Edgar Filing: AMERIVEST PROPERTIES INC - Form SB-2/A

AMERIVEST PROPERTIES INC
Form SB-2/A
July 26, 2001

As Filed with the Securities and Exchange Commission on July 26, 2001

Registration Number 333-63934

U.S. SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

AMENDMENT NO. 2

TO
FORM SB-2
REGISTRATION STATEMENT
UNDER
THE SECURITIES ACT OF 1933

AMERIVEST PROPERTIES INC.
(Name of small business issuer in its charter)

Maryland 6798 84-1240264

(State or jurisdiction of (Primary Standard Industrial (I.R.S. Employer

incorporation or organization) Classification Code Number) Identification No.)

1780 South Bellaire, Suite 515, Denver, Colorado 80222 (303) 297-1800
(Address and telephone number of principal executive offices)

1780 South Bellaire, Suite 515, Denver, Colorado 80222
(Address of principal place of business or intended principal place of
business)

1780 South Bellaire, Suite 515, Denver, Colorado 80222 (303)
297-1800
(Name, address and telephone number of agent for service)

Charles K. Knight,

With copies to:

Gilbert G. Menna, P.C.

Alan L. Talesnick, Esqg.
Goodwin Procter LLP

Francis B. Barron, Esq.
Patton Boggs LLP Exchange Place
1660 Lincoln Street, Suite 1900 Boston, Massachusetts 02109-2881

Denver, Colorado 80264 Telephone: (617) 570-1000
Telephone: (303) 830-1776 Telecopy: (617) 523-1231



Edgar Filing: AMERIVEST PROPERTIES INC - Form SB-2/A

Telecopy: (303) 894-9239

Approximate date of commencement of proposed sale to the public: As soon as
practicable after the effective date of this Registration Statement

If this Form is filed to register additional securities for an offering
pursuant to Rule 462 (b) under the Securities Act, check the following box and
list the Securities Act registration statement number of the earlier effective
registration statement for the same offering. [_]

If this Form is a post-effective amendment filed pursuant to Rule 462 (c)
under the Securities Act, check the following box and list the Securities Act
registration statement number of the earlier effective registration statement
for the same offering. [_]

If this Form is a post-effective amendment filed pursuant to Rule 462 (d)
under the Securities Act, check the following box and list the Securities Act
registration statement number of the earlier effective registration statement
for the same offering. [_]

If delivery of the prospectus is expected to be made pursuant to Rule 434,
check the following box. [_]

CALCULATION OF REGISTRATION FEE
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Registration
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Proposed Proposed
Title of each class of Amount maximum maximum
securities to be to be offering price Aggregate
registered Registered per unit offering Price
2,300,000
Common stock........... shares (1) $6.00 $13,800,000

(1) Includes 300,000 shares of common stock which may be purchased by the
underwriters solely to cover over-allotments, if any.

(2) Calculated in accordance with Rule 457 (c¢) of the Securities Act of 1933
based upon the average of the high and low reported sales prices of the
Company's common stock on June 21, 2001 as reported by the American Stock
Exchange.

(3) Previously paid.

We hereby amend this registration statement on such date or dates as may be
necessary to delay its effective date until we shall file a further amendment
which specifically states that this registration statement shall thereafter

become effective in accordance with Section 8(a) of the Securities Act of 1933,

as amended, or until the registration statement shall become effective on such
date as the Commission, acting pursuant to said Section 8(a), may determine.

e o

+The information in this prospectus is not complete and may be changed. We may
+not sell these securities until the registration statement filed with the
+Securities and Exchange Commission is effective. This prospectus is not an
+offer to sell these securities and it is not soliciting an offer to buy these

+

+
+
+
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+securities in any state where the offer or sale is not permitted. +
e o o o L o o

SUBJECT TO COMPLETION, DATED JULY 26, 2001

PROSPECTUS
2,000,000 Shares
[LOGO OF AMERIVEST PROPERTIES INC.]
Common Stock

AmeriVest Properties Inc. is offering 2,000,000 shares of common stock in an
underwritten offering. Our common stock is listed on the American Stock
Exchange under the symbol "AMV." On July 9, 2001, the last reported sale price
of our common stock on the American Stock Exchange was $6.00 per share.

The underwriter has an option to purchase up to an additional 300,000 shares
of common stock to cover any over-—-allotments.

Investing in our common stock involves risks. See "Risk Factors" on page 5.

Per Share Total
Public offering pPrice. ...ttt ittt ittt ittt S S
Underwriting discoUnt.....u ittt ettt teeeeeennneeeenns S S
Proceeds, before expenses, to AmeriVest...........c...... S S

The underwriter expects to deliver the shares of common stock to investors on
or about , 2001.

Neither the Securities and Exchange Commission nor any state securities
commission has approved or disapproved of these securities or determined if
this prospectus is truthful or complete. Any representation to the contrary is
a criminal offense.

Ferris, Baker Watts
Incorporated

The date of this prospectus is , 2001.

[Photo of Sheridan Center building
in Denver, Colorado appears here.]
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[Photo of Sheridan Plaza at Inverness
in Englewood, Colorado appears here.]

Sheridan Center
Denver, Colorado

Sheridan Plaza at Inverness
Englewood, Colorado

[Photo of Panorama Falls building in
Englewood, Colorado appears here.]

[Photo of Keystone Office Park in

Indianapolis, Indiana appears here.]

Panorama Falls Building
Englewood, Colorado

Keystone Office Park
Indianapolis, Indiana
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You should rely only on the information contained in this prospectus. We

have not authorized anyone to provide you with different information. We are

not making an offer to sell these securities in any jurisdiction where the

offer or sale is not permitted. You should assume that the information

appearing in this prospectus is accurate as of the date on the front cover of
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this prospectus only.

PROSPECTUS SUMMARY

The following summary highlights information contained in this prospectus.
You should read this entire prospectus carefully, including the "Risk Factors"
section, the financial statements and the notes to the financial statements,
before investing in our common stock. Unless otherwise indicated, all
information in this prospectus assumes that the underwriter will not exercise
its over-allotment option. Unless the context otherwise requires, all
references to "we," "us," "our company" or "AmeriVest" refer collectively to
AmeriVest Properties Inc. and its subsidiaries, considered as a single
enterprise.

AmeriVest.......coeeie... We are a real estate investment trust, or REIT,
that owns 22 office properties. We market and
lease our properties to small and mid-sized
tenants that require modern business technology
infrastructure and amenities. Our properties,
which include an aggregate of approximately
717,000 rentable square feet, are currently
located in Colorado, Texas and Indiana.
Properties acquired in the future could be in
other areas.

Business Strategy......... We acquire, develop and redevelop multi-tenant
office buildings in selected cities with target
average tenant sizes of 2,500 to 3,000 square
feet. Our experienced management team seeks to
increase value for our stockholders and tenants
through:

superior service and tenant relations
initiatives;

office and common area designs, technology
features and amenities tailored to smaller
tenants; and

streamlined management procedures, including
standardized leases that we believe are fair
to both tenants and us.

We believe that the public stock markets for
REITs reward a strongly focused strategy and that
the office sector receives a relatively higher
valuation than do many other property
classifications. We believe the reason for this
is that the demand for office space continues to
grow as the economy transitions from
manufacturing to service businesses. We believe
that our target market of small to mid-sized
tenants offers the largest pool of potential
tenants. According to data compiled by Cognetics,
Inc., a research firm in the area of economic
change and new company formation, in 1999, 90% of
all U.S. businesses employed fewer than 20
employees. As a result, we believe that a
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Management.......

Major Properties

majority of businesses have an average office
space requirement of no more than 3,000 square
feet.

Since 1999, all of our properties have been
managed under an agreement with Sheridan Realty
Advisors, LLC, which also manages our day-to-day
operations and assists and advises our Board of
Directors with respect to real estate
acquisitions and investment opportunities.
Currently, Sheridan Realty Advisors does not
advise any companies other than AmeriVest. Our
executive officers are principals of Sheridan
Realty Advisors. Upon termination of the
agreement, we have the right to purchase Sheridan
Realty Advisors for the nominal amount of $100
plus all

unpaid advisory fees. We intend to exercise this
option upon termination of the agreement if we
believe it would be in our stockholders' best
interests to do so.

