remaining assets. 

The record holders of our Series A preferred shares will be entitled to written notice of any liquidation, dissolution or
winding up. Our consolidation or merger with or into any other trust, partnership, limited liability company, corporation
or other entity, or the consolidated or merger of any other trust, partnership, limited liability company, corporation or
other entity with or into us, will not be deemed to constitute our liquidation, dissolution or the winding up if, following
the transaction, our Series A preferred shares remain outstanding as duly authorized shares of beneficial interest of us or
any successor entity having the same rights and preferences as prior to the transaction.
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Redemption at Our Option. Our Series A preferred shares will not be redeemable at our option prior to April 26, 2009,
except that in order to ensure that we remain qualified as a REIT for federal income tax purposes, our Series A preferred
shares will be subject to the provisions of our Third Restated Declaration of Trust that provide that Series A preferred
shares owned by a shareholder in excess of the ownership limit described in that document will be automatically
designated “excess shares” and be transferred as described below under “Restrictions on Ownership.” 

On or after April 26, 2009, we, at our option upon not less than 30 nor more than 60 days’ written notice, may redeem our
Series A preferred shares, in whole or in part, at any time or from time to time, for cash at a redemption price of $25.00
per share, plus accrued and unpaid distributions thereon to and including the date of redemption (except as provided
below), if any, and without interest. Unless all accrued distributions for all past distribution periods and the then current
distribution period on all Series A preferred shares and any other of our shares of beneficial interest ranking on a parity
with our Series A preferred shares as to distributions or upon our liquidation, dissolution or winding up, whether
voluntary or involuntary, have been, or contemporaneously are, authorized and paid in full or a sum sufficient for the
payment in full of such distributions is set apart for payment, no Series A preferred shares or other shares of beneficial
interest ranking on a parity will be redeemed unless all outstanding Series A preferred shares and other shares of
beneficial interest ranking on a parity are simultaneously redeemed. However, the foregoing will not prevent the purchase
or acquisition of Series A preferred shares pursuant to a purchase or exchange offer made on the same terms to holders of
all outstanding Series A preferred shares and other shares of beneficial interest ranking on a parity. If fewer than all of the
outstanding Series A preferred shares are to be redeemed, our Series A preferred shares to be redeemed will be
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determined pro rata (as nearly as practicable without creating fractional shares) or in such other equitable manner
prescribed by our board of trustees that will not result in a violation of the restrictions specified below under “Restrictions
on Ownership.” 

We are required to give the holders of our Series A preferred shares prior written notice of redemption of our Series A
preferred shares. Notice of redemption will be mailed by us, postage prepaid, not less than 30 days nor more than 60 days
prior to the date fixed for redemption, addressed to the respective record holders of our Series A preferred shares to be
redeemed at their respective addresses as they appear on our records. No failure to give such notice or defect in the notice
or in the mailing of the notice will affect the validity of the proceedings for the redemption of any Series A preferred
shares except as to the holder to whom notice was defective or not given. Each notice will state: 

•    the date fixed for redemption; 

•    the redemption price, including all accrued and unpaid distributions, if any; 

•    the number of Series A preferred shares to be redeemed; 

•    the time, place and manner in which the certificates evidencing our Series A preferred shares are to be surrendered for
payment of the redemption price, including the steps that a holder should take with respect to any certificates that have
been lost, stolen or destroyed or with respect to uncertificated shares; and 

•    that distributions on the Series A preferred shares to be redeemed will cease to accrue from and after the redemption
date and the shares will no longer be deemed outstanding. 

If fewer than all of the outstanding Series A preferred shares are to be redeemed, the notice mailed to each holder will
also specify the number of Series A preferred shares to be redeemed from each such holder and the method by which
shares will be selected for redemption. 

On or after the redemption date, once a record holder of Series A preferred shares to be redeemed surrenders the
certificates representing their Series A preferred shares at the place designated in the redemption notice, the redemption
price of such Series A preferred shares, including any accrued and unpaid distributions payable, will be paid to the person
who surrendered such certificates and each surrendered certificate will be canceled. In the event that fewer than all our
Series A preferred shares represented by any certificate are to be redeemed, a new certificate will be issued representing
the unredeemed Series A preferred shares.
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At our election, we may, prior to the redemption date, irrevocably deposit the redemption price (including accrued and
unpaid distributions) of our Series A preferred shares called for redemption in trust for the holders thereof with a bank or
trust company, in which case the notice to holders of our Series A preferred shares to be redeemed will: 

•    specify the office of such bank or trust company as the place of payment of the redemption price, and 

•    direct such holders to surrender the certificates representing our Series A preferred shares at such place to receive
payment of the redemption price (including all accrued and unpaid distributions to and including the redemption date). 
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Any monies deposited that remain unclaimed at the end of two years after the redemption date will be returned to us by
such bank or trust company and after that time the holder must look to us for payment. 

Except as provided above, we will make no payment or allowance for unpaid distributions, whether or not in arrears, on
Series A preferred shares to be redeemed. 

If notice of redemption of any Series A preferred shares has been given and if the funds necessary for that redemption
have been set apart by us in trust for the benefit of the holders of any Series A preferred shares so called for redemption,
then from and after the redemption date distributions will cease to accrue on those Series A preferred shares, those Series
A preferred shares will no longer be deemed outstanding, those Series A preferred shares will not thereafter be
transferred (except with our consent) on our books and all rights of the holders of those Series A preferred shares will
terminate, except the right to receive the redemption price (including all accrued and unpaid distributions to and
including the redemption date). 

Our Series A preferred shares have no stated maturity date and will not be subject to any sinking fund. 

Redemption at the Holder’s Option. If at any time there has been a change in control (as defined below), each holder of
Series A preferred shares will have the right, for a period of 90 days from the date of the change in control, to require us
to redeem all or any portion of that holder’s Series A preferred shares. Not later than 130 days after the date of the change
in control (or, if that date is a Saturday, Sunday or legal holiday, the next day that is not a Saturday, Sunday or legal
holiday), we will redeem all Series A preferred shares the holder has elected to have redeemed in a written notice
delivered to us on or prior to the 90th day after the change in control. The redemption price will be $25.00 per share, plus
accrued and unpaid distributions, if any, to and including the date of redemption. 

A “change in control” will have occurred if any of the following events have taken place: 

•    any person, entity or affiliated group, other than us or any employee benefit plan sponsored by us, acquires more than
50% of the then outstanding common shares and shares of all other classes or series of shares of beneficial interest upon
which like voting rights have been conferred and are exercisable, 

•    the consummation of any merger or consolidation of us into another company, such that the holders of our common
shares and shares of all other classes or series of shares of beneficial interest upon which like voting rights have been
conferred and are exercisable immediately prior to such merger or consolidation hold less than 50% of the voting power
of the securities of the surviving company or the parent of such surviving company, or 

•    our liquidation, dissolution or winding up, whether voluntary or involuntary, or the sale or disposition of all or
substantially all of our assets, such that after the transaction, the holders of our common shares and shares of all other
classes or series of shares of beneficial interest upon which like voting rights have been conferred and are exercisable
immediately prior to the transaction hold less than 50% of the voting securities of the acquiror or the parent of the
acquiror. 

There is no precise, established definition of the term “all or substantially all of our assets” under applicable law and
accordingly there may be uncertainty as to whether the foregoing provision would apply to a sale of less than all of our
assets.
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Voting Rights. Except as indicated below, the holders of our Series A preferred shares will not have any voting rights
other than as required by applicable law. On any matter on which our Series A preferred shares are entitled to vote,
including any action by written consent, each Series A preferred share will be entitled to one vote.

Whenever distributions payable on our Series A preferred shares are in arrears for six or more quarterly periods, whether
or not consecutive, holders of our Series A preferred shares (voting together as a class with holders of all other classes or
series of shares of beneficial interest ranking on a parity with our Series A preferred shares as to distributions and upon
our liquidation, dissolution or winding up, whether voluntary or involuntary, upon which like voting rights have been
conferred and are exercisable) will be entitled to elect two additional trustees to serve on our board of trustees, who will
be elected for one-year terms (subject to earlier termination as described below). Such election will be at a special
meeting called by the record holders of at least 10% of the Series A preferred shares or the record holders of any other
class or series of shares of beneficial interest upon which like voting rights have been conferred and are exercisable (or at
our next special meeting or annual meeting if notice of such meeting is given less than 90 days before our next special
meeting or annual meeting) and each subsequent annual meeting until all of the distributions on the Series A preferred
shares and all other classes of our shares of beneficial interest upon which like voting rights have been conferred and are
exercisable for the past distribution periods and the then current distribution period have been fully paid or authorized
and a sum sufficient for payment thereof set aside in full. Election will require a vote of the holders of a majority of the
Series A preferred shares and shares of all other classes or series of our shares of beneficial interest upon which like
voting rights have been conferred and are exercisable then outstanding, voting as a single class. Upon such election, the
size of our board of trustees will be increased by two trustees. If and when all such accumulated distributions have been
paid on the Series A preferred shares and all other classes or series of shares of beneficial interest upon which like voting
rights have been conferred and are exercisable, the term of office of each of the additional trustees so elected will
terminate and the size of our board of trustees will be reduced accordingly. So long as a distribution default continues,
any vacancy in the office of additional trustees elected as described in this paragraph may be filled by written consent of
the other additional trustee who remains in office or, if no additional trustee remains in office, by a vote of the holders of
a majority of the Series A preferred shares and shares of all other classes or series of our shares of beneficial interest
upon which like voting rights have been conferred and are exercisable then outstanding, voting as a single class. Each of
the trustees elected as described in this paragraph will be entitled to one vote on any matter. 

The affirmative vote or consent of the holders of at least two-thirds of the then outstanding Series A preferred shares and
shares of each other class or series of shares of beneficial interest ranking on a parity with respect to the payment of
distributions or the distribution of assets upon our liquidation, dissolution or winding up, whether voluntary or
involuntary, that is similarly affected, voting as a single class, will be required to: 

•    authorize or create (including by reclassification), or increase the authorized or issued amount of, any class or series of
shares of beneficial interest, or any obligation or security convertible into, exchangeable for or evidencing the right to
purchase or otherwise acquire any shares of any class or series of shares of beneficial interest, that rank senior to those
classes and series of our preferred shares of beneficial interest with respect to payment of distributions or the distribution
of assets upon our liquidation, dissolution or winding up, whether voluntary or involuntary; or 

•    amend, alter or repeal the provisions of our Third Restated Declaration of Trust or the articles supplementary, whether
by merger, consolidation, share exchange or otherwise, or consummate a merger, consolidation, share exchange or
transfer involving us, in either case so as to materially and adversely affect any right, preference, privilege or voting
power of the holders of the affected classes or series. 

With respect to any of the events described in the preceding paragraph, the occurrence of any such event will not be
deemed to materially adversely affect any right, preference, privilege or voting power of any class or series of shares of
beneficial interest or the holders of such shares if, immediately after any such event: 

•     we are the surviving entity and there are no outstanding shares of beneficial interest ranking, as to the payment of
distributions or the distribution of assets upon our liquidation, dissolution or winding up, whether voluntary or
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involuntary, senior to the affected series or series or class or classes other than shares
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of beneficial interest outstanding immediately prior to such event the terms of which remain unchanged and remain
outstanding and the terms of those shares of beneficial interest remain unchanged; or 

•    we are not the surviving entity and as a result of the event, the holders of the affected series or series or class or classes
receive shares of equity securities with preferences, rights and privileges substantially similar to the preferences, rights
and privileges of the affected series or series or class or classes and there are no outstanding shares of equity securities of
the surviving entity ranking, as to the payment of distributions or the distribution of assets upon our liquidation,
dissolution or winding up, whether voluntary or involuntary, senior to the affected series or series or class or classes other
than equity securities issued in respect of shares of beneficial interest outstanding immediately prior to such event the
terms of which are substantially similar to the terms immediately prior to such event. 

