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This Post-Effective Amendment No. 7 consists of the following:

1. Supplement No. 44 dated December 16, 2004 to the Registrant's Prospectus
dated September 15, 2003, included herewith, which will be delivered as an
unattached document along with the Prospectus dated September 15, 2003.

2. The Registrant's final form of Prospectus dated September 15, 2003,
previously filed pursuant to Rule 424 (b) (1) on September 15, 2003 and refiled
herewith.

3. Part II, included herewith.

4. Signatures, included herewith.

SUPPLEMENT NO. 44
DATED DECEMBER 16, 2004
TO THE PROSPECTUS DATED SEPTEMBER 15, 2003
OF INLAND WESTERN RETAIL REAL ESTATE TRUST, INC.

We are providing this Supplement No. 44 to you in order to supplement our
prospectus. This supplement updates information in the sections of our
prospectus noted in the table of contents below. This Supplement No. 44
supplements, modifies or supersedes certain information contained in our
prospectus, and prior Supplements No. 1 through 43 (dated October 23, 2003
through December 13, 2004) and must be read in conjunction with our prospectus.
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PROSPECTUS SUMMARY
THE TYPES OF REAL ESTATE THAT WE MAY ACQUIRE AND MANAGE.
THE FOURTH PARAGRAPH UNDER THIS SECTION ON "THE TYPES OF REAL ESTATE THAT WE MAY
ACQUIRE AND MANAGE", WHICH STARTS ON PAGE 1 OF OUR PROSPECTUS IS SUPERCEDED IN

THE ENTIRETY TO READ AS FOLLOWS:

The geographic focus of our portfolio continues to be western U.S. markets; yet,
at the present time, we believe that properties available for sale east of the
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Mississippi River are offering more favorable investment returns. Our objective
continues to be to acquire quality properties primarily for income as
distinguished from primarily for capital gain. As a result, many of our recently
acquired properties and properties that we currently have under contract for
purchase are located in eastern U.S. markets. However, over the long-term, we
expect the portfolio to consist of properties located primarily west of the
Mississippi River. Where feasible, we will endeavor to acquire multiple
properties within the same major metropolitan markets where the acquisitions
result in efficient property management operations with the potential to achieve
market dominance. As a result, we may have clusters of properties east of the
Mississippi.

OUR SPONSOR, OUR ADVISOR AND THE INLAND GROUP.

THE LAST PARAGRAPH UNDER THIS SECTION ON THE "OUR SPONSOR, OUR ADVISOR AND THE
INLAND GROUP" WHICH STARTS ON PAGE 2 OF OUR PROSPECTUS IS SUPERCEDED IN THE
ENTIRETY TO READ AS FOLLOWS:

Our sponsor is Inland Real Estate Investment Corporation, which is owned by
The Inland Group, Inc. The Inland Group, together with its subsidiaries and
affiliates, is a fully-integrated group of legally and financially separate
companies that have been engaged in diverse facets of real estate for over 35
years providing property management, leasing, marketing, acquisition,
disposition, development, redevelopment, syndication, renovation,
construction, finance and other related services. Inland Western Retail Real
Estate Advisory Services, Inc., is a wholly owned subsidiary of our sponsor
and is our advisor. Inland Securities Corporation, another affiliate of The
Inland Group, is the managing dealer of this offering. Inland US Management
LLC, Inland Southwest Management LLC and Inland Pacific Management LLC, our
property managers, are entities owned principally by individuals who are
affiliates of The Inland Group. The principal executive offices of The Inland
Group, our sponsor, and our advisor are located at 2901 Butterfield Road, Oak
Brook, Illinois 60523 and their telephone number is (630) 218-8000. The
principal executive offices of our property managers are located at 2907
Butterfield Road, Oak Brook, Illinois 60523 and their telephone number is
(630) 218-8000.

ORGANIZATIONAL CHART

THE ORGANIZATIONAL CHART UNDER THIS SECTION; WHICH IS LISTED ON PAGE 3 OF OUR
PROSPECTUS IS SUPERCEDED WITH THE FOLLOWING:

The following organizational chart depicts the services that affiliates or our
sponsor will render to us and our organizational structure.

ORGANIZATIONAL CHART

Daniel L. Goodwin* Robert H. G. Joseph Robert D.
Baum* Cosenza* Parks*
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| Estate Services Services Se

Inland Western Retail Real Estate Trust, Inc.
We are principally owned by public investors. Ownership is represented by shares

Solid lines indicate 100% ownership. Broken lines indicate service.