We own 22 office buildings totaling approximately
717,000 square feet of rentable space. These
properties are located in Denver, Colorado,
Indianapolis, Indiana, and in a number of smaller
cities in Texas. The geographic distribution of
our property portfolio by rentable square footage
as of June 25, 2001 was 45% in Colorado, 41% in
Texas and 14% in Indiana. Our major individual
assets are located in Denver and Indianapolis.

Our largest property, Sheridan Center, consists
of three buildings, originally constructed in the
late 1960s and early 1970s, totaling 143,582
square feet of rentable space in a prime mid-town
Denver location. Since our purchase of this
property in September 2000, we have completely
renovated two of the three buildings to add
amenities that we believe are attractive to small
tenants. Sheridan Center embodies much of the
technology and design used in the development of
Sheridan Plaza at Inverness, which is our second
largest property at 118,720 rentable square feet.

Sheridan Plaza at Inverness, or Sheridan Plaza,
consists of two Class A office buildings that
were completed in mid-1999 and that are centered
around a landscaped plaza. Sheridan Plaza is
located in the Inverness Business Park in
Englewood, Colorado. Sheridan Plaza won the
National Association of Industrial and Office
Properties' Small Office Building of the Year
award for the Denver area in 1999, and is
currently 100% occupied by 42 tenants. The
property features a range of customized design
elements such as V-shaped, 15,000 square foot
floorplates allowing visibility to all tenant
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Recent Dividends

suites from the elevator banks, high-tech common
area conference rooms, and distinctive
contemporary building materials and finishes.

Our Keystone Office Park, or Keystone, property,
in Indianapolis, Indiana, totals 95,914 rentable
square feet. Completed in 1986, Keystone is a
three-building complex centered around a lake.
AmeriVest purchased Keystone in 1999. In keeping
with our strategy, we recently completed
renovations to attract and retain small office
tenants, including new common area carpets and
lighting, telecommunications wiring, and exterior
cleaning and refurbishing.

We acquired our Panorama Falls building in
Englewood, Colorado in May 2000 with the
intention of first refurbishing the entire 61,963
rentable square feet and then marketing the
building to our target tenant market. However, we
received an immediate offer from a national
telecommunications company to lease substantially
the entire building and executed a long-term
lease with them at what we believed to be an
attractive return. Built in 1982,

Panorama Falls is located in Panorama Park, one
of the premier business parks in the southeast
Denver suburbs. The property features mountain
views, a waterfall and mature landscaping and
includes a vacant parcel suitable for the
construction of an additional 40,000 square foot
building.

Since our initial public offering in November
1996, we have paid a dividend each quarter. We
have paid the following cash dividends on our
common stock with respect to the recent quarters
indicated:

Quarter Ended Dividend Per Share
March 31, 1999. ... .ttt ittt eennnns $0.120
June 30, 1999. ...ttt et $0.120
September 30, 1999. ... .. ennnnn. $0.120
December 31, 1999. ... ..t iiiiinnnennnn $0.120
March 31, 2000.. ... et e eeieeeeeeeennnnnnns $0.120
June 30, 2000. ...t ettt e eeeeeeeeeeeenennns $0.120
September 30, 2000.... . eennnnn. $0.125
December 31, 2000.. ...ttt tnnennnennnn $0.125
March 31, 2001 ... .t iiiieniee et eeeeennnnns $0.125

June 30,

2001 . it e $0.125
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The Offering
Common Stock Offered...... 2,000,000 shares
Offering Price............ $ per share
Common Stock

Outstanding...............

4,329,688 shares*
6,329,688 shares*

Prior to the offering:
After the offering:

The net proceeds of this offering will be used
for possible property acquisitions, to reduce
indebtedness on a short-term basis unless and
until the funds are needed for new acquisitions,
for capital improvements to our properties, and
for working capital.

Use of Proceeds............

Our common stock trades on the American Stock
Exchange under the symbol "AMV."

AMEX Symbol................

Our offices are located in our Sheridan Center
property at 1780 South Bellaire, Suite 515,
Denver, Colorado 80222. Our telephone number is
(303) 297-1800.

Company Offices............

* Based on our outstanding common stock as of June 25, 2001. Does not include
1,203,200 shares of common stock issuable upon the exercise of options and
warrants with a weighted average exercise price of $5.04 per share that were
outstanding as of June 30, 2001.

SUMMARY FINANCIAL DATA

You should read the following information together with "Selected Financial
"Management's Discussion and Analysis of Financial Condition and
Results of Operations," and our financial statements and the related notes
included in this prospectus. Our results of operations for the three months
ended March 31, 2001 should not be regarded as indicative of our results for
the full fiscal year, and our historical results are not necessarily indicative
of our results for any future period.

Information,"

Year Ended December 31,
2000
Pro Forma (a)

(Unaudited)

Operating Data:
Operating revenue.......
Net operating income....

$8,953,925
$4,704,275

$7,222,437
$3,490,483

$5,976,757
$2,962,202

$3,816,169
$1,787,638

Three Mc

2001

Pro Forma (a)

(Unaudited)

$2,594,530
$1,457,329

8

Marc
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Net income (loss)....... $3,464,828(b) $2,676,724(c) $ 968,748(d) $ (317,406) $1,450,556(e) $
Weighted average diluted
shares................. 3,651,203 2,495,919 1,882,232 1,538,403 4,069,946
Diluted earnings (loss)
per share.............. S 0.95(b) $ 1.07(c) $ 0.51(d) $ (0.21) S 0.36(e) $
As of December 31, As of March 31,
2001 2001 Pro F
2000 1999 1998 2001 Pro Forma (a) As Adjuste
(Unaudited) (Unaudited) (Unaudite
Balance Sheet Data:
Net investment in real
estate. ... . i i, $38,922,380 $28,079,446 $22,098,197 $41,444,321 $56,667,058 $56,667,0
Total assetsS...oeeeee... $42,363,797 $30,314,458 $23,714,934 $45,001,228 $60,606,418 $71,471,4
Mortgage loans and
NOLES . v i ittt et ieeeennnn $28,122,856 $22,467,915 $18,861,599 $28,828,554 $40,665,768 $40,665,7
Stockholders' equity.... $11,358,503 $ 6,258,776 $ 3,650,489 $12,011,730 $15,108,473 $25,973,4

This column combines the historical operations of AmeriVest with the
historical operations of the Sheridan Plaza property purchased on June 26,
2001, and subtracts the historical operations of our Giltedge office
building, which we sold on June 1, 2001, as if both transactions had
occurred at the beginning of the periods presented. This does not include
any adjustments that would result from the offering of shares described in
this prospectus.

Includes a pro forma gain of $3,757,478 ($1.03 per share) recognized on the
sale of our four self-storage facilities and our Giltedge office building.
Includes a gain of $2,556,839 ($1.02 per share) recognized on the sale of
our four self-storage facilities.

Includes a gain of $720,712 ($0.38 per share) recognized on the sale of our
industrial/showroom property.

Includes a pro forma gain of $1,235,042 ($0.30 per share) recognized on the
sale of our Giltedge office building.

This column presents the historical financial information of AmeriVest as
of March 31, 2001, as adjusted for the sale of our Giltedge office building
and the acquisition of Sheridan Plaza, as if both transactions had occurred
on March 31, 2001.

This column presents the historical financial information of AmeriVest as
of March 31, 2001, as adjusted for the sale of our Giltedge office building
and the acquisition of Sheridan Plaza, and gives effect to the sale of the
2,000,000 shares offered by this prospectus and the application of the net
proceeds from that offering, as if these events had occurred on March 31,
2001.

RISK FACTORS

The purchase of shares of our common stock involves a high degree of risk.

Before purchasing shares, you should read this entire prospectus and consider
the following factors concerning AmeriVest in addition to the other information

in

We

this prospectus.

face a strong competitive market which could limit our ability to lease our
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properties or secure attractive investment opportunities.

The commercial real estate industry is highly competitive, and we compete
with substantially larger companies, including substantially larger REITs, for
the acquisition, development and operation of properties. Some of these
companies are national or regional operators with far greater resources than
ours. As a result, we may not be able or have the opportunity to make suitable
investments on favorable terms in the future. Competition in a particular area
also could adversely affect our ability to lease our properties or to increase
or maintain rental rates. Thus, the presence of these competitors may be a
significant impediment to the continuation and development of our business.

Our debt level may have a negative impact on our income and asset value.