Except as may be required by law, holders of our Series A preferred shares will not be entitled to vote with respect to (i)
the authorization or issuance of shares of beneficial interest ranking on a parity with or junior to our Series A preferred
shares with respect to the payment of dividends and the distribution of assets upon our liquidation, dissolution or winding
up, whether voluntary or involuntary; or (ii) any increase, decrease or issuance of any of our Series A preferred shares or
other shares of beneficial interest ranking on a parity with or junior to our Series A preferred shares with respect to the
payment of distributions and the distribution of assets upon our liquidation, dissolution or winding up, whether voluntary
or involuntary. Except as provided above and required by law, the holders of Series A preferred shares are not entitled to
vote on any merger or consolidation involving us, on any share exchange or on a sale of all or of substantially all of our
assets. 

The foregoing voting provisions will not apply if, at or prior to the time when the act with respect to which the vote
would otherwise be required will be effected, all outstanding shares of Series A preferred shares have been redeemed or
called for redemption and sufficient funds have been deposited in trust to effect the redemption. 

Conversion. Our Series A preferred shares are not convertible into or exchangeable for any other securities or property,
except that, in limited circumstances, our Series A preferred shares may be automatically converted into or exchanged for
excess shares. See “Restrictions on Ownership” above.

Listing. Our Series A preferred shares are listed on the NASDAQ Global Market under the symbol “IRETP.” 

Transfer Agent. We act as our own transfer agent, registrar and distribution disbursing agent with respect to our Series A
preferred shares. 

DESCRIPTION OF LP UNITS AND
THE AGREEMENT OF LIMITED PARTNERSHIP OF IRET PROPERTIES

The following is a summary of the material terms of the LP Units, including a summary of certain provisions of the
Agreement of Limited Partnership of IRET Properties. This summary is not a complete legal description of the LP Units
and is qualified in its entirety by reference to the applicable provisions of North Dakota law and the Agreement of
Limited Partnership of IRET Properties. For a comparison of the rights of holders of LP Units and our the holders of our
common shares, see the section of this prospectus entitled “Comparison of Ownership of LP Units and Common Shares”
beginning on Page 28.
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General

We conduct all of our day-to-day real estate activities through our operating partnership, IRET Properties. The operation
of IRET Properties is governed by the Agreement of Limited Partnership of IRET Properties. We are the sole shareholder
of IRET, Inc., a North Dakota corporation, which is the general partner of IRET Properties. The holders of LP Units are
the limited partners of IRET Properties. As of January 31, 2007, IRET, Inc. owned approximately 71.4% of IRET
Properties.
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Issuance of LP Units

We are structured as an Umbrella Partnership Real Estate Investment Trust, or UPREIT, which enables us to acquire
property by issuing LP Units to a seller as a form of consideration. All LP Units have redemption rights that enable them
to cause IRET Properties to redeem their LP Units for cash or, at the option of IRET, Inc., common shares on a
one-for-one basis after a minimum one-year holding period. No LP Units have been registered pursuant to the federal or
state securities laws and they are not listed on any exchange or quoted on any national market system. As of March 12,
2007, we had 19,516,585.374 LP Units outstanding, of which, in addition to the 496,501 LP Units to which this
prospectus relates, 11,742,451.527 were also redeemable for common shares. 

IRET, Inc. is authorized, in its sole and absolute discretion and without the approval of any limited partner, to issue
additional LP Units to itself, to us, to any limited partner or to any other person for such consideration and on such terms
and condition as established by IRET, Inc. The issuance of LP Units to IRET, Inc. or us is subject to certain conditions.
IRET, Inc. is authorized to cause IRET Properties to issue general partnership interests or LP Units for less than fair
market value if IRET, Inc. has concluded in good faith that such issuance is in our best interests and in the best interests
of IRET Properties. IRET, Inc. is also authorized to issue additional partnership interests in different series or classes,
which may have rights and preferences that are senior to the LP Units. 

Purpose, Business and Management of IRET Properties

The purpose of IRET Properties is to conduct any business that may be lawfully conducted by a limited partnership
organized pursuant to the North Dakota Uniform Limited Partnership Act, provided that such business is limited to and
conducted in such a manner as to permit us at all times to qualify as a REIT. Subject to the foregoing, IRET Properties
may enter into any partnership, joint venture or other similar arrangement. 

IRET, Inc., as the sole general partner, has full, exclusive and complete responsibility and discretion in the management
and control of IRET Properties, and the limited partners have no authority in their capacity as limited partners to transact
business for, or participate in the management activities or decisions of, IRET Properties except as otherwise required by
applicable law.

Operation and Payment of Expenses 

The Agreement of Limited Partnership of IRET Properties requires that the partnership be operated in a manner that will
enable us to satisfy the requirements for being classified as a REIT for federal tax purposes, to avoid any federal income
or excise tax liability imposed by the Internal Revenue Code and to ensure that IRET Properties will not be classified as a
“publicly traded partnership” for purposes of Section 7704 of the Internal Revenue Code. 

In addition to the administrative and operating costs and expenses incurred by IRET Properties, IRET Properties pays all
of the administrative costs and expenses incurred by us and IRET, Inc. All of our expenses are considered expenses of
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IRET Properties. Our expenses generally include: (i) all expenses relating to the operation and continuity of our existence
and the existence of IRET, Inc.; (ii) all expenses relating to the public offering and registration of shares of beneficial
interest by us; (iii) all expenses associated with the preparation and filing of our periodic reports under federal, state or
local laws or regulations; (iv) all expenses incurred by us and IRET, Inc. associated with compliance with laws, rules and
regulations promulgated by any regulatory body; and (v) all other operating or administrative costs of IRET, Inc. incurred
in the ordinary course of its business on behalf of IRET Properties. 

Ability to Engage in Other Business; Conflict of Interest

IRET, Inc. may have business interests and engage in business activities outside of IRET Properties, including interests
and activities in direct or indirect competition with IRET Properties. IRET Properties may not purchase, sell or lease any
property, borrow or loan any money, or invest in any joint ventures with any member of our board of trustees, or with any
director, employee or affiliate of us, except in connection with a transaction approved by a majority of the trustees who
are not in any way involved in the transaction as being a fair, competitive and commercially reasonable transaction that is
no less favorable to IRET Properties than a similar transaction between unaffiliated parties under the same circumstances.
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Distributions and Liquidation

The Agreement of Limited Partnership of IRET Properties provides that IRET Properties shall distribute cash from
operations on a quarterly basis, in amounts determined by IRET, Inc., in its sole discretion, to the partners in accordance
with their respective percentage interests in IRET Properties. Upon liquidation of IRET Properties, and after payment of,
or adequate provision for, debts and obligations, any remaining assets will be distributed to all partners with positive
capital accounts in accordance with their respective positive capital account balances. If we have a negative balance in
our capital account following a liquidation, we will be obligated to contribute cash equal to the negative balance in our
capital account.

Allocations

Income, gain and loss of IRET Properties for each fiscal year is allocated among the general partner and the limited
partners in accordance with their respective interests, subject to compliance with the provisions of Sections 704(b) and
704(c) of the Internal Revenue Code, and the regulations issued thereunder. 

Borrowing by IRET Properties

The Agreement of Limited Partnership of IRET Properties provides that if IRET Properties requires additional funds at
any time or from time to time in excess of funds available to IRET Properties from borrowing or capital contributions,
IRET, Inc. may cause IRET Properties to obtain such funds from outside borrowings or IRET, Inc. may elect to borrow
such funds or have us borrow such funds and subsequently lend such funds to IRET Properties on the same terms and
conditions as are applicable to our or IRET, Inc.’s borrowing of such funds. 

Liability of IRET, Inc. and the Limited Partners

IRET, Inc., as the general partner of IRET Properties, is liable for all general recourse obligations of IRET Properties to
the extent not paid by IRET Properties. The limited partners will only be liable to IRET Properties to make payments of
their capital contributions, if any. No limited partner will be liable for any debts, liabilities, contracts or obligations of
IRET Properties. 
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Exculpation and Indemnification of IRET, Inc.

The Agreement of Limited Partnership of IRET Properties provides that IRET, Inc. will not be responsible for losses
sustained or liabilities incurred as a result of errors in judgment or from any act or omission, provided that IRET, Inc.
acted in good faith. The Agreement of Limited Partnership of IRET Properties also provides for the indemnification of
us, IRET, Inc., the directors, trustees, officers and employees of both us and IRET, Inc., and such other persons as IRET,
Inc. may designate from time to time in its sole discretion, against liabilities relating to the operations of IRET Properties,
unless it is established that (i) the act or omission of the indemnitee was material to the matter giving rise to the
proceeding and either was committed in bad faith or was the result of active and deliberate dishonesty; (ii) the indemnitee
actually received an improper personal benefit in money, property or service; or (iii) in the case of any criminal
proceeding, the indemnitee had reasonable cause to believe that the act or omission was unlawful. 

Transferability of LP Units and General Partnership Interests

As the general partner, IRET, Inc., may not voluntarily withdraw as the general partner of IRET Properties or transfer or
assign its general partnership interests in IRET Properties unless the transaction in which such withdrawal or transfer
occurs results in the limited partners receiving property in an amount equal to the amount they would have received had
they exercised their right to redeem their LP Units immediately prior to such transaction, or unless the successor to IRET,
Inc. contributes substantially all of its assets to IRET Properties in return for an interest in IRET Properties. 

With certain limited exceptions, the limited partners may not transfer their LP Units, in whole or in part, without the
written consent of IRET, Inc., which consent may be withheld in the sole discretion of IRET, Inc. IRET, Inc.
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may not consent to any transfer that would cause IRET Properties to be treated as a corporation for federal income tax
purposes. 

IRET Properties may not engage in any transaction resulting in a change of control, unless in connection with the
transaction the limited partners receive or have the right to receive cash or other property equal to the product of the
number of common shares into which each LP Units is then exchangeable and the greatest amount of cash, securities or
other property paid in the transaction to the holder of one common share in consideration of one such common share. If,
in connection with the transaction, a purchase, tender or exchange offer is made to and accepted by the holders of more
than fifty percent (50%) of the common shares, each holder of LP Units will receive, or will have the right to elect to
receive, the greatest amount of cash, shares of beneficial interest or other property that such holder would have received
had he, she or it exercised his, her or its right to redeem LP Units and received common shares in exchange for its LP
Units immediately prior to the expiration of such purchase, tender or exchange offer and had accepted such purchase,
tender or exchange offer. 

Despite the foregoing, we may merge, or otherwise combine our assets, with another entity if, immediately after such
merger or other combination, substantially all of the assets of the surviving entity, other than its ownership in IRET
Properties, are contributed to IRET Properties as a capital contribution in exchange for general partnership interests of
IRET Properties with a fair market value, as reasonable determined by us, equal to the agreed value of the assets so
contributed. 

For any transaction described in the preceding two paragraphs, we are required to use commercially reasonable efforts to
structure such transaction to avoid causing the limited partners to recognize gain for federal income tax purposes by
virtue of the occurrence of, or their participation in, such transaction, provided such efforts are consistent with the
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exercise of our trustees’ fiduciary duties under applicable law. 

Fiduciary Duties

Before becoming a limited partner, each limited partner must agree that in the event of any conflict in the fiduciary duties
owed by us to our shareholders and by IRET, Inc., as the general partner of IRET Properties, to the limited partners,
IRET, Inc. will fulfill its fiduciary duties to such limited partners by acting in the best interests of our shareholders. 

Tax Matters

IRET, Inc. is the tax matters partner of IRET Properties and, as such, has authority to handle tax audits and to make tax
elections under the Internal Revenue Code on behalf of IRET Properties and the limited partners. 