* The four indicated individuals control The Inland Group, Inc. and own
substantially all of its stock.

CONFLICTS OF INTEREST

THE SECOND BULLET POINT UNDER THIS SECTION UNDER "CONFLICTS OF INTEREST" ON PAGE
5 OF OUR PROSPECTUS IS SUPERCEDED IN THE ENTIRETY TO READ AS FOLLOWS:

o substantial compensation payable by us to Inland Securities
Corporation, Inland Western Retail Real Estate Advisory Services,
Inc., Inland US Management LLC, Inland Southwest Management
LLC and Inland Pacific Management LLC for their various services which
may not be on market terms and is payable, in most cases, whether or
not our stockholders receive distributions;

COMPENSATION TO BE PAID TO OUR ADVISOR AND AFFILIATES

THE DISCUSSION UNDER THIS SECTION ON THE "ACQUISITION EXPENSES", WHICH STARTS ON
PAGE 6 OF OUR PROSPECTUS, SHOULD READ:

We will reimburse Inland Real Estate Acquisitions, Inc. for costs incurred, on
our behalf, in connection with the acquisition of properties. We will pay an
amount, estimated to be up to 0.5% of the total of (1) the gross offering
proceeds from the sale of 250,000,000 shares, (2) the gross proceeds from the
sale of up to 20,000,000 shares pursuant to the distribution reinvestment
programs. The acquisition expenses for any particular property will not exceed
6% of the gross purchase price of the property.

THE DISCUSSION UNDER THIS SECTION ON THE "INCENTIVE ADVISORY FEE", WHICH STARTS
ON PAGE 7 OF OUR PROSPECTUS, SHOULD READ:

After our stockholders have first received a 10% cumulative, non-compounded
return and a return of their net investment, an incentive advisory fee equal to
15% on net proceeds from the sale of a property will be paid to our advisor.

RISK FACTORS

THE LAST SENTENCE OF THE FIRST PARAGRAPH ON PAGE 12, UNDER THIS HEADING, IS
MODIFIED TO READ AS FOLLOWS:

We will be acquiring properties that are located primarily west of the
Mississippi River and single user net lease properties located anywhere in the

United States and therefore our geographic diversity will be limited.

THE SECOND PARAGRAPH ON PAGE 13, UNDER THIS HEADING, IS DELETED.
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THE SECOND TO LAST SENTENCE OF THE THIRD PARAGRAPH ON PAGE 19, UNDER THIS
HEADING IS MODIFIED TO READ AS FOLLOWS:

Our advisor receives fees based on the book value including acquired intangibles
of the properties under management.

THE FIFTH SENTENCE OF THE FIRST PARAGRAPH ON PAGE 20, UNDER THIS HEADING IS
MODIFIED TO READ AS FOLLOWS:

Our advisor receives fees based on the book value including acquired intangibles
of the properties under management.

CONFLICTS OF INTEREST

THE LAST SENTENCE OF THE FOURTH PARAGRAPH ON PAGE 36, UNDER THIS HEADING, IS
MODIFIED TO READ AS FOLLOWS:

If Inland Retail Real Estate Trust, Inc., does not purchase the prospective
property, it will then be offered to us.

THE SIXTH SENTENCE OF THE FIFTH PARAGRAPH ON PAGE 37, UNDER THIS HEADING IS
MODIFIED TO READ AS FOLLOWS:

Our advisor receives fees based on the book value including acquired intangibles
of the properties under management.

COMPENSATION TABLE

THE DISCUSSION UNDER THIS SECTION "NONSUBORDINATED PAYMENTS - OFFERING STAGE" ON
THE MARKETING CONTRIBUTION AND DUE DILIGENCE EXPENSE ALLOWANCE PAID TO THE
MANAGING DEALER AND SOLICITING DEALERS, WHICH STARTS ON PAGE 40 OF OUR
PROSPECTUS, SHOULD READ AS FOLLOWS:

TYPE OF COMPENSATION
AND RECIPIENT METHOD OF COMPENSATION

Marketing contribution and due diligence We will pay an amount equal to 2.5% of

expense allowance paid to the managing the gross offering proceeds to the

dealer and soliciting dealers. managing dealer, all or a portion of
which may be passed on to soliciting
dealers, in lieu of reimbursement of
specific expenses associated with
marketing. We may pay an additional
0.5% of the gross offering proceeds to
the managing dealer, which may be
passed on to the soliciting dealers,
for due diligence expenses. We will
not pay the marketing contribution and
due diligence expense allowance in
connection with any special sales,
except those receiving volume
discounts and those described in "Plan
of Distribution - Volume Discounts."