We have incurred indebtedness in connection with the acquisition of our
properties, and we may incur new indebtedness in the future in connection with
our acquisition, development and operating activities. As a result of our use
of debt, we will be subject to the risks normally associated with debt
financing, including:

the risk that our cash flow will be insufficient to make required
payments of principal and interest;

the risk that any indebtedness will not be able to be refinanced or to be
refinanced on as favorable terms as those of the existing indebtedness,
and the risk of a default under the terms of any indebtedness and an
acceleration resulting from such default; and

the required payments on mortgages and on other indebtedness are not
reduced if the economic performance of any property declines.

If any such decline occurs, our ability to make debt service payments would be
adversely affected. If a property is mortgaged to secure payment of
indebtedness and we are unable to meet mortgage payments, that property could
be transferred to the mortgagee with a consequent loss of income and asset
value.

We do not have a policy limiting the amount of debt that we may incur.
Accordingly, our management and Board of Directors have discretion to increase
the amount of our outstanding debt at any time. Our debt to total
capitalization ratio of 71% at December 31, 2000 exceeds those normally carried
by our competitors and REITs in general. While we believe that our level of
leverage is normal for a direct private or institutional investor, our higher
leverage levels may make it difficult to obtain any additional financing based
on our current portfolio or to refinance existing debt on favorable terms or at
all. Our high leverage levels also may adversely affect the market value of our
stock if we are perceived as more risky than our peers.

We may not be able to pay dividends to our stockholders regularly.

Our ability to pay dividends in the future is dependent on our ability to
operate profitably and to generate cash from our operations. Although we have
done so in the past, we cannot guarantee that we will be able to pay dividends
on a regular quarterly basis in the future.

We may incur tax liabilities as a result of failing to qualify as a REIT.

We believe that we have been organized and operated so as to qualify as a
REIT under the Internal Revenue Code of 1986, as amended. However, we cannot
assure you that we will continue to be qualified as a REIT. Qualification as a
REIT involves the application of highly technical and complex Internal Revenue

10
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Code

provisions for which there are only limited judicial or administrative
interpretations. The determination of various factual matters and circumstances
not entirely within our control may affect our ability to qualify as a REIT. In
addition, legislation, new regulations, administrative interpretations or court
decisions may significantly change the requirements for qualification as a REIT
or the federal income tax consequences of that qualification.

If we are unable to qualify as a REIT in any taxable year, we would not be
allowed a deduction for distributions to stockholders in computing our taxable
income and would be subject to the regular federal income tax on our taxable
income at regular corporate rates and possibly to the alternative minimum tax.
Unless we are entitled to relief under certain Internal Revenue Code
provisions, we also would be disqualified from treatment as a REIT for the four
taxable years following the year during which REIT qualification was lost. As a
result, the funds available for distribution to our stockholders would be
reduced for each of the years involved. In addition, we may incur substantial
indebtedness or may liquidate substantial investments in order to pay the
resulting federal income tax liabilities if differences in timing exist between
the receipt of income and payment of our tax obligations. Although we currently
intend to operate in a manner designed to qualify as a REIT, it is possible
that future economic, market, legal, tax or other considerations may cause us
to revoke our REIT election.

We may have to borrow money to make required distributions to our stockholders.

In order to qualify as a REIT, we generally will be required each year to
distribute to our stockholders at least 90% of our REIT taxable income,
excluding any net capital gains. In addition, we will be subject to a 4%
nondeductible excise tax on the amount, if any, by which certain distributions
paid by us with respect to any calendar year are less than the sum of 85% of
our ordinary income plus 95% of our capital gain net income for that year. We
intend to make distributions to our stockholders to comply with the 90%
distribution requirement and to avoid the nondeductible excise tax. We may have
to borrow funds on a short-term basis to meet the 90% distribution requirement
and to avoid the nondeductible excise tax if differences in timing between
taxable income and cash available for distribution exist.

Some of our buildings are subject to special income tax considerations which
could result in our being required to pay substantial taxes upon their sale.

If we sell any of our Sheridan Center buildings before 2006 (ten years after
the original acquisition date of the property or the property exchanged for
that property), we will be required to pay tax at the highest applicable
corporate rates on the difference between its fair market value and its
adjusted basis at the effective time of our REIT election. Because we used
proceeds from a recent sale of an office building in Wisconsin to purchase
Sheridan Plaza in an exchange qualifying under Section 1031 of the Internal
Revenue Code, we may also be required to hold Sheridan Plaza until 2006 in
order to avoid corporate tax upon sale on the appreciation of the exchanged
property as of the effective date of our REIT election. By utilizing a property
exchange under Section 1031 of the Internal Revenue Code, which allows for the
deferral of gain if the proceeds of the sale of investment properties are
reinvested in other investment properties in certain circumstances, we may be
able to defer the recognition of gain until after the 10-year period expires in
2006 so that we are not subject to the highest applicable corporate rates. If
we are subject to the highest corporate rate, the amount of this corporate tax
could be substantial. There is a risk that we would not have sufficient cash

11
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available to pay the corporate taxes resulting from the sale of these
properties. We currently do not intend to sell any property while such a sale
would be subject to this corporate tax (other than in an exchange qualifying
under Section 1031 of the Internal Revenue Code pursuant to which this tax is
not recognized) unless other economic, financial and business consequences of
the sale would lead us to believe it would be in our best interests to effect
such a sale.

New developments and acquisitions may fail to perform as expected.

Over the last few years, we focused our efforts on the acquisition and
redevelopment of multi-tenant office buildings. We intend to continue to
develop and acquire office properties on a select basis. In deciding whether

to acquire or develop a particular property, we make assumptions regarding the
expected future performance of that property. In particular, we estimate the
return on our investment based on expected occupancy and rental rates. If the
property is unable to achieve the expected occupancy and rental rates, it may
fail to perform as we expected in analyzing our investment. When we acquire a
property, we often reposition or redevelop that property with the goal of
increasing profitability. Our estimate of the costs of repositioning or
redeveloping an acquired property may prove inaccurate, which may result in our
failure to meet our profitability goals. If one or more of these new properties
do not perform as expected or we are unable to successfully integrate new
properties into our existing operations, our financial performance may be
adversely affected.

Real estate investments are inherently risky which could adversely affect our
profitability and our ability to make distributions to our stockholders.

Real estate investments are subject to varying degrees of risk. The yields
available from equity investments in real estate depend on the amount of income
and capital appreciation generated by the properties held by the entity in
which the investment is made. If we acquire or develop properties and they do
not generate sufficient operating cash flow to meet operating expenses,
including debt service, capital expenditures and tenant improvements, our
income and ability to pay dividends to our stockholders will be adversely
affected. Income from properties may be adversely affected by:

changes in economic conditions;

increases in operating costs such as real estate taxes, insurance
premiums, site maintenance and utilities;

changes in interest rates and the availability of financing; and

changes in laws and governmental regulations, including those governing
real estate usage, zoning and taxes.

Development and construction risks could adversely affect our profitability.

We currently are renovating and redeveloping some of our properties and may
in the future develop new properties. Our renovation, redevelopment,
development and related construction activities may be exposed to the following
risks:

We may be unable to obtain, or suffer delays in obtaining, necessary
zoning, land-use, building, occupancy and other required governmental
permits and authorizations, which could result in increased costs or our

12



Edgar Filing: AMERIVEST PROPERTIES INC - Form SB-2/A

abandonment of these activities.

We may incur construction costs for a property which exceed our original
estimates due to increased costs for materials or labor or other costs
that were unexpected.

We may not be able to obtain financing with favorable terms, which may
make us unable to proceed with our development activities.

We may be unable to complete construction and lease-up of a property on
schedule, which could result in increased debt service expense or
construction costs.

Additionally, the time frame required for development, construction and
lease-up of these properties means that we may have to wait a few years for a
significant cash return. Because we are required to make cash distributions to
our stockholders, if the cash flow from operations or refinancing is not
sufficient, we may be forced to borrow to fund such distributions.

Unfavorable changes in local market and economic conditions could hurt
occupancy or rental rates.

Currently, our properties are located in Colorado, Indiana and Texas. The
market and economic conditions in our local markets may significantly affect
occupancy and rental rates. Occupancy and rental rates, in turn, may
significantly affect our profitability and our ability to satisfy our financial
obligations. The economic

condition of each of these local markets may be dependent on one or more
industries and, therefore, an economic downturn in one of these industry
sectors may adversely affect our performance in that market. Local real estate
market conditions may include a large supply of competing space, and we will
need to compete for tenants based on rental rates, attractiveness and location
of a property, and quality of maintenance and management services.