Amendment of the Agreement of Limited Partnership of IRET Properties

Any amendment to the Agreement of Limited Partnership of IRET Properties that would (i) adversely affect the right to
redeem LP Units, (ii) adversely affect the limited partners’ rights to receive cash distributions, or (iii) alter the limited
partnership’s allocations of capital of IRET Properties, requires the consent of the limited partners holding more than fifty
percent (50%) of the LP Units held by such limited partners. 

Term

IRET Properties will continue until April 30, 2050, or until sooner dissolved upon: (i) the bankruptcy, dissolution or
withdrawal of IRET, Inc.; (ii) the sale or other disposition of all or substantially all of its assets; (iii) the redemption of all
of the LP Units; or (iv) the election by the general partner. 

REDEMPTION OF LP UNITS

General

Pursuant to the Agreement of Limited Partnership of IRET Properties, the limited partners have redemption rights that
enable them to cause IRET Properties to redeem their LP Units for cash or, at the option of IRET, Inc.,
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common shares on a one-for-one basis after a minimum one-year holding period. The redemption price will be paid in
cash in the event that the issuance of common shares would: (i) result in any person owning, directly or indirectly,
common shares in excess of the ownership limitation of 50% of the outstanding Shares; (ii) result in Shares being owned
by fewer than 100 persons; (iii) result in us being “closely held” within the meaning of Section 856(h) of the Code; (iv)
cause us to own, actually or constructively, 10% or more of the ownership interest in a tenant of our or IRET Properties’
real estate, within the meaning of Section 856(d)(2)(B) of the Internal Revenue Code; or (v) cause the acquisition of
common shares by such redeeming holder of LP Units to be “integrated” with any other distribution of common shares for
purposes of complying with the Securities Act of 1933. 

The limited partners may exercise the redemption at any time after the first anniversary of the date of acquisition of LP
Units, provided that the limited partner is not subject to any other restrictions relating to the redemption of LP Units.
Redemption rights are exercised pursuant to a notice of exchange delivered by the holder of LP Units to IRET Properties.
No limited partner will be permitted more than two redemptions during any calendar year and no redemption may be
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made for less than 1,000 LP Units or, if such limited partner owns less than 1,000 LP Units, all of the LP Units held by
such limited partner. 

The number of common shares issuable upon redemption of LP Units will be adjusted upon the occurrence of share
splits, mergers, consolidations or similar pro rata share transactions, which otherwise would have the effect of diluting
the ownership interest of the limited partners or our shareholders. 

Tax Treatment of Redemption of LP Units

The following discussion summarizes certain federal income tax considerations that may be relevant to a holder of LP
Units that exercises his, her or its right to redeem LP Units. 

The Agreement of Limited Partnership of IRET Properties provides that the redemption of LP Units will be treated by us,
IRET Properties and the redeeming holder of LP Units as a sale of LP Units by such holder to us. Such sale will be fully
taxable to the redeeming holder of LP Units. 

The determination of gain or loss from the sale or other disposition will be based on the difference between the amount
realized for tax purposes by the redeeming holder of LP Units and his, her or its tax basis in such LP Units. The amount
realized will be the sum of the fair market value of property received (e.g., the common shares) by the holder plus the
portion of the liabilities of IRET Properties that was allocable to the redeemed LP Units. In general, the tax basis of a
holder of LP Units is the holder’s initial basis in the LP Units � the adjusted basis of the property contributed for the LP
Units plus any cash contributed for the LP Units, reduced by any liabilities assumed by IRET Properties and increased by
the holder’s share of IRET Properties’ liabilities � and then is increased to reflect the redeeming holder’s allocable share of
income of IRET Properties and decreased, but not below zero, to reflect the redeeming holder’s allocable share of loss and
distributions of IRET Properties. The basis also can change based on changes in the holder’s share of liabilities of IRET
Properties. To the extent that the amount realized exceeds the redeeming holder’s basis for the redeemed LP Units, such
redeeming holder will recognize gain. It is possible that the amount of gain recognized or even the tax liability resulting
from such gain could exceed the fair market value of the Shares received upon redemption. Each redeeming holder of
LP Units should consult with his, her or its own tax advisor for the specific tax consequences resulting from
redemption of LP Units. 

Generally, any gain recognized upon a sale or other disposition of LP Units will be treated as gain attributable to the sale
or disposition of a capital asset. To the extent that money or property received by a holder in exchange for all or part of
his LP Units is attributable to the redeeming holder’s share of “unrealized receivables” and inventory items of IRET
Properties (as defined in Section 751 of the Internal Revenue Code), the gain or loss is ordinary income or loss.
Unrealized receivables include, to the extent not previously included in the income of IRET Properties, any rights to
payment for services rendered or to be rendered. Unrealized receivables also include amounts that would be subject to
recapture as ordinary income if IRET Properties had sold its assets at their fair market value at the time of the transfer of
LP Units. 

For individuals, trusts and estates, the maximum rate of tax on the net capital gain from a sale or exchange of a long-term
capital asset (i.e., a capital asset held for more than 12 months) is 15%. The maximum rate for net capital gains
attributable to the sale of depreciable real property held for more than 12 months is 25% to the extent of the
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prior depreciation deductions for “unrecaptured Section 1250 gain” (that is, depreciation deductions not otherwise
recaptured as ordinary income under the existing depreciation recapture rules). Treasury Regulations provide that
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individuals, trusts and estates are subject to a 25% tax, or the “25% Amount”, to the extent of their allocable share of
unrecaptured Section 1250 gain immediately prior to their sale or disposition of the LP Units. (A 28% rate, which applies
to gains on certain collectibles and the excludable gain on the sale of qualified small business stock held for more than
five years, is unlikely to be applicable to IRET Properties’ gains.) Provided that the LP Units are held as a long-term
capital asset, such redeeming holder’s LP Units would be subject to a maximum rate of tax of 15% of the difference, if
any, between any gain on the sale or disposition of the LP Units and the 25% Amount. 

There is a risk that a redemption by IRET Properties of LP Units issued in exchange for a contribution of property to
IRET Properties may cause the original transfer of property to IRET Properties in exchange for LP Units to be treated as
a “disguised sale” of property. Section 707 of the Internal Revenue Code and the Treasury Regulations thereunder,
commonly referred to as the Disguised Sale Regulations, generally provide that, unless one of the prescribed exceptions
is applicable, a partner’s contribution of property to a partnership and a simultaneous or subsequent transfer of money or
other consideration (which may include the assumption of or taking subject to a liability) from the partnership to the
partner will be presumed to be a sale, in whole or in part, of such property by the partner to the partnership. Further, the
Disguised Sale Regulations provide generally that, in the absence of an applicable exception, if money or other
consideration is transferred by a partnership to a partner within two years of the partner’s contribution of property, the
transactions are presumed to be a sale of the contributed property unless the facts and circumstances clearly establish that
the transfers do not constitute a sale. The Disguised Sale Regulations also provide that if two years have passed between
the transfer of money or other consideration and the contribution of property, the transactions will be presumed not to be
a sale unless the facts and circumstances clearly establish that the transfers constitute a sale. Each redeeming holder of
LP Units should consult with his, her or its own tax advisor to determine whether a redemption of LP Units could
be subject to the disguised sale regulations. 

COMPARISON OF OWNERSHIP OF LP UNITS AND COMMON SHARES

The following is a comparative summary of the material terms of the LP Units and our common shares, including
summaries of certain provisions of the Agreement of Limited Partnership of IRET Properties, our Third Restated
Declaration of Trust and our Bylaws. This summary is not a complete legal description of the LP Units, our common
shares, the Agreement of Limited Partnership of IRET Properties, our Third Restated Declaration of Trust or our
Bylaws, and is qualified in its entirety by reference to the applicable provisions of North Dakota law, the Agreement of
Limited Partnership of IRET Properties, our Third Restated Declaration of Trust and our Bylaws, as applicable.

IRET Properties IRET
Form of Organization and Assets Owned

IRET Properties is organized as a North Dakota limited
partnership and owns interests (both directly and through
subsidiaries) in properties.

We are a North Dakota real estate investment trust. We believe
that we have operated so as to qualify as a REIT under the
Code since our organization on July 31, 1970, and we intend to
continue to so operate. Our interest in IRET Properties gives
us an indirect investment in the properties owned by IRET
Properties. In addition, we own (either directly or through
interests in subsidiaries other than IRET Properties) interests
in other properties.

Length of Investment
IRET Properties has a stated termination date of April 30,
2050, unless sooner dissolved upon: (i) the bankruptcy,
dissolution or withdrawal of IRET, Inc.; (ii) the sale or
other disposition of all or substantially all of its assets;
(iii) the redemption of all of the LP Units; or (iv) the
election by IRET, Inc., as the general partner.

Under our Third Restated Declaration of Trust, subject to the
provisions of any class or series of shares of beneficial interest
at the time outstanding, we may be terminated at any meeting
of the holders of our shares of beneficial interest called for
such purpose, by the affirmative vote of the holders of our
shares of beneficial interest holding shares possessing a
majority
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of the voting power of our shares then outstanding and entitled
to vote thereon.

Purpose and Permitted Investments
The Agreement of Limited Partnership of IRET Properties
provides that the purpose of IRET Properties is to conduct
any business that may be lawfully conducted by a limited
partnership organized pursuant to the North Dakota
Uniform Limited Partnership Act, provided that such

business is limited to and conducted in such a manner as
to permit us at all times to qualify as a REIT, unless we
otherwise case to qualify as a REIT.

Under our Third Restated Declaration of Trust, our purpose is
to purchase, hold, lease, manage, sell, exchange, develop,
subdivide and improve real property and interests in real
property and to invest in notes, bonds and other obligations
secured by mortgages on real property, and in general, to do all
other things in connection with the foregoing and to

have and exercise all powers conferred by North Dakota law.
It is intended that our business shall be conducted so that we
will qualify (so long as such qualification, in the opinion of
our board of trustees, is advantageous to the holders of our
shares of beneficial interest) as a REIT.

We are permitted by the Agreement of Limited Partnership of
IRET Properties to engage in business activities in addition to
those relating to IRET Properties, including activities that are
in competition with IRET Properties. We have no obligation to
present opportunities to IRET Properties and the limited
partners of IRET Properties have no rights by virtue of the
Agreement of Limited Partners business activities.

Additional Equity
IRET Properties is authorized to issue LP Units and other
partnership interests (including partnership interests of
different series or classes that may be senior to the LP
Units) as determined by IRET, Inc., as the general partner
in its sole discretion. The issuance of LP Units to IRET,
Inc. or us, however, is subject to certain conditions.

Our Third Restated Declaration of Trust authorizes the
issuance of an unlimited number of shares of beneficial
interest, including an unlimited number of common shares.
Our Third Restated Declaration of Trust also authorizes our
board of trustees to provide for the issuance of shares of
beneficial interest upon terms and conditions and pursuant to
agreements as the board of trustees may determine and,
further, to establish by resolution more than one class or series
of shares of beneficial interest and to fix the relative rights and
preferences of such different classes or series. The rights and
preferences of any class or series of shares of beneficial
interest will be stated in the articles supplementary to our
Third Restated Declaration of Trust establishing the terms of
that class or series adopted by our board of trustees and will
become part of our Third Restated Declaration of Trust. As of
the date of this prospectus, our board has authorized common
shares and Series A preferred shares.

Borrowing Policies
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IRET, Inc., as the general partner, has full power and
authority to borrow money on behalf of IRET Properties.
IRET Properties has no restrictions on borrowings.

Our Bylaws provide that our aggregate borrowings, secured
and unsecured, shall be reasonable in relation to our Net
Assets, and shall be reviewed by our board of trustees at least
quarterly. As used in our Bylaws, which usage is not in
accordance with GAAP, “Net Assets” means our total assets at
cost before deducting
 29
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depreciation or other non-cash reserves less total liabilities,
calculated at least quarterly on a basis consistently applied.
The maximum amount of such borrowings in relation to our
Net Assets shall, in the absence of a satisfactory showing that
a higher level of borrowing is appropriate, not exceed 300%.
Any excess in borrowing over such 300% level shall be
approved by a majority of the independent members of our
board of trustees and disclosed to the holders of our shares of
beneficial interest in our next quarterly report, along with
justification for such excess.