The actual an
number of sha
special sales
following amo
marketing con
diligence exg

o $60,000 i
minimum n

o $75,000,0
maximum n



Edgar Filing: INLAND WESTERN RETAIL REAL ESTATE TRUST INC - Form POS AM

THE DISCUSSION UNDER THIS SECTION

5

"SUBORDINATED PAYMENTS - OPERATIONS STAGE" ON

THE ADVISOR ASSET MANAGEMENT FEE PAID TO OUR ADVISOR, WHICH STARTS ON PAGE 43 OF

OUR PROSPECTUS, SHOULD READ AS FOLLOWS:

TYPE OF COMPENSATION AND RECIPIENT

METHOD OF COMPENSATION

Advisor asset management fee
payable to our advisor.

OPERATIONAL STAGE

We pay an annual advisor asset management fee
of not more than 1% of our average assets.
Our average assets means the average of the
total book value including acquired
intangibles of our real estate assets plus the
total value of our loans receivables secured
by real estate, before reserves for
depreciation or bad debts or other similar
non-cash reserves. We will compute our
average assets by taking the average of these
values at the end of each month during the
quarter for which we are calculating the fee.
The fee is payable quarterly in an amount
equal tol/4of 1% of average assets as of the
last day of the immediately preceding
quarter. For any year in which we qualify as
a REIT, our advisor must reimburse us for the
following amounts if any:

(1) the amounts by which our total operating
expenses, the sum of the advisor asset
management fee plus other operating
expenses, paid during the previous fiscal
year exceed the greater of:

o 2% of our average assets for that
fiscal year, or

o 25% of our net income for that fiscal
year.

(2) plus an amount, which will not exceed the

advisor asset management fee for that year,

equal to any difference between the total

amount of distributions to stockholders for

that year and the 6% annual return on the
net investment of stockholders.

Items such as organization and offering

expenses, property expenses, interest payments,

taxes, non-cash expenditures, the incentive
advisory fee and acquisition expenses are

excluded from the definition of total operating

expenses.

The ac
receiv
price

theref
determ
time.

adviso
manage



Edgar Filing: INLAND WESTERN RETAIL REAL ESTATE TRUST INC - Form POS AM

See "Management —-- Our Advisory

Agreement" for an explanation of
circumstances where the excess amount
specified in clause (1) may not need to be
reimbursed.

THE DISCUSSION UNDER THIS SECTION "COMPENSATION TO OFFICERS AND DIRECTORS" ON
THE DIRECTOR FEES, WHICH STARTS ON PAGE 45 OF OUR PROSPECTUS, SHOULD READ AS
FOLLOWS :

TYPE OF COMPENSATION AND RECIPIENT METHOD OF COMPENSATION

Independent directors receive
an annual fee of $5,000
(increasing to $10,000
effective October 1, 2004)
and a fee of $500 for
attending each meeting of the
board or one of its
committees in person and $350
for attending a meeting via
the telephone. Our officers
who are also our directors do
not receive director fees.

Director fees

"NONSUBORDINATED PAYMENTS - OPERATIONAL
IS MODIFIED AS FOLLOWS:

THE DISCUSSION UNDER THIS SECTION ON THE
STAGE", WHICH STARTS ON PAGE 41 OF OUR PROSPECTUS,
The last entry "Advisor asset management fee" at the bottom of the page is
deleted.

THE LAST SENTENCE OF THE DISCUSSION ON "ESTIMATED MAXIMUM DOLLAR AMOUNT" UNDER
THIS SECTION ON THE "SUBORDINATED PAYMENTS - OPERATIONAL STAGE", WHICH STARTS ON
PAGE 43 OF OUR PROSPECTUS, IS MODIFIED AS FOLLOWS:

If we acquire the advisor, the advisor asset management fee will cease.