We are subject to the credit risk of our tenants which could result in lease
payments not being made and a significant decrease in our revenues.

Due to our target market of tenants seeking 2,500 to 3,000 square feet of
office space, we are subject to the increased credit risk of these smaller
tenants. Although we maintain a high level of credit quality in our largest
office buildings through our control systems, we cannot assure you that our
tenants will not default on their leases and fail to make rental payments to
us. In particular, local economic conditions and the industries in which our
tenants operate may affect their ability to make lease payments to us.
Moreover, we may be unable to locate a replacement tenant in a timely manner or
on comparable or better terms if a tenant defaults on its lease. The loss of
rental revenues may adversely affect our profitability and our ability to meet
our financial obligations.

We may be unable to renew leases or re-lease space on a timely basis or on
comparable or better terms, which could significantly decrease our revenues.

Although our properties currently have favorable occupancy rates, current
tenants may not renew their leases upon the expiration of their terms.
Alternatively, current tenants may attempt to terminate their leases prior to
the expiration of their current terms. If this occurs, we may not be able to
locate a qualified replacement tenant and, as a result, we would lose a source
of revenue while remaining responsible for the payment of our obligations.
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Moreover, the terms of a renewal or new lease may be less favorable than
current lease terms. Additionally, new properties we may acquire may not be
fully leased and the cash flow from existing operations may be insufficient to
pay the operating expenses and debt service associated with that property until
the property is fully leased.

Loss of a significant tenant could lead to a substantial decrease in our cash
flow.

Although our target market is tenants seeking 2,500 to 3,000 square feet of
office space, we may have several significant tenants from time to time, the
loss of any of which could adversely affect our cash flow. In particular, one
of our buildings is 84% leased to one tenant, Rhythms NetConnections Inc.
through September 30, 2008. In recent filings with the Securities and Exchange
Commission, Rhythms' auditors have expressed their concern about Rhythms'
ability to continue as a going concern. Rhythms has indicated that it believes
that its cash and investment balances as of December 31, 2000, together with
anticipated future revenue generated from operations and lease financing
proceeds, should be sufficient to fund its operating losses, capital
expenditures, lease payments and interest payments into January 2002. As of
June 30, 2001, Rhythms was current on all rent obligations. We have a deferred
rent receivable from Rhythms in the amount of $329,463 as of May 31, 2001, that
represents the effects of recording, for accounting purposes, straight-line
rent resulting from a free rent period at the inception of the lease in
exchange for Rhythms' providing all tenant improvements. We also hold a
security deposit from Rhythms in the amount of $335,000. The loss of Rhythms as
a tenant would result in a significant decrease in cash flow if we were not
able to lease that space on a timely basis or on comparable or better terms.

In addition, fourteen of our office buildings are leased to the State of
Texas. Although each of these leases includes a specific termination date, the
State of Texas may terminate a lease at any time that the state legislature
fails to appropriate funds necessary to pay the required rents or federally-
funded programs housed in one of these buildings are discontinued. If the State
of Texas were to terminate or fail to renew a lease, it may be difficult for us
to locate another tenant on a timely basis or on comparable or better terms,
especially for

those buildings located in smaller cities and more remote locations. In
addition, we were not the successful bidder in a recent request by the Texas
Department of Human Services for a new lease on our Clint, Texas building. This
lease, which provides for an annual gross rent of $125,676, expires on November
30, 2001, and we presently have no other tenants identified for this building.

Sheridan Realty Advisors and its affiliates have significant influence over our
company .

Entities affiliated with our advisor and members of our Board of Directors
and management who also are affiliated with Sheridan Realty Advisors will
collectively beneficially own approximately 24% of our common stock after this
offering. As a result, these individuals and entities acting together would be
able to exert significant influence over us through their ability to influence
the election of directors and all other matters that require action by our
stockholders. The voting power of these individuals and entities could have the
effect of preventing or delaying a change in control of our company which they
oppose even if our other stockholders believe it is in their best interests. In
addition, all of our executive officers are principals of Sheridan Realty
Advisors and related entities and, thus, these Sheridan affiliates have the
ability to influence the day-to-day operations of our company. We have a
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management agreement with Sheridan Realty Advisors that expires on December 31,
2003 and provides for Sheridan Realty Advisors to manage our properties and
day-to-day operations and to advise our Board with respect to acquisition and
investment opportunities. We pay fees and incentive compensation to Sheridan
Realty Advisors for these services.

The success of our company depends on the continuing contributions of our key
personnel.

Through our management agreement with Sheridan Realty Advisors, we have a
highly skilled management team and specialized workforce managing our
properties. All of our executive officers are principals of Sheridan Realty
Advisors and are paid by Sheridan Realty Advisors for their services for our
company. Neither we nor Sheridan Realty Advisors has an employment agreement
with any of our executive officers or key employees and, thus, any executive
officer or key employee may terminate his or her relationship with us or
Sheridan at any time. Our management agreement with Sheridan Realty Advisors
expires on December 31, 2003, and Sheridan Realty Advisors may decide not to
renew the agreement for any reason at such time or following the one-year
renewal period. We may exercise our right to purchase the business of Sheridan
Realty Advisors upon termination of the agreement for $100 plus any unpaid
fees, but we may have lost the services of our management team and the other
Sheridan employees who manage our properties.

Failure to succeed in new markets may limit our growth.

We may make selected acquisitions outside our current market areas from time
to time as appropriate opportunities arise. Our historical experience is in
Colorado, Indiana and Texas, and we may not be able to operate successfully in
other market areas new to us. We may be exposed to a variety of risks if we
choose to enter into new markets. These risks include:

a lack of market knowledge and understanding of the local economies;
an inability to identify acquisition or development opportunities;
an inability to obtain construction tradespeople; and

an unfamiliarity with local government and permitting procedures.

There is limited liquidity in our real estate investments which could limit our
flexibility.

Real estate investments are relatively illiquid. Our ability to vary our
portfolio in response to changes in economic and other conditions will be
limited. We may not be able to dispose of an investment when we find
disposition advantageous or necessary, and the sale price of any disposition
may not recoup or exceed the amount of our investment. In addition, federal tax
laws limit our ability to sell properties that we have owned for fewer than
four years, and this may affect our ability to sell properties without
adversely affecting returns to our stockholders.

There is a limited market for our common stock which could hinder your ability
to sell our shares.

Historically, there has been an extremely limited public market for our
common stock. We cannot assure you that the market will be sustained or will
expand. Due to the limited trading volume and small capitalization of our
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common stock, many investors may not be interested in owning our securities
because of the higher risks associated with limited trading volume and small
market capitalization such as the inability to sell a substantial block of
stock at one time without driving down prices. This could have an adverse
effect on the market for our common stock. In addition, there is no assurance
that an investor will be in a position to borrow funds using our securities as
collateral because lenders may be unwilling to accept the pledge of securities
having such a limited market.

Our equity market capitalization places us at the extreme low end of market
capitalization among all REITs. As a result of our small market capitalization,
substantially all of our investors are retail investors. This limits the
ability for investors to acquire substantial blocks of our stock. This also
places a near-term limit on capital appreciation for our shares if significant
stockholders decide to sell.

Our uninsured and underinsured losses could result in loss of value of our
properties.

We maintain comprehensive insurance on each of our properties, including
liability, fire and extended coverage. We believe this coverage is of the type
and amount customarily obtained for or by an owner of real property assets. We
intend to obtain similar insurance coverage on subsequently acquired
properties. However, there are certain types of losses, generally of a
catastrophic nature, such as earthquakes and floods, that may be uninsurable or
not economically insurable, as to which our facilities are at risk in their
particular locations. Our management will use its discretion in determining
amounts, coverage limits and deductibility provisions of insurance, with a view
to requiring appropriate insurance on our investments at a reasonable cost and
on suitable terms. This may result in our having insurance coverage that, in
the event of a substantial loss, would not be sufficient to repay us for the
full current market value or current replacement cost. Also, due to inflation,
changes in codes and ordinances, environmental considerations, and other
factors, it may not be feasible to use insurance proceeds to replace a building
after it has been damaged or destroyed.

We may suffer environmental liabilities which could result in substantial
costs.