Other Investment Restrictions
Other than restrictions precluding
investments by IRET Properties that
would adversely affect our qualification
as a REIT, there are no restrictions on
the investment activities of IRET
Properties.

Our Third Restated Declaration of Trust requires that any transaction between us
and any member of our board of trustees or his or her affiliates shall be
approved: (i) by a majority of our board of trustees (whether or not constituting a
quorum for the transaction of business) not otherwise interested in such
transaction as being fair and reasonable to us; and (ii) by a majority of the
independent members of our board of trustees not otherwise interested in such
transaction as being fair and reasonable to us. In no event shall we or any of our
affiliates purchase any asset from any member of our board of trustees or his or
her affiliates at a cost exceeding the current appraised value of said asset. In no
event shall we or any of our affiliates sell any asset to any member of our board
of trustees or his or her affiliates at a cost less than the current appraised value of
said asset.

Further, our Bylaws provide the following:

Our primary investment objectives are to obtain current income and
capital appreciation for the holders of our shares of beneficial interest.

• 

The independent members of our board of trustees shall review our
investment policies with sufficient frequency and at least annually to
determine that our policies at any time are in the best interests of the
holders of our shares of beneficial interest.

• 

We shall not invest in equity securities unless a majority of the members
of our board of trustees (including a majority of independent members of
our board of trustees) not otherwise interested in such transaction
approve the transaction as being fair, competitive and commercially

• 
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reasonable.

We shall not invest more than 10% of our total assets in unimproved real
property or mortgage loans on unimproved real property. “Unimproved
real property” shall mean real property that has the following three
characteristics: (i) an equity interest in real property that was not
acquired for the purpose of

• 
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producing rental or other operating income; (ii) has no development or
construction in process on such land; and (iii) no development or construction on
such land is planned in good faith to commence on such land within one year.

We shall not invest in commodities or commodity future contracts. Such
limitation is not intended to apply to future contracts, when used solely
for hedging purposed in connection with our ordinary business of
investing in real estate assets and mortgages.

• 

We shall not invest in or make mortgage loans unless an appraisal is
obtained concerning the underlying property, except for those loans
insured or guaranteed by a government or government agency. In cases
in which a majority of the independent members of our board of trustees
so determine, and in all cases in which the transaction is with a member
of our board of trustees or his or her affiliates, such an appraisal must be
obtained from an independent expert concerning the underlying property.
This appraisal shall be maintained in our records for at least five years,
and shall be available for inspection and duplication by any holder of our
shares of beneficial interest. In addition to the appraisal, a mortgagee’s or
owner’s title insurance policy or commitment as to the priority of the
mortgage or the condition of the title must be obtained. Further, our
board of trustees shall observe the following policies in connection with
investing in or making mortgage loans: (i) we shall not invest in real
estate contracts of sale, otherwise known as land sale contracts, unless
such contracts of sale are in recordable form and appropriately recorded
in the chain of title; (ii) we shall not make or invest in mortgage loans,
including construction loans, on any one property if the aggregate
amount of all mortgage loans outstanding on the property, including our
loans (and including all interest (excluding contingent participation in
income and/or appreciation in value of the mortgaged property) the
current payment of which may be deferred pursuant to the terms of such
loans, to the extent that deferred interest on each loan exceeds 5% per
annum of the principal balance of the loan) would exceed an amount
equal to 85% of the appraised value of the property, as determined by
appraisal, unless substantial justification exists because of the presence
of other underwriting criteria; and (iii) we shall not make or invest in any
mortgage loans that are subordinate to any mortgage or equity interest of
a member of our board of trustees or his or her

• 
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affiliate. The policies outlined in (i) through (iii) above may be exceeded or
avoided for a particular transaction provided a commercially reasonable
justification exists and is approved by a majority of the members of our board of
trustees (including a majority of the independent members of our board of
trustees) not otherwise interested in the transaction.

Management Control
IRET, Inc., as the sole general partner, has full, exclusive
and complete responsibility and discretion in the
management and control of IRET Properties. The limited
partners have no authority in their capacity as limited
partners to transact business for, or participate in the
management activities or decisions of, IRET Properties
except as is otherwise required by applicable law.

Our board of trustees has exclusive control over our business
and affairs subject only to the restrictions set forth in our Third
Restated Declaration of Trust or our Bylaws. Our board of
trustees currently consists of nine trustees. Such number may
be increased or decreased from time to time as determined by
our board of trustees, but may not be less than five or more
than fifteen. Our trustees are elected annually at our annual
meeting of shareholders and serve for a term of one year or
until the election and qualification of his or her successor. Our
Bylaws and the ordinary business policies adopted by our
board of trustees may be altered or eliminated without a vote
of the holders of our shares of beneficial interest. Accordingly,
except for holders of common shares who vote in the election
of our trustees, the holders of our shares of beneficial interest
have no control over our ordinary business policies.

Fiduciary Duties
IRET, Inc., as the general partner, has fiduciary duties to
the limited partners. Before becoming a limited partner,
each limited partner must agree, however, that in the event
of any conflict in the fiduciary duties owed by us to our
shareholders and by IRET, Inc., as the general partner of
IRET Properties, to the limited partners, IRET, Inc. will
fulfill its fiduciary duties to such limited partners by
acting in the best interests of our shareholders.

Our Third Restated Declaration of Trust is silent regarding the
fiduciary relationship between our board of trustees and the
holders of our shares of beneficial interest; however, we
believe that, pursuant to general principles of law and equity,
our board of trustees would be deemed to be in a fiduciary
relationship with the holders of our shares of beneficial
interest.

Management Liability and Indemnification
As the general partner, IRET, Inc. has liability for the
payment of the obligations and debts of IRET Properties.
Under the Agreement of Limited Partnership of IRET
Properties, IRET, Inc. will not be responsible for losses
sustained or liabilities incurred as a result of errors in
judgment or for any act or omission, if IRET, Inc. acted in
good faith. The Agreement of Limited Partnership of
IRET Properties also provides for the indemnification of
us, IRET, Inc., the directors, trustees, officers and
employees of both us and IRET, Inc., and such other
persons as IRET, Inc. may designate from time to time in
its sole discretion, against liabilities

Our Third Restated Declaration of Trust provides that we will
indemnify members of our board of trustees to the fullest
extent permitted by law in connection with any threatened,
pending or completed action, suit or proceeding, whether civil,
criminal, administrative or investigative, by reason of the fact
that he or she was a member of our board of trustees or is or
was serving at our request as a director, trustee, officer,
partner, manager, member, employee or agent of another
foreign or domestic corporation, partnership, joint venture,
trust, limited liability company, other enterprise or employee
benefit plan, from all claims and liabilities to which such
person may become
 32
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relating to the operations of IRET Properties unless it is
established that (i) the act or omission of the indemnitee
was material to the matter giving rise to the proceeding
and either was committed in bad faith or was the result of
active and deliberate dishonesty; (ii) the indemnitee
actually received an improper personal benefit in money,
property or service; or (iii) in the case of any criminal
proceeding, the indemnitee had reasonable cause to

believe that the act or omission was unlawful.

subject by reason of service in such capacity, and further we
will pay or reimburse reasonable expenses (including without
limitation attorneys’ fees), as such expenses are incurred, of
each member of our board of trustees in connection with any
such proceedings.

Our Third Restated Declaration of Trust further provides that
we will indemnify each of our officers and employees, and
will have the power to indemnify each of our agents, to the
fullest extent permitted by North Dakota law, as amended
from time to time, in connection with any threatened, pending
or completed action, suit or proceeding, whether civil,
criminal, administrative or investigative, by reason of the fact
that he or she was our officer, employee or agent or is or was
serving at our request as a director, trustee, officer, partner,
manager, member, employee or agent of another foreign or
domestic corporation, partnership, joint venture, trust, limited
liability company, other enterprise or employee benefit plan,
from all claims and liabilities to which such person may
become subject by reason of service in such capacity and will
pay or reimburse reasonable expenses, as such expenses are
incurred, of each officer, employee or agent in connection with
any such proceedings.

For purposes of providing indemnification for members of our
board of trustees, and all of our officers, employees and
agents, our Third Restated Declaration of Trust provides that
we will have the authority to enter into insurance or other
arrangements, with persons or entities that are regularly
engaged in the business of providing insurance coverage, to
indemnify all of the members of our board of trustees, and all
of our officers, employees and agents against any and all
liabilities and expenses incurred by them by reason of their
being members of our board of trustees, or our officers,
employees or agents, whether or not we would otherwise have
the power to indemnify such persons against such liability.
Without limiting our power to procure or maintain any kind of
insurance or other arrangement, our Third Restated
Declaration of Trust provides that we may, for the benefit of
persons indemnified by us, (i) create a trust fund, (ii) establish
any form of self-insurance, (iii) secure our indemnity
obligation by grant of any security interest or other lien on our
assets, or (iv) establish a letter of credit, guaranty or surety
arrangement. Any such insurance or other arrangement may be
procured, maintained or established within us or with any
insurer or other person deemed appropriate by our board of
trustees regardless of whether all or part of the shares or other
securities thereof are owned in whole or in part by us. In the
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the terms and conditions of insurance or other arrangement and
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identity of the insurer or other person participating in any
arrangement will be conclusive, and such insurance or other
arrangement will not be subject to voidability, nor subject the
members of our board of trustees approving such insurance or
other arrangement to liability, on any ground, regardless of
whether the members participating in and approving such
insurance or other arrangement will be beneficiaries thereof.
We currently maintain insurance covering members of the
board and officers against liability as a result of their actions or
inactions on our behalf.

Voting Rights
All decisions relating to the operation and management of the IRET
Properties are made by IRET, Inc., as the general partner.

We are managed and controlled by our
board of trustees, which currently consists
of nine members. Each member of our board
of trustees is elected annually at our annual
meeting of shareholders and serves for a
term of one year or until the election and
qualification of his or her successor.

Subject to the provisions of our Third
Restated Declaration of Trust regarding the
restriction on the transfer of our common
shares, our common shares have
non-cumulative voting rights at the rate of
one vote per common share on all matters
submitted to the shareholders, including the
election of members of our board of
trustees.

Our Third Restated Declaration of Trust
generally provides that whenever any action
is to be taken by the holders of our common
shares, including the amendment of our
Third Restated Declaration of Trust if such
amendment is previously approved by our
board of trustees, such action will be
authorized by a majority of the holders of
our common shares present in person or by
proxy at a meeting at which a quorum is
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present, except as otherwise required by
law, our Third Restated Declaration of Trust
or our Bylaws. Our Third Restated
Declaration of Trust further provides the
following: (i) that the following actions will
be authorized by the affirmative vote of the
holders of our common shares holding
common shares possessing a majority of the
voting power of our common shares then
outstanding and entitled to vote on such
action:

•    our termination;

•    our merger with or into another entity;

•    our consolidation with one or more other
entities into a new entity;

•    the disposition of all or substantially all of
our assets; and

 34

Table of Contents
IRET Properties IRET

•    the amendment of the Third Restated
Declaration of Trust, if such amendment has
not been previously approved by our board
of trustees; and

(ii) that a member of our board of trustees
may be removed with or without cause by
the holders of our common shares by the
affirmative vote of not less than

two-thirds of our common shares then
outstanding and entitled to vote on such
matter.