PRIOR PERFORMANCE OF OUR AFFILIATES
PRIOR INVESTMENT PROGRAMS

During the 10-year period ending September 30, 2004, The Inland Group and
its affiliates have sponsored two other REITs and 30 real estate exchange
private placements, which altogether have raised more than $3,132,378,000 from
over 73,000 investors. During that period, Inland Real Estate Corporation and
Inland Retail Real Estate Trust, Inc., the other REITs, have raised over
$2,980,790,000 from over 73,000 investors. Inland Real Estate Corporation and
Inland Retail Real Estate Trust, Inc. have investment objectives and policies
similar to ours and have invested principally in shopping centers that provide

We will pay the

directors $25,00
(increasing to $
October 1, 2004)
attending meetin
amounts to be re
meetings depends
meetings and the
therefore, canno
the present time
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sales of convenience goods and personal services to neighboring communities in
the Midwest and Southeast areas. However, Inland Real Estate Corporation is now
a self-administered REIT and is no longer affiliated with The Inland Group. Our
investment objectives and policies are similar to those of several of the other
prior investment programs sponsored by our affiliates which have owned and
operated retail properties. However, the vast majority of the other investment
programs sponsored by our affiliates were dissimilar from our operation in that
the prior programs owned apartment properties, pre-development land and whole or
partial interests in mortgage loans.

The information in this section and in the Prior Performance Tables
included in this Post-effective amendment as APPENDIX A shows relevant summary
information concerning real estate programs sponsored by our affiliates. The
purpose is to provide information on the prior performance of these programs so
that you may evaluate the experience of the affiliated companies in sponsoring
similar

programs. The following discussion is intended to briefly summarize the
objectives and performance of the prior programs and to disclose any material
adverse business developments sustained by them. Past performance is not
necessarily indicative of future performance.

SUMMARY INFORMATION

The table below provides summarized information concerning prior programs
sponsored by our affiliates for the 10-year period ending September 30, 2004,
and is qualified in its entirety by reference to the introductory discussion
above and the detailed information appearing in the Prior Performance Tables in
APPENDIX A of this post-effective amendment. YOU SHOULD NOT CONSTRUE INCLUSION
OF THE SUCCEEDING TABLES AS IMPLYING IN ANY MANNER THAT WE WILL HAVE RESULTS
COMPARABLE TO THOSE REFLECTED IN THE TABLES BECAUSE THE YIELD AND CASH AVAILABLE
AND OTHER FACTORS COULD BE SUBSTANTIALLY DIFFERENT FOR OUR PROPERTIES. YOU
SHOULD NOTE THAT BY ACQUIRING OUR SHARES, YOU WILL NOT BE ACQUIRING ANY
INTERESTS IN ANY PRIOR PROGRAMS.

8
INLAND RETAIL REAL
ESTATE TRUST, INC.
REIT
PROGRAM AS OF

SEPTEMBER 30, 2004
Number of programs sponsored 1
Aggregate amount raised from investors $ 2,279,622,000
Approximate aggregate number of investors 59,000
Number of properties purchased 274

INLAND REAL EST
CORPORATION
REIT
PROGRAM AS OF
SEPTEMBER 30, 2
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Aggregate cost of properties $ 4,053,516,000 1,276,00
Number of mortgages/notes 0
Principal amount of mortgages/notes $ 0

Principal of properties (based on cost) that were:

Commercial-—

CRetait . s00s g
| Single-user retail met-lease 10008 1
Narsing homes . o0
Coffices . o0
feaustrial . o0
Mealth clbs . o0
Mini-storase . o0
 Total commercial 1.0 10
Molti-family residential o.00x
Lana . o0s

Percentage of properties (based on cost) that were:

Newly constructed (within a year of acquisition) 37.00% 4
Existing construction 63.00% 6
Number of properties sold in whole or in part 0
Number of properties exchanged 0

Of the programs included in the above table, Inland Real Estate Corporation
and Inland Retail Real Estate Trust, Inc. have investment objectives similar to
ours. Inland Real Estate Corporation and Inland Retail Real Estate Trust, Inc.
represent approximately 97% of the aggregate amount raised from investors,
approximately 99% of the aggregate number of investors, approximately 95% of the
properties purchased, and approximately 95% of the aggregate cost of the
properties.

During the three years prior to September 30, 2004, Inland Real Estate
Corporation purchased 26 commercial properties and Inland Retail Real Estate
Trust, Inc. purchased 249 commercial properties. Upon written request, you may
obtain, without charge, a copy of Table VI filed with the Securities and
Exchange Commission in Part II of our post-effective amendment.. The table
provides more information about these acquisitions.