Under various environmental laws, a current or previous owner or operator of
real property may be liable for the costs of removal or remediation of
hazardous or toxic substances, including asbestos-containing materials that are
located on or under the property. We currently are remediating asbestos-
containing materials as part of the renovation of our Sheridan Center property
and have undertaken actions designed to maintain proper air quality in our
Mission, Texas building. These laws often impose liability whether the owner or
operator knew of, or was responsible for, the presence of those substances. In
connection with our ownership and operation of properties, we may be liable for
these costs, which could be substantial. Also, our ability to arrange for
financing secured by that real property might be adversely affected because of
the presence of hazardous or toxic substances or the failure to properly
remediate any contamination. In addition, we may be subject to claims by third
parties based on damages and costs resulting from environmental contamination
at or emanating from our properties. In particular, a lawsuit has been filed
against our AmeriVest Properties Texas Inc. subsidiary alleging that our
Mission, Texas property is contaminated with mold and other airborne
contaminants. This lawsuit, if adversely determined, could have a material
adverse effect on our business and financial condition, and we cannot assure
you that other lawsuits will not be filed against us with respect to this
building.

Non-compliance with the Americans with Disabilities Act could result in fines.
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Under the ADA, all public accommodations are required to meet certain
federal requirements related to physical access and use by disabled persons.
While we believe that our properties comply in all material respects with these
physical requirements or would be eligible for applicable exemptions from
material

10

requirements because of adaptive assistance provided, a determination that we
are not in compliance with the ADA could result in the imposition of fines or
an award of damages to private litigants. If we were required to make
modifications to comply with the ADA, our ability to make expected
distributions to our stockholders could be adversely affected.

The ability of our stockholders to control our policies or affect a change in
control of our company is limited, which may not be in our stockholders' best
interests.

Charter and Bylaws Provisions. Some provisions of our charter and bylaws may
delay or prevent a change in control of our company or other transactions that
could provide our common stockholders with a premium over the then-prevailing
market price of our common stock or that might otherwise be in the best
interests of our stockholders. These include a staggered board of directors and
the ability of our Board of Directors to authorize the issuance of preferred
stock without stockholder approval. Also, any future series of preferred stock
may have voting provisions that could delay or prevent a change in control or
other transaction that might involve a premium price or otherwise be in the
best interests of our stockholders.

Ownership Limit. In order to assist us in maintaining our qualification as a
REIT, our bylaws contain provisions generally limiting the ownership of shares
of our capital stock by any single stockholder to 9.8% of our outstanding
shares, unless waived by our Board of Directors. Our Board has waived this
restriction in connection with purchases by Jerry Tepper, a director who
beneficially owned or controlled 10.6% of our outstanding shares as of June 25,
2001. These provisions could also delay or prevent an acquisition or change in
control of our company that could benefit our stockholders.

Maryland Business Statutes. As a Maryland corporation, we are subject to the
provisions of the Maryland General Corporation Law. Maryland law imposes
restrictions on some business combinations and requires compliance with
statutory procedures before some mergers and acquisitions can occur. This may
have the effect of discouraging offers to acquire us even if the acquisition
would be advantageous to our stockholders.

DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS AND CAUTIONARY STATEMENTS

This prospectus includes "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. All statements other than statements of historical fact
included in this prospectus, including statements regarding our financial
position, business strategy, plans, estimated costs and completion dates for
property improvements, and objectives of management for future operations and
capital expenditures, are forward-looking statements. Although we believe that
the expectations reflected in those forward-looking statements are reasonable,
we can give no assurance that those expectations will prove to have been
correct.

Additional statements concerning important factors that could cause actual
results to differ materially from our expectations are disclosed in this
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prospectus, including the "Risk Factors" section. All written and oral forward-
looking statements attributable to us or persons acting on our behalf
subsequent to the date of this prospectus are expressly qualified in their
entirety by the cautionary statements.

11

USE OF PROCEEDS

We estimate that the net proceeds to us from the sale of 2,000,000 shares of
our common stock in this offering will be approximately $10.9 million, assuming
a public offering price of $6.00 per share, based on the last reported sale
price for our common stock on July 9, 2001, and after deducting the estimated
underwriting discounts and commissions and our estimated offering expenses. If
the underwriter exercises its over-allotment option in full, we estimate that
our net proceeds will be approximately $12.5 million.

The largest portion of the net proceeds, approximately $9.7 million, is
intended to be used for unidentified property acquisitions that we anticipate
will occur during the next 12 months. Prior to consummation of any such new
acquisitions, of which there is no assurance, part or all of these funds may be
used to reduce indebtedness on a short-term basis. We also may use up to $1.2
million of the proceeds to pay a portion of the costs to complete renovations
on our Sheridan Center property and for capital improvements to other
properties.

We intend to apply the balance of the net offering proceeds, after the
allocations to acquisitions and capital improvements described above, to
working capital. A portion of our working capital funds may be used to repay
advances under our line of credit facilities with US Bank and Sheridan
Investments, LLC. See "Transactions Between AmeriVest and Related Parties--Line
of Credit with Sheridan Investments, LLC."

With respect to possible acquisitions, we are targeting multi-tenant office
buildings with average tenant sizes of 2,500 to 3,000 square feet located in
our identified growth cities. We may purchase these properties for any
combination of cash, debt and/or stock. We may obtain additional financing from
a bank or other third-party to purchase, rehabilitate or develop some or all of
these properties and may refinance the properties at any time. We have not yet
identified any specific properties for acquisition and there is no assurance
that we will be able to locate appropriate properties or to purchase any such
properties on terms we deem to be in our best interests.

12

CAPITALIZATION

The following table sets forth (1) our actual, unaudited capitalization as
of March 31, 2001 and (2) our capitalization as adjusted to reflect the sale of
2,000,000 shares of common stock in this offering at an assumed public offering
price of $6.00 per share, based on the last reported sale price for our common
stock on July 9, 2001, and the application of the net proceeds as set forth
under "Use of Proceeds," and the issuance of 1,057,346 shares of common stock
in connection with our purchase of Sheridan Plaza. The following table should
be read in conjunction with "Management's Discussion and Analysis of Financial
Condition and Results of Operations" and our financial statements and the
related notes included in this prospectus.
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March 31, 2001

Pro Forma

Actual As Adjusted
Cash and cash equivalents. ... i ettt e eeeneeeeennn $ 1,135,295 $12,113,893
Mortgage loans and notes pavable...........c.cciiinnn... $28,828,554 $40,665,768
Stockholders' equity:
Preferred stock, $0.001 par value; 5,000,000 shares
authorized; none issued and outstanding........... - -
Common stock, $0.001 par value; 15,000,000 shares
authorized; 3,171,381 shares issued and
outstanding, actual; 6,228,727 shares issued and
outstanding, as adjusted (™) .....coiiiiiiiiinnn.. 3,171 6,228
Capital in excess of par value........ccuiiiiieeeno.. 12,883,985 29,850,955
Distributions in excess of accumulated earnings.... (875,426) (3,883,710)
Total stockholders' equity.......ccoiiiiiennnn. 12,011,730 25,973,473
Total capitalization......e .ot nneeneeeeenns $40,840,284 $66,639,241

(*) Does not include 1,203,200 shares of common stock issuable upon the
exercise of options and warrants with a weighted average exercise price of
$5.04 per share that were outstanding as of June 30, 2001.
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MARKET FOR COMMON EQUITY AND DIVIDENDS
Market Information

Our common stock has traded on the American Stock Exchange under the symbol
"AMV" since January 27, 2000. From our initial public offering in November 1996
until our listing on the American Stock Exchange, our common stock traded on
the Nasdag SmallCap Stock Market under the symbol "AMVP." The warrants issued
in our initial public offering were traded on the Nasdag SmallCap Stock Market
under the symbol "AMVPW" until November 20, 2000 when they expired without
being exercised.

The table below presents the range of high and low sale prices for our
common stock during each of the quarters indicated, as reported by the American
Stock Exchange and Nasdag SmallCap Stock Market and the cash dividends per
share paid with respect to those quarters:

Common Stock
————————————— Dividend
Quarter Ended High Low Per Share
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March 31, 10990, ... i i i i it i i, $4.375 $3.500 $0.120
June 30, 1900, .. .. e e e e 4.750 3.969 0.120
September 30, 1909. ... . . ... e e 5.438 4.000 0.120
December 31, 1990. ... . .. e e 4.938 3.750 0.120
March 31, 2000. ...ttt it it e it i 4.750 3.313 0.120
June 30, 2000. ...ttt i e e i e e 4.750 3.875 0.120
September 30, 2000. ... ... ittt i e 5.125 4.250 0.125
December 31, 2000. ... ...ttt it 4.875 4.250 0.125
March 31, 200L. ...ttt e it e 5.950 4.250 0.125
June 30, 2001 .. ...t e e e e e, 6.200 4.850 0.125

On July 9, 2001, the closing sale price for our common stock was $6.00 per
share, as reported by the American Stock Exchange. On May 10, 2001, there were
approximately 800 stockholders of AmeriVest, consisting of 248 holders of
record and approximately 550 beneficial owners. The information concerning
beneficial owners is based on information provided by brokers and depositories
who hold shares in their names on behalf of others.