Amendment of the Agreement of Limited Partnership of IRET Properties or
Third Restated Declaration of Trust
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The consent of IRET, Inc. is required for any amendment to the Agreement
of Limited Partnership of IRET Properties. IRET, Inc. may amend the
Agreement of Limited Partnership of IRET Properties without the consent of
the limited partners; provided, however, that the consent of the limited
partners holding more than 50% of the partnership interests (other than
IRET, Inc.) is required to make any amendment (i) affecting the redemption
right in a manner adverse to the limited partners; (ii) adversely affecting the
rights of the limited partners to receive distributions payable to them; (iii)
that would alter the allocation of profit and loss to the limited partners; or
(iv) that would impose on the limited partners any obligation to make
additional capital contributions.

Generally, our Third Restated Declaration of
Trust may be amended only by the
affirmative vote or written consent of
holders of our shares of beneficial interest
holding shares possessing a majority of the
voting power of shares then outstanding and
entitled to vote thereon.

Our Third Restated Declaration of Trust also
permits our board of trustees, by a
two-thirds vote and without

any action by the holders of our shares of
beneficial interest entitled to vote thereon, to
amend our Third Restated Declaration of
Trust from time to time as necessary to
enable us to continue to qualify as a real
estate investment trust under the Internal
Revenue Code.

Compensation, Fees and Distributions

IRET, Inc. does not receive any compensation for its services as general
partner of IRET Properties. IRET, Inc. has the same right to distributions as
the other partners of IRET Properties. IRET Properties pays all of our and
IRET, Inc.’s administrative costs and expenses and all of our expenses are
considered expenses of IRET Properties. Our expenses generally include: (i)
all expenses relating to the operation and continuity of our existence and the
existence of IRET, Inc.; (ii) all expenses relating to the public offering and
registration of securities by us; (iii) all expenses associated with the
preparation and filing of our periodic reports under federal, state or local
laws or regulations; (iv) all of the expenses of us and IRET, Inc. associated
with compliance with laws, rules and regulations promulgated by any
regulatory body; and (v) all other operating or administrative costs of IRET,
Inc. incurred in the ordinary course of its business on behalf of IRET
Properties.

Members of our board of trustees who are
not employed by us receive annual fees and
meeting fees for each board and committee
meeting attended in person or via
conference call. Additionally, the
chairperson and vice chairperson of each
board committee receives additional annual
fees, and each member of our audit
committee receives an additional annual fee.
Members of our board of trustees who are
employed by us do not receive any separate
compensation or other consideration, direct
or indirect, for service as a trustee but do
receive compensation for their service as our
employee.
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Liability of Investors
Under the Agreement of Limited Partnership of IRET Properties, the limited
partners will only be liable to IRET Properties to make payments of their
capital contributions, if any, and no limited partner will be liable for any
debts, liabilities, contracts or obligations of IRET Properties.

Our Third Restated Declaration of Trust
provides that holders of our shares of
beneficial interest shall not be personally or
individually liable in any manner
whatsoever for any debt, act, omission or
obligation incurred by us or our board of
trustees and shall be under no obligation to
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us or our creditors with respect to their
shares of beneficial interest other than the
obligation to pay to us the full amount of the
consideration for which the shares of
beneficial

interest were issued or to be issued. The
holders of our shares of beneficial interest
shall not be liable to assessment and our
board of trustees shall have no power to
bind the holders of our shares of beneficial
interest personally. We shall indemnify and
hold each holder of our shares of beneficial
interest harmless from and against all claims
and liabilities, whether they proceed to
judgment or are settled or otherwise brought
to a conclusion, to which such holder of our
shares of beneficial interest may become
subject by reason of his or her being or
having been a holder of our shares of
beneficial interest, and shall reimburse such
holder of our shares of beneficial interest for
all legal and other expenses reasonably
incurred by him, her or it in connection with
any such claim or liability; provided,
however, that such holder of our shares of
beneficial interest must give prompt notice
as to any such claims or liabilities or suits
and must take such action as will permit us
to conduct the defense thereof.

The rights accruing to a holder of our shares
of beneficial interest under our Third
Restated Declaration of Trust shall not
exclude any other right to which such holder
may be lawfully entitled, nor shall anything
contained herein restrict our right to
indemnify or reimburse a holder in any
appropriate situation even though not
specifically provided herein; provided,
however, that we shall have no liability to
reimburse the holders of our shares of
beneficial interest for taxes assessed against
them by reason of their ownership of shares,
nor for any losses suffered by reason of
changes in the market value of shares.
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No amendment to our Third Restated
Declaration of Trust increasing or enlarging
the liability of the holders of our shares of
beneficial interest shall be made without the
unanimous vote or written consent of all of
the holders.

Nature of Investment
The LP Units constitute equity interests in IRET Properties. The Agreement
of Limited Partnership of IRET Properties provides that IRET Properties
must distribute cash from operations on a quarterly

Common shares constitute equity interests
in us. Each holder of common shares is
entitled to his, her or its pro rata share of
any distributions paid with respect to the
common shares. Dividends payable to
holders of
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basis, in amounts determined by IRET, Inc., in its sole discretion, to the
partners in accordance with their respective percentage interests in IRET
Properties.

common shares are not fixed in amount and
are only paid if, when and as declared by
our board of trustees. Further, our Series A
preferred shares have preferential rights
with respect to dividends. In order to
continue to qualify as a REIT, we must
generally distribute at least 90% of our net
taxable income (excluding capital gains).
Any taxable income(including capital gains)
not distributed will be subject to corporate
income tax.

Potential Dilution of Rights
IRET, Inc., as the general partner, is authorized, in its sole and absolute
discretion and without the approval of any limited partner, to issue
additional LP Units to itself, us, any limited partner or any other person for
such consideration and on such terms and conditions as established by IRET,
Inc. The issuance of LP Units to IRET, Inc. or us is subject to certain
conditions. IRET, Inc. is also authorized to cause IRET Properties to issue
general partnership interests or LP Units for less than fair market value if
IRET, Inc. has concluded in good faith that such issuance is in our best
interests and in the best interests of IRET her or it in connection with any
such claim or liability; provided, however, that such holder of our shares of
beneficial interest must give prompt notice as to any such claims or
liabilities or suits and must take such action as will permit us to conduct the
defense thereof.

The rights accruing to a holder of our shares of beneficial interest under our
Third Restated Declaration of Trust shall not exclude any other right to
which such holder may be lawfully entitled, nor shall anything contained
herein restrict our right to indemnify or reimburse a holder in any
appropriate situation even though not specifically provided herein; provided,

Our board of trustees may issue, in its
discretion, an unlimited number of shares of
beneficial interest. The issuance of any
additional shares of beneficial interest may
result in the dilution of the interests of the
current holders of our shares of beneficial
interest.
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however, that we shall have no liability to reimburse the holders of our
shares of beneficial interest for taxes assessed against them by reason of
their ownership of shares, nor for any losses suffered by reason of changes
in the market value of shares.

No amendment to our Third Restated Declaration of Trust increasing or
enlarging the liability of the holders of our shares of beneficial interest shall
be made without the unanimous vote or written consent of all of the holders.
Properties. IRET, Inc. is also authorized to issue additional partnership
interests in different series or classes, which may have rights and preferences
that are senior to the LP Units.
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With certain limited exceptions, the limited partners may not transfer their
LP Units, in whole or in part, without the written consent of IRET, Inc.,
which consent may be withheld in the sole discretion of IRET, Inc. IRET,
Inc. may not consent to any transfer that would cause IRET Properties to be
treated as a corporation for federal income tax purposes. Each limited
partner has the

right to redeem his, her or its LP Units for Shares, subject to a minimum
one-year holding period.

The common shares covered by this
prospectus will be freely transferable as
registered securities under the Securities Act
of 1933. Our common shares are listed on
the NASDAQ Global Market under the
symbol “IRETS.” The breadth and strength of
this secondary market will depend, among
other things, upon the number of common
shares outstanding, our financial results and
prospects, general interest in us and other

real estate investments and our dividend
yield compared to that of other debt and
equity securities.

Federal Income Taxation
IRET Properties is not subject to federal income taxes. Instead, each limited
partner includes its allocable share of taxable income or loss of IRET
Properties in determining its individual federal income tax liability. The
maximum federal income tax rate for individuals for 2005 is 35%.

A limited partner’s share of income and loss generated by IRET Properties
generally is subject to the “passive activity” limitations. Under the “passive
activity” rules, income and loss from IRET Properties that are considered
“passive income” generally can be offset against income and loss from other
investments that constitute “passive activities.” Cash distributions from IRET
Properties are not taxable to a limited partner except to the extent such
distributions exceed such limited partner’s basis in his, her or its LP Units

Since our organization, we have operated in
a manner intended to qualify as a REIT. So
long as we qualify as a REIT, we will not be
taxed on that portion of our taxable income
that is distributed to our shareholders,
provided that at least 90% of our taxable
income is distributed. To the extent that
there is undistributed taxable income or
undistributed capital gain income, we will
be taxed as a domestic corporation at
corporate income tax rates. However, we
may retain some or all of our net capital
gain without incurring double taxation. If
we elect to do this, we are taxed on the
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(which will include such limited partner’s allocable share of IRET Properties’
taxable income and nonrecourse debt.) Limited partners are required, in
some cases, to file state income tax returns and/or pay state income taxes in
the states in with IRET Properties owns property, even if they are not
residents of those states.

amount we designate as retained capital gain
at the capital gains rate generally applicable
to corporations. Distributions made to our
shareholders out of current or accumulated
earnings and profits will be taxed to such
shareholders as ordinary income.
Distributions that are designated as capital
gain dividends will generally be taxed as
long-term capital gains to the extent they do
not exceed our actual net capital gain
income for the taxable year. Distributions to
a shareholder in excess of current or
accumulated earnings and profits will be
treated as a nontaxable return of capital to
the extent that they do not exceed the
adjusted basis of a shareholder’s shares of
beneficial interest. If distributions in excess
of current or accumulated earnings and
profits exceed the adjusted basis of a
shareholder’s shares of beneficial interest,
the distributions will be included in the
shareholder’s income as long-term or
short-term capital gain (assuming the shares
of beneficial interest are held as a capital
asset in the hands of the shareholder).

Shareholders who are individuals generally
will not be required to file state income tax
returns and/or pay state income taxes
outside of their state of residence with
respect to our operations and distributions.
We may be required to pay state income
taxes in certain states.
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Considerations Regarding IRET and its Shareholders

Federal Income Taxation. Since our organization, we have operated in a manner intended to qualify us as a REIT under
sections 856-858 of the Internal Revenue Code. Under these sections of the Internal Revenue Code, a REIT that meets
certain requirements will not be subject to Federal income tax with respect to income that it distributes to its
shareholders. Rather, all such income will be taxed at the shareholder level. In order to be considered a REIT for
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purposes of the Federal income tax laws, we must continue to meet the requirements of those sections of the Internal
Revenue Code, including the following: 

(i)     At the end of each fiscal quarter, at least 75% of the value of our total assets must consist of real estate, cash and
cash items (including receivables) and government securities. As to non-real estate investments, which may not exceed
25% of our total assets, the securities that we own in any one issuer (other than a taxable REIT subsidiary) may not
represent more than 5% of the value of our assets or more than 10% of the total value or voting power of that issuer. 

(ii)   At least 75% of our gross income for the taxable year must be derived from real estate rents or mortgages or other
specified real estate related activities. 

(iii)  Beneficial ownership of our shares of beneficial interest must be held by 100 or more persons during at least 335
days of each 12-month taxable year. More than 50% of our outstanding shares of beneficial interest may not be owned,
directly or indirectly, by or for, five or fewer individuals, at any time during the last half of the taxable year. 