10
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PUBLICLY REGISTERED REITS

INLAND REAL ESTATE CORPORATION. Through a total of four public offerings,
the last of which was completed in 1999, Inland Real Estate Corporation sold a
total of 51,642,397 shares of common stock. In addition, as of September 30,
2004, Inland Real Estate Corporation issued 14,293,208 shares of common stock
through its distribution reinvestment program. As of September 30, 2004, Inland
Real Estate Corporation repurchased 5,256,435 shares of common stock through its
share repurchase program for an aggregate amount of $49,159,202. As a result,
Inland Real Estate Corporation has realized total gross offering proceeds of

approximately $701,168,000 as of September 30, 2004. On June 9, 2004, Inland
Real Estate Corporation listed its shares on the New York Stock Exchange and
began trading under the ticker "IRC".

Inland Real Estate Corporation's objective is to purchase shopping centers
that provide convenience goods, personal services, wearing apparel and hardware
and appliances located within an approximate 400-mile radius of its headquarters
in Oak Brook, Illinois, and to provide, at a minimum, cash distributions on a
quarterly basis and a hedge against inflation through capital appreciation. It
may also acquire single-user retail properties throughout the United States. As
of September 30, 2004, the properties owned by Inland Real Estate Corporation
were generating sufficient cash flow to cover operating expenses plus pay an
annual cash distribution of $0.94 per share paid monthly.

As of September 30, 2004, Inland Real Estate Corporation owned interest in
139 properties for a total investment of approximately $1,325,000,000. These
properties were purchased with proceeds received from the above described
offerings of shares of its common stock and financings. As of September 30,
2004, Inland Real Estate Corporation financed approximately $641,370,000 on its
properties and had $110,000,000 outstanding through an unsecured line of credit.

On July 1, 2000, Inland Real Estate Corporation became a self-administered
REIT by completing its acquisition of Inland Real Estate Advisory Service, Inc.,
its advisor, and Inland Commercial Property Management, Inc., its property
manager. The acquisition was accomplished by merging its advisor and its
property manager into two wholly owned subsidiaries of Inland Real Estate
Corporation. As a result of the merger, Inland Real Estate Corporation issued to
our sponsor, the sole shareholder of the advisor, and The Inland Property
Management Group, Inc., the sole shareholder of its property manager, an
aggregate of 6,181,818 shares of Inland Real Estate Corporation's common stock
at $11 per share, or approximately 9.008% of its common stock.

INLAND RETAIL REAL ESTATE TRUST, INC. Through a total of three public
offerings, the last of which was completed in 2003, Inland Retail Real Estate
Trust, Inc. sold a total of 213,699,534 shares of its common stock. In addition,
as of September 30, 2004, Inland Retail Real Estate Trust, Inc. issued
18,653,894 shares through its distribution reinvestment program, and has
repurchased a total of 3,087,940 shares through the share reinvestment program.
As a result, Inland Retail Real Estate Trust Inc. has realized total gross
offering proceeds of approximately $2,279,622,000 as of September 30, 2004.

Inland Retail Real Estate Trust, Inc.'s objective is to purchase shopping
centers east of the Mississippi River in addition to single-user retail
properties in locations throughout the United States, and to provide regular
cash distributions and a hedge against inflation through capital appreciation.
As of September 30, 2004, the properties owned by Inland Retail Real Estate
Trust, Inc. were generating sufficient cash flow to cover operating expenses

11



Edgar Filing: INLAND WESTERN RETAIL REAL ESTATE TRUST INC - Form POS AM

plus pay an annual cash distribution of $.83 per share per annum paid monthly.

As of September 30, 2004, Inland Retail Real Estate Trust, Inc. owned 274
properties for a total investment of approximately $4,053,516,000. These
properties were purchased with proceeds received from the above described
offerings of shares of its common stock and financings. As of September 30,
2004, Inland Retail Real Estate Trust, Inc. financed approximately
$2,208,835,000 on its properties.