Dividend Policy

Since our initial public offering in November 1996, we have paid a dividend
each quarter. We intend to pay quarterly dividends in the future. Future
dividends will be at the discretion of our Board of Directors and will depend
on a number of factors, including our operating results and financial
condition. We cannot assure you that any dividends will be paid or that the
historical level of dividends will be maintained.
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BUSINESS AND PROPERTIES
Overview

AmeriVest Properties Inc. was incorporated in 1993 in the State of Delaware
and was reincorporated in 1999 in the State of Maryland. We are a real estate
investment trust, or REIT, that owns 22 office properties focused on small to
mid-sized tenants. Our properties, which include an aggregate of approximately
717,000 rentable square feet, are currently located in Colorado, Texas and
Indiana.

Property Management

All of our properties are managed under an agreement with Sheridan Realty
Advisors, LLC, which also manages our day-to-day operations and assists and
advises our Board of Directors on real estate acquisitions and investment
opportunities. See "Transactions Between AmeriVest and Related Parties—-—
Agreement with Sheridan Realty Advisors, LLC." Sheridan Realty Advisors uses
local property management companies to perform the on-site property management
activities related to our Texas properties, while Sheridan Realty Advisors
performs the accounting and administrative activities for these properties.

Since 1999, we have focused our efforts on specializing in multi-tenant
office buildings with an average tenant size of between 2,500 and 3,000 square
feet in selected markets. Since 1990, the principals of Sheridan have operated
almost exclusively in this property type, and we believe focusing our efforts
on these properties will generate higher returns to our stockholders than
investing in office buildings generally without this focus. From 1990 to 1999,
Sheridan's principals successfully acquired or developed fourteen office
properties in Denver, Phoenix, St. Louis, Indianapolis and Dallas. Sheridan's
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portfolio was largely liquidated by 1999, including the sale of Keystone Office
Park in Indianapolis to AmeriVest. Sheridan's total investment in the fourteen
properties was approximately $74 million, and the total gain on sale of those
properties exceeded $17 million. Many of these assets served the small tenant
market that AmeriVest now serves, and through ownership of these assets, the
Sheridan management team acquired its substantial expertise in the small tenant
market. As detailed further in the "Management" section of this prospectus,
most of Sheridan's senior management has worked together for periods of six to
ten years.

Recent Acquisitions and Sales

On June 26, 2001, we acquired, effective as of April 1, 2001, Sheridan Plaza
at Inverness, LLC, or Inverness LLC. Inverness LLC's assets consist of a fee
simple interest in two multi-tenant office buildings, known as Sheridan Plaza
at Inverness, located in Englewood, Colorado, and related assets. Sheridan
Plaza consists of 118,720 total rentable square feet on approximately 6.7 acres
of land with 405 total parking spaces, including 80 underground parking spaces.
The total purchase price was approximately $22.7 million, which consisted of:

approximately $705,000 for our 9.639% preferred membership interest in
Sheridan Investments, LLC, the owner of all of the membership interests
in Inverness LLC, which we transferred back to Sheridan Investments;

approximately $6.3 million paid with (1) 1,057,346 shares of our common
stock at the agreed rate of $5.55 per share and (2) cash of $458,030;

assumption of the mortgage in the principal amount of approximately $14.9
million secured by the property; and

assumption of other liabilities in the approximate amount of $762,000.
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On June 1, 2001, we sold our Giltedge building in Appleton, Wisconsin for
$3,650,000, resulting in a gain on the sale of $1,149,219 for accounting
purposes. We used the $458,030 in cash proceeds from the sale to acquire a
portion of Inverness LLC in a Section 1031 exchange.

Properties

At June 25, 2001, we owned and operated 22 office properties in Colorado,
Texas and Indiana. Other than as described under "Description of Specific
Properties" below, we have no plans to renovate our office properties other
than for routine capital maintenance. Given access to capital, we believe we
will continue to be able to identify and complete acquisition and development
opportunities. The following table sets forth certain information about each of
our properties owned as of June 25, 2001:

Property Portfolio

Percentage
Rentable Occupancy Annualized
Year Square at Rent Per
Location Acquired Footage(a) 5/31/2001 Square Foot (b)

Small Tenant Office Buildings
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Denver, CO--Sheridan Center.......... 2000 143,582 91.9% $13.65
Englewood, CO--Sheridan Plaza........ 2001 118,720 100.0% $23.22
Indianapolis, IN--Keystone........... 1999 95,914 91.9% $16.32
Englewood, CO--Panorama Falls........ 2000 61,963 100.0% $22.89(c)
Bank of America Buildings(d)......... 1998 60, 305 98.2% $14.85

Mineral Wells, TX
Georgetown, TX
Henderson, TX
Clifton, TX

State of Texas Leased Buildings(e) ... 1997-1998 237,087 95.2% $ 8.49
Arlington, Paris, Marshall, Amarillo,
El Paso, Belleville, Mission, Odessa,
Clint, Lubbock, Temple, Hempstead and
Columbus, TX
Totals .ttt ittt it i i 717,571 95.5% $14.89

(a) Includes office space but excludes storage, telecommunications and garage
space.

(b) Annualized base rent divided by net rentable area leased. Annualized base
rent is original base rent plus contractual increases, but excludes
percentage rent, additional rent for common area maintenance, taxes and
expense reimbursements and parking.

(c) Includes approximately $7.00 per square foot of estimated expenses because
all the expenses are paid by the major tenant.

(d) Buildings leased approximately 63% to Bank of America, with the remainder
leased to a number of small to mid-sized tenants.

(e) Buildings leased primarily to various departments of the State of Texas.
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Depreciation

The following table shows the federal tax basis as of December 31, 2000 used
to determine depreciation for federal income tax purposes on each of our
properties that had as of December 31, 2000, or that currently has, a book
value in excess of 10% of the total book value of our assets. For federal
income tax purposes, depreciation is computed using the straight-line method
over a useful life of 39 years (40 years for tax—-exempt use property), for a
depreciation rate of 2.56% per year (2.50% for tax-exempt use property).

Federal Tax

Property Basis
Sheridan CeNE T . v it ittt et e et ettt ettt et ettt et eeneeeeas $ 6,332,383
Denver, Colorado

Sheridan Plaza at INVeINE S S . .ttt teeeeeeeneeeeeeeneeneeeeeenes $19,232,450
Englewood, Colorado

Keystone BUIlldingS . ...ttt ieeeeeeeeeeeeeeenneeeeeeeeennnnnns $ 8,356,909
Indianapolis, Indiana

Panorama Falls BUilding.......eeoiii ettt eeeeeeeenneeeeeeeeannens $ 5,510,251

Englewood, Colorado

22



Edgar Filing: AMERIVEST PROPERTIES INC - Form SB-2/A

For accounting purposes, depreciation is determined in accordance with
generally accepted accounting principles, which use different bases for the
properties and useful lives of 25 years (Sheridan Center) and 40 years
(Sheridan Plaza, Keystone and Panorama Falls). See "Notes to Consolidated
Financial Statements—-Note 1--Summary of Significant Accounting Policies."

Description of Specific Properties

The Sheridan Center buildings (Denver, Colorado), Sheridan Plaza at
Inverness (Englewood, Colorado), the Keystone buildings (Indianapolis, Indiana)
and the Panorama Falls building (Englewood, Colorado) are our only properties
that had as of December 31, 2000, or that currently have, a book value in
excess of 10% of the total book value of our assets. The following includes a
description of each of these properties.

Sheridan Center. We acquired the Sheridan Center office buildings, formerly
known as The Writer Buildings, on August 31, 2000. The project consists of one
four-story, one five-story and one eight-story office building on 3.72 acres of
land. The buildings total 143,582 rentable square feet and site improvements
include parking for approximately 400 cars, including 129 spaces in a separate
surface lot. The buildings were built in 1966, 1968 and 1971 and, prior to our
renovation, were considered Class C office buildings. When the renovations are
completed, we believe that the buildings will be considered Class B office
buildings and command higher rental rates.