As a REIT, we will not be taxed on that portion of our taxable income that is distributed to our shareholders, provided
that at least 90% of our taxable income is distributed. To the extent that there is undistributed taxable income or
undistributed capital gain income, we will be taxed as a domestic corporation at corporate income tax rates. However, we
may retain some or all of our net capital gain without incurring double taxation. If we elect to do this, we are taxed on the
amount we designate as retained capital gain at the capital gains rate generally applicable to corporations. Our
shareholders then must include in their income their proportionate share of the undistributed capital gain as long-term
capital gain. In this case the shareholder is deemed to have paid the shareholder’s share of the tax we paid, and is entitled
to a credit for this amount on the shareholder’s income tax return. In addition, the shareholder’s basis in the shareholder’s
shares of beneficial interest is increased by the amount of the undistributed long-term capital gains taxed to the
shareholder, less the amount of capital gains tax we paid on those capital gains. As a REIT, we will not be entitled to
carry back or carry forward any net operating losses with respect to the income taxed to us. So long as we have met the
statutory requirements for taxation as a REIT, distributions made to our shareholders will be taxed to such shareholders in
the manner described below.

If we do not qualify as a REIT for any taxable year, we will be taxed as a domestic corporation, and we will not be able
to deduct distributions to our shareholders in computing our taxable income. Such distributions, to the extent made out of
our current or accumulated earnings and profits, will be taxable to the shareholders as dividends, but will be eligible for
the dividends received deduction for corporations. 

In the opinion of the law firm of Pringle & Herigstad, P.C., we have conducted our operations in such a manner as to
qualify as a REIT. Treasury Regulations issued under the Internal Revenue Code require that the members of our board
of trustees have continuing exclusive authority over our management, the conduct of our affairs and, with certain
limitations, the management and disposition of the property we own. Our board of trustees intends to adopt any
amendments to our Third Restated Declaration of Trust that may be necessary in order for us to continue to operate as a
REIT. Any amendments to our Third Restated Declaration of Trust that are required in order for us to remain qualified as
a REIT may be made by the board of trustees without notice to, or a vote of, our shareholders. 

Taxation of Our Shareholders. Distributions made to our shareholders out of current or accumulated earnings and
profits will be taxed to our shareholders as ordinary income. (The portion of our distributions that may constitute
“qualified dividends” eligible for tax at a maximum rate of 15% is limited. To the extent a portion
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qualifies, we will inform our shareholders of that fact in a written notice mailed within 60 days of the close of our tax
year.) Distributions that are designated as capital gain dividends will generally be taxed as long-term capital gains to the
extent they do not exceed our actual net capital gain income for the taxable year. Distributions to a shareholder in excess
of current or accumulated earnings and profits will be treated as a nontaxable return of capital to the extent that they do
not exceed the adjusted basis of a shareholder’s securities. If distributions in excess of current or accumulated earnings
and profits exceed the adjusted basis of a shareholder’s shares of beneficial interest, the distributions will be included in
the shareholder’s income as long-term or short-term capital gain (assuming the shares of beneficial interest are held as a
capital asset in the hands of the shareholder). So long as we are taxed as a REIT distributions will not be eligible for the
dividends received deduction for corporations. 

We will notify shareholders at the end of each year as to the portions of the distributions that constitute ordinary income,
qualified dividends, net capital gain or return of capital. We will also inform shareholders of the portions of any capital
gains distributions that are 15%-rate capital gain distributions, 25%-rate capital gain distributions (unrecaptured section
1250 gain distributions), and, if any, 28%-rate gain distributions (certain gains on collectibles and the excludable gain on
the sale of qualified small business stock held for more than five years). Any dividend declared by us during the months
of October, November or December of any year payable to a shareholder of record on a specified date in any such month
will be treated as both paid by us and received by the shareholder on December 31 of such year, even though the dividend
may not actually be paid by us until January of the following calendar year. The shareholders may not include in their
individual income tax returns any of our operating or extraordinary losses, whether ordinary or capital. 

In addition, as described earlier, if we retain some or all of our net capital gain and elect to avoid double tax on these
gains, we will be taxed on the amount so designated at the capital gains rate generally applicable to corporations. A
shareholder then must include the shareholder’s proportionate share of these undistributed capital gains in income as
long-term capital gain. The shareholders are deemed to have paid their share of the tax we paid, and they may claim a
credit for this amount on their income tax returns. In addition, the tax on the shareholder’s shares of beneficial interest is
increased by the amount of such undistributed long-term capital gains taxed to the shareholder, less the amount of capital
gains tax we paid on those capital gains. 

In general, any gain or loss upon a sale or exchange of our securities by a shareholder who has held such securities as a
capital asset will be long-term or short-term, depending on whether the securities were held for more than one year;
provided, however, that any loss on the sale or exchange of our securities that have been held for six months or less by a
shareholder that is an individual, an estate, or a trust will be treated as a long-term capital loss to the extent that
distributions from us are required to be treated by such shareholders as long-term capital gain or are qualified dividends
taxable at a maximum rate of 15%. 

State and Local Income Taxation. Since we qualify as a REIT for purposes of the Federal income tax laws, we generally
are not subject to state income tax on that portion of our taxable income that is distributed to our shareholders.
Shareholders, however, may be subject to taxation on distributions we make to them depending on the state or local
jurisdiction of residence of the shareholder. Prospective shareholders should consult their tax advisors for an explanation
of how state and local tax laws could affect their investment. 

Taxation of Pension and Profit Sharing (including 401(k)) Trusts, IRAs and other Tax-Exempt Entities. Amounts
distributed as dividends by a qualified REIT generally do not constitute unrelated business taxable income, or UBTI,
when received by a tax-exempt entity. As a consequence, the dividend income received from us by a tax-exempt entity,
including a qualified pension or profit sharing (including a 401(k)) trust or an IRA, should not be UBTI to the tax-exempt
entity provided that: (a) the tax-exempt entity has not held its securities as “debt-financed property” within the meaning of
the Internal Revenue Code, and (b) the securities are not otherwise used in an unrelated trade or business of the
tax-exempt entity. If we are considered a “pension-held REIT,” an additional requirement must be satisfied in order for
dividend income received by a tax-exempt entity that is a qualified pension or profit sharing (including 401(k)) trust, or a
qualified trust, not to be UBTI. This requirement is that a qualified trust may not hold more than 10% by value of the
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interests in us. In general, a REIT is considered a “pension-held REIT” if it takes advantage of a special rule in the Internal
Revenue Code permitting it to satisfy the “five or fewer individual ownership requirement” mentioned above in
subparagraph (iii) of the subsection entitled “�Considerations Regarding IRET and its Shareholders” by treating
beneficiaries of a qualified trust as owners, and the REIT is considered to be “predominantly held” by qualified trusts. A
REIT is considered to be
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“predominantly held” by qualified trusts if: (a) at least one qualified trust holds more than 25% by value of the interests in
the REIT; or (b) one or more qualified trusts, each of which own more than 10% by value of the interests in the REIT,
hold in the aggregate more than 50% by value of the interests in the REIT. 

With respect to tax-exempt entities that are social clubs, voluntary employee benefit associations, supplemental
unemployment benefit trusts and qualified group legal services plans exempt from federal income taxation under Sections
501(c)(7), (9), (17) and (20) of the Internal Revenue Code, respectively, income from an investment in us will constitute
UBTI unless the organization is able to deduct amounts set aside or placed in reserve for certain purposes so as to offset
the income generated by its investment in us. Such prospective investors should consult their tax advisors concerning
these “set-aside” and reserve requirements. 

Reporting to the IRS and Backup Withholding. We will report to our shareholders and the Internal Revenue Service the
amount of dividends paid during each calendar year and the amount of tax withheld, if any. Under the backup
withholding rules, a shareholder may be subject to backup withholding, currently at the rate of 28%, with respect to
dividends paid, unless such holder: (i) is a corporation or comes within certain other exempt categories and, when
required, demonstrates this fact, or (ii) provides a correct taxpayer identification number, certifies that he or she is exempt
from backup withholding and otherwise complies with applicable requirements of the backup withholding rules. A
shareholder that does not provide us with a correct taxpayer identification number may be subject to penalties imposed by
the Internal Revenue Service. Any amount paid as backup withholding will be creditable against the shareholder’s income
tax liability. In addition, we may be required to withhold a portion of capital gain distributions to any shareholder who
fails to certify its non-foreign status to us. 

Tax Treatment of IRET Properties and Its Limited Partners

The following discussion summarizes certain federal income tax considerations applicable to IRET’s investment in IRET
Properties. The discussion does not cover state or local tax laws or any federal tax laws other than income tax laws. 

We will include in our income our share of IRET Properties’ income and deduct our share of IRET Properties’ losses only
if IRET Properties is classified for federal income tax purposes as a partnership, rather than as a corporation, an
association taxable as a corporation or a “publicly traded partnership” within the meaning of the federal income tax laws.

We have not requested, and do not intend to request, a ruling from the Internal Revenue Service that IRET Properties will
be classified as a partnership for federal income tax purposes. Instead, based on certain factual assumptions and
representations we have made and on currently applicable Treasury Regulations under Section 7701 of the Internal
Revenue Code, Pringle & Herigstad, P.C., is of the opinion that IRET Properties will be treated for federal income tax
purposes as a partnership. Further, based on certain factual assumptions and representations we have made, Pringle &
Herigstad, P.C., is of the opinion that IRET Properties will not be a publicly traded partnership. Unlike a tax ruling, an
opinion of counsel is not binding upon the Internal Revenue Service, and no assurance can be given that the Internal
Revenue Service will not challenge the status of IRET Properties as a partnership for federal income tax purposes. If a
court sustained such a challenge, IRET Properties would be treated as a corporation for federal income tax purposes, as
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described below. In addition, the opinion of Pringle & Herigstad, P.C., is based on existing law. No assurance can be
given that administrative or judicial changes would not modify the conclusions expressed in the opinion. 

If for any reason IRET Properties was taxable as a corporation, rather than a partnership, for federal income tax purposes,
we would not be able to qualify as a REIT. In addition, any change in the IRET Properties’ status for tax purposes might
be treated as a taxable event, in which case we might incur a tax liability without any related cash distribution. Further,
items of income and deduction of IRET Properties would not pass through to its partners, and its partners would be
treated as shareholders for tax purposes. Additionally, IRET Properties would be required to pay income tax at corporate
tax rates on its net income, and distributions to its partners would constitute dividends that would not be deductible in
computing IRET Properties’ taxable income.
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Income Taxation of IRET Properties and its Partners

Partners, Not IRET Properties, Subject to Tax. A partnership is not a taxable entity for Federal income tax purposes. As
such, we will be required to take into account our allocable share of income, gains, losses, deductions and credits from
IRET Properties for any taxable year ending within, or with, our taxable year, without regard to whether we have
received, or will receive, any distributions. 

Partnership Allocation of Income, Losses and Capital Gain. Although a partnership agreement generally will determine
how allocations of income and losses are made among partners, such allocations will be disregarded for tax purposes
under Section 704(b) of the Internal Revenue Code if they do not comply with the provisions of Section 704(b) of the
Internal Revenue Code and the Treasury Regulations promulgated thereunder. If an allocation is not recognized for
Federal income tax purposes, the item subject to the allocation will be reallocated in accordance with the partners’
interests in the partnership, which will be determined by taking into account all of the facts and circumstances relating to
the economic arrangement of the partners with respect to such item. IRET Properties’ allocations of taxable income and
loss are intended to comply with the requirements of Section 704(b) of the Internal Revenue Code and the Treasury
Regulations promulgated thereunder. 

Tax Allocations with Respect to Contributed Property. Pursuant to Section 704(c) of the Internal Revenue Code,
income, gain, loss and deductions that are attributable to appreciated or depreciated property contributed to a partnership
in exchange for an interest in the partnership must be allocated for Federal income tax purposes in a manner such that the
contributor is charged with, or benefits from, the unrealized gain or unrealized loss associated with the property at the
time of the contribution. The amount of such unrealized gain or unrealized loss is generally equal to the difference
between the fair market value of the contributed property at the time of contribution and the adjusted tax basis of such
property at the time of contribution. The Treasury Department has issued regulations requiring partnerships to use a
“reasonable method” for allocating items affected by Section 704(c) of the Internal Revenue Code, and outlining several
reasonable allocation methods. IRET Properties plans to elect to use the traditional method for allocating under section
704(c) items with respect to the properties it acquires in exchange for limited partnership units. 