10

The following table summarizes distributions for each of the publicly
registered REITS through September 30,2004:

REIT PERFORMANCE

Distributions through September 30, 2004

INLAND REAL ESTATE CORPORATION
OFFERING COMPLETED 1999

Average
Annualized
Distribution
for Purchases
Total Ordinary Non taxable Capital Gain at $10 per
Distribution Income Distribution Distribution Share
($) (s) * (8) ** (S) **x* ($)
1995 736,627 694,213 42,414 - 7.6
1996 3,704,943 3,093,525 611,418 - 8.1
1997 13,127,597 9,739,233 3,388,364 - 8.6
1998 35,443,213 27,015,143 8,428,070 - 8.8
1999 48,379,621 35,640,732 12,738,889 - 8.9
2000 52,964,010 40,445,730 12,518,280 - 9.0
2001 58,791,604 45,754,604 12,662,414 374,586 9.3
2002 60,090, 685 41,579,944 18,315,640 195,101 9.4
2003 61,165,608 47,254,096 13,577,679 333,833 9.4
2004 46,734,316 46,734,316 * - 9.4
381,138,224 297,951,536 82,283,168 903,520
INLAND RETAIL REAL ESTATE TRUST, INC.
OFFERING COMPLETED 2003
Average
Total Ordinary Non Taxable Annualized
Distribution Income Distribution Distribution
(S) (s) * ($) ** (%)

12
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1999 1,396,861 318,484 1,078,377 7.2
2000 6,615,454 3,612,577 3,002,877 7.7
2001 17,491,342 10,538,534 6,952,808 8.0
2002 58,061,491 36,387,136 21,674,355 8.2
2003 160,350,811 97,571,099 62,779,712 8.3
2004 141,029,478 141,029,478 * 8.3
384,945,437 289,457,308 95,488,129

ON JUNE 9, 2004 INLAND REAL ESTATE CORPORATION LISTED ITS SHARES ON
THE NEW YORK STOCK EXCHANGE AND BEGAN TRADING UNDER THE SYMBOL "IRC."

* The breakout between ordinary income and return of capital is finalized
on an annual basis after the calendar year end.
** Represents a return of capital for federal income tax purposes.
*** Represents a capital gain distribution for federal income tax purposes.

11

PRIVATE PARTNERSHIPS

Since our inception and through September 30, 2004, our affiliates have
sponsored 514 private placement limited partnerships which have raised more than
$524,201,000 from approximately 17,000 investors and invested in properties for
an aggregate price of more than $1 billion in cash and notes. Of the 522
properties purchased, 93% have been in Illinois. Approximately 90% of the funds
were invested in apartment buildings, 6% in shopping centers, 2% in office
buildings and 2% in other properties. Including sales to affiliates, 475
partnerships have sold their original property investments. Officers and
employees of our sponsor and its affiliates invested more than $17,000,000 in
these private placement limited partnerships.

From October 1, 1995 through September 30, 2004, investors in The Inland
Group private partnerships have received total distributions in excess of
$269,026,000, consisting of cash flow from partnership operations, interest
earnings, sales and refinancing proceeds and cash received during the course of
property exchanges.

Following a proposal by the former corporate general partner, which was an
affiliate of The Inland Group, investors in 301 private partnerships voted in
1990 to make our sponsor the corporate general partner for those partnerships.

Beginning in December 1993 and continuing into the first quarter of 1994,
investors in 101 private limited partnerships for which our sponsor is the
general partner received letters from it informing them of the possible
opportunity to sell the 66 apartment properties owned by those partnerships to a
to-be-formed REIT in which affiliates of our sponsor would receive stock and
cash and the limited partners would receive cash. The underwriters of this
apartment REIT subsequently advised our sponsor to sell to a third party its
management and general partner's interests in those remaining limited
partnerships not selling their apartment properties to the apartment REIT. Those
not selling their apartment properties constituted approximately 30% of the
Inland-sponsored limited partnerships owning apartment buildings. The
prospective third-party buyers of our sponsor's interests in the remaining
partnerships, however, would make no assurance to support those partnerships

13
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financially. As a result, in a March 1994 letter, our sponsor informed investors
of its decision not to go forward with the formation of the apartment REIT.

Following this decision, two investors filed a complaint in April 1994
in the Circuit Court of Cook County, Illinois, Chancery Division, purportedly on
behalf of a class of other unnamed investors, alleging that our sponsor had
breached its fiduciary responsibility to those investors whose partnerships
would have sold apartment properties to the apartment REIT. The complaint sought
an accounting of information regarding the apartment REIT matter, an unspecified
amount of damages and the removal of our sponsor as general partner of the
partnerships that would have participated in the sale of properties. In August
1994, the court granted our sponsor's motion to dismiss, finding that the
plaintiffs lacked standing to bring the case individually. The plaintiffs were
granted leave to file an amended complaint. Thereafter, in August 1994, six
investors filed an amended complaint, purportedly on behalf of a class of other
investors, and derivatively on behalf of six limited partnerships of which our
sponsor is the general partner. The derivative counts sought damages from our
sponsor for alleged breach of fiduciary duty and breach of contract, and
asserted a right to an accounting. Our sponsor filed a motion to dismiss in
response to the amended complaint. The suit was dismissed in March 1995 with
prejudice. The plaintiffs filed an appeal in April 1996. After the parties
briefed the issue, arguments were heard by the Appellate Court in February 1997.
In September 1997, the Appellate Court affirmed the trial court decision in
favor of our sponsor.