Sheridan Center is leased to approximately 110 tenants at base rental rates
ranging from $8.04 to $17.50 per rentable square foot. The average effective
annual rent per square foot for the year ended December 31, 2000 was $12.24. As
of June 1, 2001, in place average rent roll was $13.65 per square foot. Lease
terms range from approximately one year to five years. Sheridan Realty Advisors
leases 2,849 square feet through January 31, 2003 at a base rent of $17.50 per
rentable square foot, which increases to $18.00 per square foot in February
2002. We believe that this lease is at current market rates for the property.

We are substantially renovating the buildings at an estimated cost of up to
$5.5 million for the period from our acquisition of the buildings in August
2000 through anticipated completion in late 2001. Through May 31, 2001, we have
spent approximately $3.1 million on renovations of Sheridan Center. Funds for
the renovation expenses are expected to come from working capital, additional

proceeds under the US Bank loan secured by this property or a refinancing of
the property and up to $1.2 million of the proceeds from this offering.
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Exterior improvements include:

a new exterior facade for each building to tie the buildings together
visually;

a new entry and handicap access ramp; and

resurfaced parking lots with new landscape and lighting.
Interior improvements include:

refurbished lobbies and hallways with new carpet and lighting;

new oak suite entry doors and sidelights;
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new building and suite signage;
computerized touch-screen building directories;

keyless entry systems to the building and each suite monitored by
computer;

refurbished bathrooms with new tile, lighting, paint and ADA fixtures;
a new selection of interior tenant finish packages;

new fixed and operable thermal windows; and

improved HVAC systems and new fire safety sprinklers and systems.

As part of the renovation, we embarked on an asbestos remediation program in
accordance with state and federal requirements using licensed contractors to
remove, wherever accessible or otherwise required, asbestos containing
materials in the buildings, including ceiling tiles, drywall joint compound,
wood and metal fire doors, wall texture, mudded pipe elbows and valves, thermal
systems insulation, floor tile and mastic and boiler insulation. Most of the
remediation has been completed except for one building, which is expected to be
completed over the next few years as tenants vacate spaces, allowing access to
the asbestos materials. The estimated cost of the asbestos remediation is
included in the capital improvement budget for Sheridan Center.

The US Bank loan of up to $10.5 million bears interest at a rate equal to
LIBOR plus 2.25% (subject to our option to elect non-LIBOR rates) and is due on
August 31, 2003. The maturity may be extended under specified conditions,
including meeting certain debt service requirements, to August 31, 2004. The US
Bank loan is secured by a first mortgage on the Sheridan Center buildings. As
of July 9, 2001, approximately $1,196,000 was available for renovation advances
under the terms of the loan agreement. The US Bank loan is prepayable without
penalty, in whole or in part, at any time during the life of the loan at the
expiry of a LIBOR or money market rate borrowing period. We expect to draw down
the full amount of the US Bank loan.

The property is located in a central location between downtown Denver and
the southeast suburbs along Interstate 25 at Colorado Boulevard. The Colorado
Department of Transportation and the Regional Transportation District have
announced plans to build a light-rail and highway expansion project on
Interstate 25, or I-25, to commence in 2001. The project, which is scheduled to
continue through June 2008, is expected to disrupt traffic on I-25 due to lane
closures and massive construction along 19 miles of the Interstate adjacent to
Sheridan Center and near our Sheridan Plaza and Panorama Falls buildings.
Sheridan Center is located north of I-25 on the other side of most of the
proposed construction, which allows for alternative access from most
metropolitan Denver locations. We believe that the central location of Sheridan
Center, together with our focus on tenants whose employees have more flexible
work schedules than employees of larger companies, should minimize the adverse
impact of the highway construction on occupancy levels and leasing activity at
this project.
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The occupancy rate for Sheridan Center at December 31, 2000 was 90%.
Occupancy information for prior years, which are before we acquired the
property, are not available. The offices are leased to various business
entities for general office space purposes and there are no tenants occupying
10% or more of the rentable space. The following is a schedule as of December
31, 2000 of lease expirations for Sheridan Center for the next ten years:
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Number of Total Annual Percentage of
Leases Area of Revenue of Gross Rents
That Will Expiring Expiring on Expiring

Expire Leases Leases Leases
2001 ..t e 30 26,167 $351,734 19.3%
2002 . e 36 37,994 $511,490 28.0%
2003 . e e 35 37,324 $531, 944 29.1%
2004 . . . e 6 9,237 $165,797 9.1%
2005 . e 3 7,940 $110, 965 6.1%
2006 (1) v e v i e 5 10,218 $154,324 8.4%

(1) At December 31, 2000, there were no leases in effect with an expiration
date after 2006.

For 2000, the real estate taxes for the Sheridan Center buildings were
$103,682, which is equal to 6.7% of the assessed value of the Sheridan Center
buildings for real estate tax purposes as determined by the Denver County
Assessors Office. We are not able to estimate the possible impact of the
renovations to Sheridan Center on future real estate taxes.

Sheridan Plaza at Inverness. As described above under "--Recent Acquisitions
and Sales," we acquired all the ownership interests of Inverness LLC effective
as of April 1, 2001. Inverness LLC's assets consist primarily of two multi-
tenant office buildings, together known as Sheridan Plaza at Inverness, located
in Englewood, Colorado, and related assets. These two office buildings consist
of approximately 119,000 total rentable square feet on approximately 6.7 acres
of land with 405 total parking spaces, including 80 underground parking spaces.

Sheridan Plaza is located within the Inverness Business Park just east of I-
25 at County Line Road. We believe that the location of Sheridan Plaza near the
southern end of the highway project described above under "--Sheridan Center"
could be an advantage in leasing during the highway construction period.
Located even further south than the Panorama Falls building described below,
Sheridan Plaza is just off the first exit north of the planned construction
activity and is easily accessible from all southeast and east metro Denver
residential areas. We currently do not have any plans for major capital
improvements for Sheridan Plaza. The property must compete with several mid-
sized office buildings in the area, including buildings that lease to small to
mid-sized tenants and including buildings owned by CarrAmerica and Mack Cali,
but there is no dominant owner or building.

Sheridan Plaza was constructed in 1998 and 1999. The occupancy rate for
Sheridan Plaza at December 31, 1999 was 61%, and at December 31, 2000 was 100%.
Only one tenant, a local law firm, occupies 10% or more of the rentable space.
This tenant occupies 12,136 rentable square feet under a direct lease through
September 2005 and an additional 2,915 rentable square feet under a sublease
through December 2004. The tenant is responsible for its pro-rata share of
operating expenses and the leases contain annual base rent escalation
provisions. For 2000, the average effective annual rent per square foot for the
property was $21.68. The following is a schedule as of December 31, 2000 of
lease expirations for the property for the next ten years:

Number of Total Annual Percentage of
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Leases Area of Revenue of Gross Rents
That Will Expiring Expiring on Expiring

Expire Leases Leases Leases
2001 ..t e 0 0 0 0
2002 . e e 6 10,738 $ 254,690 9.3%
2003 . e e 7 13,805 $ 326,042 12.0%
2004 . . e 14 38,006 $ 878,681 32.0%
2005(1) v i i e 18 56,171 $1,272,710 46.7%

(1) At December 31, 2000, there were no leases in effect with an expiration
date after 2005.

19

For 2000, the real estate taxes for Sheridan Plaza were $286,893, which is
equal to 10.8% of the assessed value of Sheridan Plaza for real estate tax
purposes as determined by the Douglas County Assessors Office.

Keystone Buildings. We acquired the Keystone buildings in Indianapolis,
Indiana from Sheridan Realty Partners, L.P., an affiliate of Sheridan Realty
Advisors, effective July 1, 1999. The Keystone buildings consist of three two-
story multi-tenant office buildings located at 3021, 3077 and 3091 East 98th
Street at the intersection of 98th Street and North Keystone Avenue (US 431) in
north central Indianapolis, Indiana. These buildings comprise 95,914 total
rentable square feet on approximately nine acres of land with 336 surface
parking spaces, plus a 1,596 square foot freestanding maintenance building. The
Keystone buildings were constructed and completed from 1984 to 1986.