Under the limited partnership agreement of IRET Properties, depreciation or amortization deductions will be allocated
among the partners in accordance with their respective interests. In addition, gain on the sale of a property contributed to
IRET Properties by a limited partner in exchange for limited partnership units will be specially allocated to such limited
partner to the extent of any built-in gain with respect to the property. Depending on the allocation method elected under
section 704(c), it is possible that: (i) we may be allocated lower amounts of depreciation deductions for tax purposes with
respect to contributed properties than would be allocated to us if such properties were to have a tax basis equal to their
fair market value at the time of contribution, and (ii) we may be allocated taxable gain in the event of a sale of such
contributed properties in excess of the economic profit allocated to us as a result of such sale. These allocations may
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cause us to recognize taxable income in excess of cash proceeds, which may adversely affect our ability to comply with
the REIT distribution requirements. This situation has not occurred in the past, and we do not currently have any reason
to believe it will occur in the future. 

The allocation rules also may affect the calculation of our earnings and profits for purposes of determining the portion of
our distributions that are taxable as a dividend. The allocations described in this paragraph may result in a higher portion
of our distributions being taxed as a dividend than would have occurred had we purchased the properties for cash. 

Tax Basis in IRET Properties. In general, our adjusted tax basis of our partnership interest in IRET Properties is equal
to: (i) the amount of cash and the basis of any other property that we contribute to IRET Properties (including the value
of our shares issued in exchange for converted IRET Properties interests acquired by us upon a redemption), (ii)
increased by our share of income and indebtedness, and (iii) reduced, but not below zero, by our share of the loss and the
amount of cash and the basis of any other property distributed to us. 

If the allocation of our share of loss would reduce the adjusted tax basis of our partnership interest in IRET Properties
below zero, the recognition of such loss will be deferred until such time as the recognition of such loss would not reduce
our adjusted tax basis below zero. To the extent that cash distributions, or any decrease in our share of the indebtedness,
would reduce our adjusted tax basis below zero, the excess distributions (after our
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adjusted tax basis has been reduced to zero) will constitute taxable income to us. Such income normally will be
characterized as capital gain, and, if our partnership interest in IRET Properties has been held for longer than the
long-term capital gain holding period, the income will constitute long-term capital gain. 

Sale of Real Estate. Generally, any gain realized by IRET Properties on the sale of property held for more than one year
will be long-term capital gain, except for any portion of such gain that is treated as depreciation or cost recovery
recapture. 

Any gain recognized on the disposition of a particular property contributed by a partner in exchange for limited
partnership will be allocated first to such contributing partner under Section 704(c) of the Internal Revenue Code to the
extent of such contributing partner’s built-in gain. Any remaining gain will be allocated among the partners in accordance
with their ownership percentage interests in IRET Properties. 

LEGAL MATTERS

The validity of the common shares offered by this prospectus, the Federal and state tax aspects of the organization and
operation of us and IRET Properties and other legal matters will be passed upon for us by Pringle & Herigstad, P.C.,
Minot, North Dakota. 

EXPERTS

The consolidated financial statements of Investors Real Estate Trust incorporated herein by reference from the Company’s
Current Report on Form 8-K filed on March 16, 2007, and the related financial statement schedules, and management’s
assessment of the effectiveness of internal control over financial reporting incorporated by reference from the Company’s
Annual Report on Form 10-K for the fiscal year ended April 30, 2006, have been audited by Deloitte & Touche LLP, an
independent registered public accounting firm, as stated in their reports, which are incorporated herein by reference, and
have been so incorporated in reliance upon the reports of such firm given their authority as experts in accounting and
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auditing. 

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and current reports, proxy statements and other information with the Securities and Exchange
Commission. You may read and copy any document we file at the Securities and Exchange Commission’s Public
Reference Section at 100 F Street, N.E., Room 1580, Washington, D.C., 20549, and in New York, New York and
Chicago, Illinois. Please call the Securities and Exchange Commission at 1-800-SEC-0330 for further information on the
Public Reference Section. You also may obtain copies of the documents at prescribed rates by writing to the Public
Reference Section of the Securities Exchange Commission. Our Securities and Exchange Commission filings are also
available to the public at the Securities and Exchange Commission’s web site at http://www.sec.gov and our web site at
http://www.irets.com. Information on our website does not constitute part of this prospectus. 

We have filed with the Securities and Exchange Commission a Registration Statement on Form S-3, of which this
prospectus is a part, under the Securities Act of 1933 with respect to our common shares of beneficial interest. As
permitted by the rules and regulations of the Securities and Exchange Commission, this prospectus does not contain all
the information you can find in the Registration Statement or the exhibits to the Registration Statement. 

Statements contained in this prospectus as to the contents of any contract or other document are not necessarily complete,
and in each instance reference is made to the copy of such contract or other document filed as an exhibit to the
Registration Statement, each such statement being qualified in all respects by such reference and the exhibits and
schedules thereto. For further information about us and our securities, you should refer to the Registration Statement and
such exhibits and schedules, which may be obtained from the Securities and Exchange Commission at its principal office
in Washington, D.C., upon payment of the fees prescribed by the Securities and Exchange Commission, and at the
Securities and Exchange Commission’s website.
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INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE

The documents listed below have been filed by us under the Securities Exchange Act of 1934 with the Securities and
Exchange Commission and are incorporated by reference in this prospectus: 

•    Our Annual Report on Form 10-K for the fiscal year ended April 30, 2006; 

•    Our Quarterly Reports on Form 10-Q for the quarterly periods ended July 31, 2006, October 31, 2006 and January 31,
2007; 

•    Our Current Reports on Form 8-K, filed  with the Securities and Exchange Commission on May 17, 2006; 

•    Our Current Report on Form 8-K, filed with the Securities and Exchange Commission on June 30, 2006; 

•    Our Current Report on Form 8-K, filed with the Securities and Exchange Commission on September 18, 2006; 

•    Our Current Report on Form 8-K, filed with the Securities and Exchange Commission on September 19, 2006; 

•    Our Current Report on Form 8-K, filed with the Securities and Exchange Commission on September 20, 2006; 
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•    Our Current Report on Form 8-K/A, filed with the Securities and Exchange Commission on November 6, 2006;

•    Our Current Report on Form 8-K/A, filed with the Securities and Exchange Commission on November 13, 2006; 

•    Our Current Report on Form 8-K, filed with the Securities and Exchange Commission on March 16, 2007; and 

•    The description of our common shares contained in our Registration Statement on Form 10 (File No. 0-14851), dated
July 29, 1986, as amended by the Amended Registration Statement on Form 10, dated December 17, 1986, and the
Second Amended Registration Statement on Form 10, dated March 12, 1987. 

We also incorporate by reference into this prospectus all documents that we file with the Securities and Exchange
Commission pursuant to Sections 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 1934 following the date of
this prospectus and prior to the termination of the sale of our securities offered by this prospectus, except for those
deemed to be furnished, not filed. 

This means that important information about us appears or will appear in these documents and will be regarded as
appearing in this prospectus. To the extent that information appearing in a document filed later is inconsistent with prior
information, the later statement will control and the prior information, except as modified or superseded, will no longer
be a part of this prospectus. 

We will provide copies of all documents that are incorporated by reference into this prospectus and any applicable
prospectus supplement (not including the exhibits other than exhibits that are specifically incorporated by reference)
without charge to each person who so requests in writing or by calling us at the following address and telephone number: 

Investors Real Estate Trust
12 South Main Street

Minot, ND 58701
Attn: Shareholder Relations
Telephone: (701) 837-4738
Facsimile: (701) 838-7785
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain statements included in this prospectus and the documents incorporated into this prospectus by reference are
“forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the
Securities Exchange Act of 1934. These forward-looking statements include statements about our intention to invest in
properties that we believe will increase in income and value; our belief that the real estate markets in which we invest
will continue to perform well; our belief that we have the liquidity and capital resources necessary to meet our known
obligations and to make additional real estate acquisitions and capital improvements when appropriate to enhance long
term growth; and other statements preceded by, followed by or otherwise including words such as “believe,” “expect,” “intend,”
“project,” “anticipate,” “potential,” “may,” “designed,” “estimate,” “should,” “continue” and other similar expressions. These statements
indicate that we have used assumptions that are subject to a number of risks and uncertainties that could cause our actual
results or performance to differ materially from those projected. 

Although we believe that the expectations reflected in forward-looking statements are based on reasonable assumptions,
we can give no assurance that these expectations will prove to have been correct. Important factors that could cause our
actual results to differ materially from the expectations reflected in our forward-looking statements include: 
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•    the economic health of the markets in which we own and operate multi-family and commercial properties, in particular
the states of Minnesota and North Dakota, or other markets in which we may invest in the future; 

•    the economic health of our commercial tenants; 

•    market rental conditions, including occupancy levels and rental rates, for multi-family residential and commercial
properties. 

•    our ability to identify and secure additional multi-family residential and commercial properties that meet our criteria
for investment; 

•    the level and volatility of prevailing market interest rates and the pricing of our securities; 

•    financing risks, such as our inability to obtain debt or equity financing on favorable terms, or at all; and 

•    compliance with applicable laws, including those concerning the environment and access by persons with disabilities. 

In light of these uncertainties, the events anticipated by our forward-looking statements might not occur and we caution
you not to place undue reliance on any of our forward-looking statements. We undertake no obligation to update or revise
our forward-looking statements, whether as a result of new information, future events or otherwise, and those statements
speak only as of the date made. The foregoing review of factors that could cause our actual results to differ materially
from those contemplated in any forward-looking statements should not be construed as exhaustive.
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PART II

INFORMATION NOT REQUIRED TO BE IN PROSPECTUS 

Item 14.  Other Expenses of Issuance and Distribution 

        The following table sets forth the various expenses incurred by the Company in connection with the issuance and
registration of the common shares being registered pursuant to this Registration Statement on Form S-3.  All of the
amounts shown are estimates, except for the Securities and Exchange Commission registration fee. 

Securities and Exchange Commission Fee............................................................................................................ $ 155.63
NASDAQ Listing
Fee..............................................................................................................................................

$
   7,500*

Legal Fees and
Expenses.........................................................................................................................................

$
   1,500*

Accounting Fees and Expenses............................................................................................................................. $   3,000*

TOTAL..................................................................................................................................................................
$

12,155.63

* Estimate 

Item 15.  Indemnification of Directors and Officers 

Limitation of Liability and Indemnification.  Our Third Restated Declaration of Trust provides that we will indemnify
members of our board of trustees to the fullest extent permitted by law in connection with any threatened, pending or
completed action, suit or proceeding, whether civil, criminal, administrative or investigative, by reason of the fact that he
or she was a member of our board of trustees or is or was serving at our request as a director, trustee, officer, partner,
manager, member, employee or agent of another foreign or domestic corporation, partnership, joint venture, trust, limited
liability company, other enterprise or employee benefit plan, from all claims and liabilities to which such person may
become subject by reason of service in such capacity, and further we will pay or reimburse reasonable expenses
(including without limitation attorneys’ fees), as such expenses are incurred, of each member of our board of trustees in
connection with any such proceedings.