12

Inland Real Estate Investment Corporation is the general partner of
twenty-seven private limited partnerships and one public limited partnership
that own corporate interests in fifteen buildings that are net leased to Kmart.
The fourteen Kmarts owned by the private limited partnerships are all cross
collateralized. Relating to the Kmart bankruptcy, the status of the fifteen is
as follows:

o CATEGORY 1 - The leases of nine of the Kmarts are current and have
been accepted by Kmart under their Chapter 11 reorganization plan.

o CATEGORY 2 - Kmart assigned its designation rights in one lease to
Kohl's. The lease was amended and extended for Kohl's by IREIC,
the general partner on behalf of the owners and lender; and Kohl's
began paying rent February 12, 2003.

o CATEGORY 3 - Under Kmart's Chapter 11 reorganization plan and upon
emergence from bankruptcy on April 22, 2003, Kmart has rejected
the remaining four property leases, one of which is subject to a
ground lease to Kimco. Kmart ceased paying rent as of May 1, 2003.

IREIC, the corporate general partner has agreed with the note holders who
own the loan to conduct a liquidation of the 14 properties which comprise
Categories 1, 2 and 3. The Category 2 property, which is leased by Kohl's, was
sold on February 19, 2004. As of September 30, 2004, seven of the Category 1
K-Mart properties have been sold and the remaining two are under contract. Two
of the Category 3 properties have been sold, one is under contract and one has
an offer pending as of September 30, 2004.

o CATEGORY 4 - Under Kmart's Chapter 11 reorganization, Kmart
rejected the lease for the property owned by the public limited
partnership and ceased paying rent as of June 29, 2002. The
corporate general partner plans to either re-tenant or sell this
facility.
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1031 EXCHANGE PRIVATE PLACEMENT OFFERING PROGRAM

In March of 2001, Inland Real Estate Exchange Corporation (IREX) was
established as a subsidiary of Inland Real Estate Investment Corporation. The
main objective of IREX is to provide replacement properties for people wishing
to complete an IRS Section 1031 real estate exchange. Through September 30,
2004, IREX offered the sale of thirty properties with a total property value of
$363,006,000.

LANDINGS OF SARASOTA DBT. Inland Southern Acquisitions, Inc., a Delaware
corporation and an affiliate of IREX acquired The Landings, a multi-tenant
shopping center located in Sarasota, Florida in December 1997 for $9,800,000. In
August 2001, Inland Southern Acquisitions, Inc. contributed 100% of its interest
in the property into Landings of Sarasota DBT, a Delaware business trust,
refinanced the property with a loan of $8,000,000 from Parkway Bank & Trust Co.,
an Illinois banking corporation, and began offering all of its beneficial
interests in the trust to certain qualified persons in need of replacement
properties to complete a 1031 tax-deferred exchange. The total price was
$12,000,000, which consisted of $8,000,000 in debt assumption and $4,000,000 in
equity investment. $200,000 of the offering proceeds were allocated to a
property reserve account. The offering was completed in May 2002 when the
maximum offering amount was raised.

SENTRY OFFICE BUILDING, DBT, a Delaware business trust, purchased a newly
constructed, single-tenant office building in Davenport, Iowa in December 2001
from Ryan Companies US Inc., a Minnesota corporation. The trust financed its
acquisition of the property with a $7,500,000 first mortgage loan from Parkway
Bank & Trust Co., an Illinois banking corporation. In January 2002, Sentry
Office Building Corporation, a Delaware corporation and the initial beneficiary
of the trust, began offering all of its
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beneficial interests in the trust to certain qualified persons in need of
replacement properties to complete a 1031 tax-deferred exchange. The total price
was $11,000,000, which consisted of $7,500,000 in debt assumption and $3,500,000
in equity investment. $100,000 of the offering proceeds obtained from the new
owners was allocated to a property reserve account. The offering was completed
in April 2002 when the maximum offering amount was raised.