The Keystone buildings are leased to various business entities for general
office purposes. The average effective annual rent per square foot that we
earned for the year ended December 31, 1999, the first year we owned the
property, was $14.82 on an annualized basis, and for the year ended December
31, 2000 was $15.85. We recently completed major capital improvements to the
Keystone buildings, including new common area carpets and lighting, an
electronic directory system, telecommunications wiring, and exterior cleaning
and refurbishing. The Keystone buildings compete with several mid-sized office
buildings in the area, including buildings owned by Duke-Weeks Realty Corp., a
dominant owner in the Indianapolis market.

The occupancy rate for the Keystone buildings at December 31, 1999 was
99.2%, and at December 31, 2000 was 93.7%. There are no tenants occupying 10%
or more of the rentable space. The following is a schedule as of December 31,
2000 of lease expirations for the Keystone buildings for the next ten years:

Number of Total Annual Percentage of
Leases Area of Revenue of Gross Rents
That Will Expiring Expiring on Expiring

Expire Leases Leases Leases
2001 ..t e 8 19,409 $289, 361 20.3%
2002 . e e 9 16,443 $261,790 18.4%
2003 . e e 6 9,689 $158,096 11.1%
2004 . . e e 3 18,966 $303,756 21.3%
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2005 . i e e 4 10,138 $161, 658 11.3%
2006 (L) v v e e e 2 15,153 $250,025 17.6%

(1) At December 31, 2000, there were no leases in effect with an expiration
date after 2006.

For 2000, the real estate taxes for the Keystone buildings were $114,715,
which is equal to 6.9% of the assessed value of the Keystone buildings for real
estate tax purposes as determined by the Hamilton County Assessors Office.

Panorama Falls Building. In May 2000, we acquired the Panorama Falls
building located at 9085 East Mineral Circle in Englewood, Colorado. The
Panorama Falls building consists of a three-story office building with 61,963
rentable square feet on approximately six acres of land. The site improvements
include parking for approximately 400 cars, exterior lighting and landscaping
and a small waterfall and pond at the main entrance. The building was
constructed in 1982 and contains fully built-out office space, common areas
with a building conference room, and a mechanical basement area, which contains
the air conditioning, electrical and heating systems for the building.

We acquired the Panorama Falls building with the intention to refurbish the
building for small tenants, construct an additional building of approximately
40,000 square feet on an adjacent vacant building pad on the property and
market the building to our target tenant market. During the acquisition, we
received an offer from Rhythms NetConnections, Inc., a national
telecommunications company, to lease substantially all of the property. We
believed that this offer provided substantially better economics than our
proposed renovation plan. Although we had concerns about the profitability and
long-term viability of the tenant, we determined that it was in the best
interests of our stockholders to lease the building to this tenant and defer
the renovation plans to a later date.
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In April 2001, Rhythms stated in its Annual Report on Form 10-K for the year
ended December 31, 2000 that it was refocusing its business, reducing its
workforce by 450 employees, and hiring an investment banking firm to provide
financial advice and to assist it in evaluating strategic alternatives and
other possible financial transactions, including a sale of Rhythms, a strategic
partnership, a debt or equity financing or restructuring, and/or a
recapitalization or other business combination. Rhythms' auditors indicate that
there is uncertainty about Rhythms' ability to continue as a going-concern.
However, Rhythms stated in its annual report and reiterated in its Quarterly
Report on Form 10-Q for the quarter ended March 31, 2001 that it believes that
its cash and investment balances as of December 31, 2000 and anticipated future
revenue generated from operations and lease financing proceeds should be
sufficient to fund its operating losses, capital expenditures, lease payments
and interest payments into January 2002 and that significant operating losses
are expected to continue, which will require additional financing. In May 2001,
Rhythms' common stock was delisted by Nasdaqg. Rhythms also announced that it
would defer payment of the $5.1 million quarterly dividend on its 6.75 Percent
Series F-—-Cumulative Convertible Preferred Stock. As of June 30, 2001, Rhythms
was current on all rent obligations. We have a deferred rent receivable from
Rhythms in the amount of $329,463 as of May 31, 2001 that represents the
effects of recording, for accounting purposes, straight-line rent resulting
from a free rent period at the inception of the lease in exchange for Rhythms'
providing all tenant improvements. We also hold a security deposit from Rhythms
in the amount of $335,000.
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The Panorama Falls building is located in a suburban business park Jjust west
of I-25 at Dry Creek Road in southeast metropolitan Denver. The light-rail and
highway expansion project discussed previously also will impact the portion of
I-25 adjacent to the Panorama Falls building. We believe that the location of
this building, near the southern end of the highway project, could be an
advantage in leasing if the building becomes available during the highway
construction period. Office workers who live in southeast metropolitan Denver,
a major residential area, can easily access the Panorama Falls building without
traveling on I-25. There is substantial competition from existing buildings,
however, many of which are newer than Panorama Falls. Specifically,
CarrAmerica, a large office building owner, owns several properties nearby and
will compete directly with Panorama Falls.

The occupancy rate for the Panorama Falls building at December 31, 2000 was
100%. Occupancy information for prior years, which are before we acquired the
property, are not available. Currently, the Panorama Falls building is 100%
leased to two tenants: Comcast Corporation, a cable television company, and
Rhythms NetConnections, Inc. The average effective annual rent per square foot
for the year ended December 31, 2000 was $15.96. Comcast leases 10,080 square
feet through May 24, 2002 at an average rent of $20.50 per square foot and does
not have a renewal option. Rhythms leases 51,883 square feet through May 24,
2002 and the entire building (61,693 rentable square feet) from May 25, 2002
through September 30, 2008. In addition, Rhythms pays all operating expenses
for the building. The rent per rentable square foot under this lease is $15.00
through July 1, 2007 and $15.50 through September 30, 2008. Rhythms has an
option to renew for five years at the then-prevailing fair market rate.

The following is a schedule as of December 31, 2000 of lease expirations for
the Panorama Falls building for the next ten years:

Number of Total Annual Percentage of
Leases Area of Revenue of Gross Rents
That Will Expiring Expiring on Expiring
Expire Leases Leases Leases
L 0 0 0 0
2002, i e e e 1 10,080 $206, 640 21.0%
2003 . it e e e 0 0 0 0
2004. . i e e e 0 0 0 0
2005 . i i e e e 0 0 0 0
2006 . i e e e 0 0 0 0
2007 it e e e e 0 0 0 0
2008 (1) v vttt e 1 61,963 $960,426(2) 100.0%

(1) At December 31, 2000, there were no leases in effect with an expiration
date after 2008.
(2) Net of all building operating expenses, which are paid by tenant.
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For 2000, the real estate taxes for the Panorama Falls building were
$156, 628, which is equal to 11.5% of the assessed value of the Panorama Falls
building for real estate tax purposes as determined by the Arapahoe County
Assessors Office.

Other Leases
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State of Texas Office Building Leases. Fourteen of our office buildings are
leased to the State of Texas with primary lease periods ranging from
approximately six months to eight years, subject to the right of the State to
terminate these leases as discussed in the next paragraph. Most of the leases
grant five multiple renewal option periods of three years to five years at the
election of the tenant. The Clint, Paris and Amarillo leases are the only
leases that expire without additional option periods, in November 2001, August
2002, and August 2003.

Although each of the leases with the State of Texas includes a specific
termination date, the State of Texas may terminate a lease at any time that the
legislature of the State of Texas fails to appropriate funds necessary to pay
required rents, or federally-funded programs housed in one of these office
buildings are discontinued. Prior to terminating the lease, the State of Texas
may assign another agency to fill or partially fill the rented space, and the
lease would be adjusted accordingly. Despite this risk, we have no information
that would lead us to believe that the State of Texas 1s considering any such
terminations. If the State of Texas terminates or fails to renew a lease, it
may be difficult to locate another tenant in a timely manner or on comparable
or better terms, especially for certain buildings in smaller cities or remote
locations. Moreover, we were not the successful bidder in a recent request by
the Texas Department of Human Services for a new lease proposal on our 12,979
square foot building in Clint, Texas. If the successful bidder is able to
construct a new building in accordance with the request for proposal, it is
likely that the Department of Human Services will vacate our building and move
to that of the successful bidder. The lease expires November 30, 2001, although
we believe that it is likely the tenant will request an extension to
accommodate the construction schedule for its new building. We presently have
no other tenants identified for this building. The annual gross rent paid by
the Department of Hu