Our Third Restated Declaration of Trust further provides that we will indemnify each of our officers and employees, and
will have the power to indemnify each of our agents, to the fullest extent permitted by North Dakota law, as amended
from time to time, in connection with any threatened, pending or completed action, suit or proceeding, whether civil,
criminal, administrative or investigative, by reason of the fact that he or she was our officer, employee or agent or is or
was serving at our request as a director, trustee, officer, partner, manager, member, employee or agent of another foreign
or domestic corporation, partnership, joint venture, trust, limited liability company, other enterprise or employee benefit
plan, from all claims and liabilities to which such person may become subject by reason of service in such capacity and
will pay or reimburse reasonable expenses, as such expenses are incurred, of each officer, employee or agent in
connection with any such proceedings.

For purposes of providing indemnification for members of our board of trustees, and all of our officers, employees and
agents, our Third Restated Declaration of Trust provides that we will have the authority to enter into insurance or other
arrangements, with persons or entities that are regularly engaged in the business of providing insurance coverage, to
indemnify all of the members of our board of trustees, and all of our officers, employees and agents against any and all
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liabilities and expenses incurred by them by reason of their being members of our board of trustees, or our officers,
employees or agents, whether or not we would otherwise have the power to indemnify such persons against such
liability.  Without limiting our power to procure or maintain any kind of insurance or other arrangement, our Third
Restated Declaration of Trust provides that we may, for the benefit of persons indemnified by us, (i) create a trust fund,
(ii) establish any form of self-insurance, (iii) secure our indemnity obligation by grant of any security interest or other
lien on our assets, or (iv) establish a letter of credit, guaranty or surety arrangement.  Any such insurance or other
arrangement may be procured, maintained or established within us or with any insurer or other person deemed
appropriate by our board of trustees regardless of whether all or part of the shares or other securities thereof are owned in
whole or in part by us.  In the absence of fraud, the judgment of

the board of trustees as to the terms and conditions of insurance or other arrangement and the identity of the insurer or
other person participating in any arrangement will be conclusive, and such insurance or other arrangement will not be
subject to voidability, nor subject the members of our board of trustees approving such insurance or other arrangement to
liability, on any ground, regardless of whether the members participating in and approving such insurance or other
arrangement will be beneficiaries thereof.  We currently maintain insurance covering members of the board and officers
against liability as a result of their actions or inactions on our behalf.

With the exception of indemnification and insurance provisions set forth above, there is currently no other statute, charter
provision, bylaw, contract or other arrangement under which a member of our board of trustees or an employee is insured
or indemnified in any manner against liability that he or she may incur in his or her capacity as a member of our board of
trustees or as an employee.  

Item 16.  Exhibits

Exhibit
Number Description
  3.1 Articles of Amendment and Third Restated Declaration of Trust of Investors Real Estate Trust.(1)

  3.2 Articles Supplementary to the Articles of Amendment and Third Restated Declaration of Trust of
IRET classifying and designating IRET’s 8.25% Series A Cumulative Redeemable Preferred Shares
of Beneficial Interest.(2)

  3.3 Second Restated Trustees’ Regulations (Bylaws).(3)

  3.4 Agreement of Limited Partnership of IRET Properties, dated January 31, 1997.(4)

  5 Opinion of Pringle & Herigstad, P.C.*
  8 Opinion of Pringle & Herigstad, P.C.*
23.1 Consent of Deloitte & Touche LLP, Independent Registered Public Accounting Firm*
23.2 Consent of Pringle & Herigstad, P.C.*
24 Power of Attorney (included on signature page)
__________ 

*      Filed herewith.  

(1)     Incorporated herein by reference to Exhibit A to the Company’s Definitive Proxy Statement on Schedule 14A for the
2003 Annual Meeting of Shareholders, filed with the SEC on August 13, 2003. 

(2)     Incorporated herein by reference to Exhibit 3.2 of the Company’s Form 8-A, filed with the filed with the Securities
and Exchange Commission on April 22, 2004. 

(3)       Incorporated herein by reference to the Company’s Quarterly Report on Form 10-Q for the quarterly period ended
October 31, 2003, filed with the SEC on December 15, 2003. 
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(4)       Incorporated herein by reference to the Company’s Registration Statement on Form S-11 (File No. 333-21945), filed
with the Securities and Exchange Commission on February 18, 1997. 

Item 17.  Undertakings 

(a)           The undersigned registrant hereby undertakes:  

(1)           To file, during any period in which offers or sales are being made, a post-effective amendment to this
registration statement:

 II-2

(i)            To include any prospectus required by Section 10(a)(3) of the Securities Act of 1933; 

(ii)           To reflect in the prospectus any facts or events arising after the effective date of the registration statement (or
the most recent post-effective amendment thereof) which, individually or in the aggregate, represent a fundamental
change in the information set forth in the registration statement.  Notwithstanding the foregoing, any increase or decrease
in the volume of securities offered (if the total dollar value of the securities offered would not exceed that which was
registered) and any deviation of from the low or high end of the estimated maximum offering range may be reflected in
the form of the prospectus filed with the Commission pursuant to Rule 424(b) if, in the aggregate, the changes in volume
and price represent no more than 20 percent change in the maximum aggregate offering price set forth in the “Calculation
of Registration Fee” table in the effective registration statement. 

(iii)          To include any material information with respect to the plan of distribution not previously disclosed in the
registration statement or any material change to such information in the registration statement; provided, however, that
paragraphs (a)(1)(i)(ii)and (iii) do not apply if the registration statement is on Form S-3, Form S-8 or Form F-3, and the
information required to be included in a post-effective amendment by those paragraphs is contained in periodic reports
filed with or furnished to the Commission by the registrant pursuant to Section 13 or 15(d) of the Securities Exchange
Act of 1934 that are incorporated by reference in the registration statement, or is contained in a form of prospectus filed
pursuant to Rule 424(b) that is part of the registration statement.

(2)           That, for the purpose of determining any liability under the Securities Act of 1933, each such post-effective
amendment shall be deemed to be a new registration statement relating to the securities offered therein, and the offering
of such securities at that time shall be deemed to be the initial bona fide offering thereof. 

(3)           To remove from registration by means of a post-effective amendment any of the securities being registered
which remain unsold at the termination of the offering. 

(5)           That, for the purpose of determining liability under the Securities Act of 1933 to any purchaser: 

(i)            Each prospectus filed by the registrant pursuant to Rule 424(b)(3) shall be deemed to be part of the registration
statement as of the date the filed prospectus was deemed part of and included in the registration statement; and

(ii)           Each prospectus required to be filed pursuant to Rule 424(b)(2), (b)(5), or (b)(7) as part of a registration
statement in reliance on Rule 430B relating to an offering made pursuant to Rule 415(a)(1)(i), (vii), or (x) for the purpose
of providing the information required by section 10(a) of the Securities Act of 1933 shall be deemed to be part of and
included in the registration statement as of the earlier of the date such form of prospectus is first used after effectiveness
or the date of the first contract of sale of securities in the offering described in the prospectus. As provided in Rule 430B,
for liability purposes of the issuer and any person that is at that date an underwriter, such date shall be deemed to be a
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new effective date of the registration statement relating to the securities in the registration statement to which that
prospectus relates, and the offering of such securities at that time shall be deemed to be the initial bona fide offering
thereof. Provided, however, that no statement made in a registration statement or prospectus that is part of the registration
statement or made in a document incorporated or deemed incorporated by reference into the registration statement or
prospectus that is part of the registration statement will, as to a purchaser with a time of contract of sale prior to

 II-3

such effective date, supersede or modify any statement that was made in the registration statement or prospectus that was
part of the registration statement or made in any such document immediately prior to such effective date. 

(b)           The undersigned registrant hereby undertakes that, for purposes of determining any liability under the
Securities Act of 1933, each filing of the registrant’s annual report pursuant to Section 13(a) or 15(d) of the Securities
Exchange Act of 1934 (and, where applicable, each filing of an employee benefit plan’s annual report pursuant to Section
15(d) of the Securities Exchange Act of 1934) that is incorporated by reference in the registration statement shall be
deemed to be a new registration statement relating to the securities offered therein, and the offering of such securities at
that time shall be deemed to be the initial bona fide offering thereof. 

(c)           Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted to directors,
officers and controlling persons of the Registrant pursuant to the foregoing provisions, or otherwise, the registrant has
been advised that in the opinion of the Securities and Exchange Commission such indemnification is against public
policy as expressed in the Act and is, therefore, unenforceable.  In the event that a claim for indemnification against such
liabilities (other than the payment by the registrant of expenses incurred or paid by a director, officer or controlling
person of the registrant in the successful defense of any action, suit or proceeding) is asserted by such director, officer or
controlling person in connection with the securities being registered, the registrant will, unless in the opinion of its
counsel the matter has been settled by controlling precedent, submit to a court of appropriate jurisdiction the question
whether such indemnification by it is against public policy as expressed in the Act and will be governed by the final
adjudication of such issue. 

SIGNATURES

Pursuant to the requirements of the Securities Act of 1933, the registrant certifies that it has reasonable grounds to believe
that it meets all of the requirements for filing on Form S-3 and has duly caused this Registration Statement to be signed
on its behalf by the undersigned, thereunto duly authorized, in the City of Minot, State of North Dakota, on this 21st day
of February, 2007.

INVESTORS REAL ESTATE TRUST

By: /s/ Thomas A. Wentz, Sr.
Thomas A. Wentz, Sr.

Its: President and Chief Executive Officer

POWER OF ATTORNEY
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KNOW ALL BY THESE PRESENTS, that each person whose signature appears below constitutes and appoints Thomas
A. Wentz, Sr. his true and lawful attorney-in-fact and agent, with full power of substitution and resubstitution, for him or
her and in his or her name, place and stead, in any and all capacities, to sign any and all amendments to this Registration
Statement, and to file the same, with all exhibits thereto, and other documents in connection therewith, with the Securities
and Exchange Commission, granting unto said attorney-in-fact and agent full power and authority to do and perform each
and every act and thing requisite or necessary to be done in and about the premises, as fully to all intents and purposes as
he might or could do in person, hereby ratifying and confirming all that said attorney-in-fact and agent, or his or her
substitute or substitutes, may lawfully do or cause to be done by virtue hereof.

 II-4

Pursuant to the requirements of the Securities Act of 1933, this Registration Statement and Power of Attorney have been
signed by the following persons in the capacities and on the date indicated below. 

Signature Title Date
/S/ Jeffrey L. Miller             
Jeffrey L. Miller Trustee and Chairman February 21, 2007

/S/ Charles W. Morgan      
Charles W. Morgan Trustee February 21, 2007

/S/ Patrick G. Jones             
Patrick G. Jones Trustee February 21, 2007

/S/ Stephen L. Stenehjem   
Stephen L. Stenehjem Trustee February 21, 2007

/S/ John D. Stewart             
John D. Stewart Trustee February 21, 2007

/S/ Edward T. Schafer         
Edward T. Schafer Trustee February 21, 2007

/S/ W. David Scott              
W. David Scott Trustee February 21, 2007

/S/ Thomas A. Wentz, Jr.   
Thomas A. Wentz, Jr.

Trustee, Senior Vice President�
Asset Management and Finance February 21, 2007

/S/ Timothy P. Mihalick     
Timothy P. Mihalick

Trustee, Senior Vice President and
Chief Operating Officer February 21, 2007

/S/ Thomas A. Wentz, Sr.  
Thomas A. Wentz, Sr.

President and
Chief Executive Officer

(Principal Executive Officer) February 21, 2007

/S/ Diane K. Bryantt           
Diane K. Bryantt

Senior Vice President and
Chief Financial Officer

(Principal Financial and Accounting Officer) February 21, 2007
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INVESTORS REAL ESTATE TRUST
Form S-3 Registration Statement 

INDEX TO EXHIBITS 

Exhibit
Number Description
  5 Opinion of Pringle & Herigstad, P.C.
  8 Opinion of Pringle & Herigstad, P.C.
23.1 Consent of Deloitte & Touche LLP
23.2 Consent of Pringle & Herigstad, P.C.

Edgar Filing: Natural Grocers by Vitamin Cottage, Inc. - Form 10-K

62