PETS BOWIE DELAWARE BUSINESS TRUST purchased a single-tenant retail
building leased to PETsMART in Bowie, Maryland in October 2001 from PETsMART,
Inc. and Wells Fargo Bank Northwest, N.A. The trust initially financed its
acquisition of the property with a temporary loan of $2,625,305 from Parkway
Bank & Trust Co., an Illinois banking corporation, and then replaced this loan
with a permanent loan of $1,300,000 with the same lender. In May 2002, Pets
Bowie Delaware Business Trust began offering all of its beneficial interests to
certain qualified persons in need of replacement properties to complete a 1031
tax-deferred exchange. The total price was $3,900,000, which consisted of
$1,300,000 in debt assumption and $2,600,000 in equity investment. $90,000 of
the offering proceeds obtained from the new owners was allocated to a property
reserve account. The offering was completed in July 2002 when the maximum
offering amount was raised.

1031 CHATTANOOGA DBT, a Delaware business trust, acquired a retail property
currently leased to Eckerd in Chattanooga, Tennessee in May 2002. The trust
financed the property with a loan of $1,500,000 from Parkway Bank & Trust Co.,
an Illinois banking corporation. In July 2002, 1031 Chattanooga, L.L.C., the
initial beneficiary of 1031 Chattanooga DBT, began offering all of the
beneficial interests of the trust to certain qualified persons in need of
replacement properties to complete a 1031 tax-deferred exchange. The total price
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was $3,400,000, which consisted of $1,500,000 in debt assumption and $1,900,000
in equity investment. The offering was completed in May 2003 when the maximum
offering amount was raised.

LANSING SHOPPING CENTER, DBT a Delaware business trust, purchased a newly
constructed, multi-tenant retail shopping center in Lansing, Illinois in June
2002 from LaSalle Bank National Association, as trustee under trust agreement
dated May 22, 2001 and known as Trust No. 127294. The trust financed its
acquisition of the property with a $5,900,000 first mortgage loan from Parkway
Bank & Trust Co., an Illinois banking corporation. In August 2002, Lansing
Shopping Center, L.L.C., a Delaware limited liability company and the initial
beneficiary of Lansing Shopping Center, DBT, began offering all of the
beneficial interests of the trust to certain qualified persons in need of
replacement properties to complete a 1031 tax-deferred exchange. The total price
was $10,900,000, which consisted of $5,900,000 in debt assumption and $5,000,000
in equity investment. $80,000 of the offering proceeds was allocated to a
property reserve account. The offering was completed in September 2001 when the
maximum offering amount was raised.

INLAND 220 CELEBRATION PLACE DELAWARE BUSINESS TRUST purchased a
single-tenant office building currently leased to Walt Disney World Co., a
Florida corporation, in Celebration, Osceola County, Florida, in June 2002 from
Walt Disney World Co. in a sale/leaseback transaction. The trust financed its
acquisition of the property with an $18,000,000 first mortgage loan from Bank of
America, N.A., a national banking association. In September 2002, Inland 220
Celebration Place, L.L.C., a Delaware limited liability company and the initial
beneficiary of Inland 220 Celebration Place Delaware Business Trust, began
offering all of the beneficial interests of the trust to certain qualified
persons in need of replacement properties to complete a 1031 tax—-deferred
exchange. The total price was $33,800,000, which consisted of $18,000,000 in
debt assumption and $15,800,000 in equity investment. $50,000 of the offering
proceeds was allocated to a property reserve account. The offering was completed
in September 2003 when the maximum offering amount was raised.
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TAUNTON CIRCUIT DELAWARE BUSINESS TRUST acquired a retail property
currently leased to Circuit City in Taunton, Massachusetts in July 2002. The
Trust financed the property with a first mortgage of $2,800,000 from MB
Financial Bank. In September 2002, Inland Taunton Circuit, L.L.C., the initial
beneficiary of Taunton Circuit Delaware Business Trust, offered all of its
interest in the trust to a qualified person in need of a replacement property to
complete a 1031 tax-deferred exchange. The total price was $6,550,000, which
consisted of $2,800,000 in debt assumption and $3,750,000 in equity investment.
The offering was completed in September 2002.

BROADWAY COMMONS DELAWARE BUSINESS TRUST acquired a multi-tenant retail
center located in Rochester, Minnesota, in July 2002. The Trust financed the
property with a first mortgage of $8,850,000 from Parkway Bank & Trust Co., an
Illinois banking corpo