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Corporate Real-Estate Sales Surge

Companies Use Proceeds
To Shore Up Balance Sheets,
Taking Advantage of Prices

By Ray A. SMITH

Companies such as AT&T Corp.. Cld-
group Inec. and MetLife Inc. are cashing
aut of same of their real-estate holdings,
looking 1o bolster balance sheets and see-
ing a Mood of institutional investors seek-
ing real-estate pssels.

Corporations sold 85 properties with
sales volume totaling $2.35 billlon during
the third quarter, up Irom 63 properties
totaling $98 miltion in the year-ago quar-
ter, according to Real Capital Analytics
Inc., a real-estate research firm based in
Mew York. So far this year, corporations
have sold 240 properties wlith sales vol-
ume totaling $4.78 billion, up from 208
properties and sales volume of $3.70 bil-
licn & year ago,

“The current economic climate is
such that many corporations need cash
infusions and are looking to obtain capi-
tal through various means,” said John D
Lyons, executive managing director of
Granite Partners LLC, a natlonal real-gs-
tate Investment-banking company based
in Mew York, “Real estate is certainly
one of those places where they look to
achieve these results.”

Last week, Citigroup cited the sale of
its headguarters building in New Yorkasa
factor that helped the linancial-services
company post a 23% rise in nel income for
the third quarter. Ils stock rose 13% on the
day of the earnings report.

The transaction—in which Bosion
Properties Ine., a real-estate invesiment
trust, paid §1.06 billion, or 5631 a square
foot, o buy Citlgroup's 41-story headguar-
ters in midiown Manhattan—was closed
relatively quickly and just days before the
and of the third quarter. Citigroup bocked
the 5323 million after-tax gain from the
séle in the company's proprietary invest-
ment partfolio, which posted a loss of $123
raillion. The bullding sale wasn't consid-
ered a one-time ltem [or earnings pur
poses, but officlals sald without the real-es-
tate sale, earnings would have been re-
duced by about six cents a share.

High prices are one reason New York
insurer MetLife is marketing 52 billlon of
real-estate assets consisting of between
15 and 21 properties throughout the U5
The assets, mostly high-quality office
space, but also hotels, apartment ‘bulld-
ings and a parking lot, are wholly owned
investments of MetLife, meaning the
company doesn't occupy Space In them.

“We think real estate represents a
very attractive asset class and we view
this as an opporiunistic play to test this
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Companles that have sold or are selling some ol
their real-estate holdings this year.

SPACE
COMPANY |SQUARE FEET]  STATUS
Cltigraup 1.68 milipn  Sold for
§1.06 hillian
MaotLifa 10 million Cumently market-
' ing the properies
ATET 1.3 million Said for
£200 million
Hortel 824,000 Sold for
Hatwarks §70.7 milkion
Locent B50,000 Sald for
; 74 milkion
Raytheon 361,000 Undar contract
' to sall dor
£40 millign

Soume: Real Capial Ansiylcs, sal-sus Deglers

demand,” says Brian J. Fox, national
markeling director at MetLife.

Publisher MeGraw-Hill Cos. is consid-
ering marketing its 45% stake In the
a0-story midtown Manhattan tower that
bears ils name, according to people famil-
jar with the situation. McGraw-Hill offi-
cials declined to comment. Some brokers
pstimate the stake could command more
than $700 million.

Investing in real estate nsed 1o be con-
sidered a necessary piece of a company’s
infrastructure, as important as capital
and people. But owning real estate can be
a drag on a company's balance sheet be-

cause of the cost of depreciation—or the
pradual decrease in the property's
value—and the costof the interest expense
on any debt used to finance the property,
according to Janice Stanton of real-estate
services [irm Cushman & Wakefield Inc,,
Mew York.

A recent informal survey by CorelNet
(7lobal, an asscciation of corporate real-
estate executives, of its members found
that on average 5% of 1,900 companies

lease their real estate, compared with

47% owning. "That would have been the
reverse a few years ago,” says a spokes-
man for CoreNet, based in Allanta,

Zome companies are selling and mov-
ing out &5 they consolidate operations o
cut costs. ATET sold its 1.3 million-
gquare-foot  headquarters bullding in
Basking Ridge, N.L. for $200 million to
Pharmacia Corp. in July. An ATET
spokeswoman deseribed the move as parl
of a companywide cost-reduction effort.
Proceeds from the sale are being booked
to ATEZT's third-quarter earnings, she
said, which are due today. Analysts say
the gain on the sale will be small relative
to ATET's size and showld have a mint-
mal impact on earnings.

Dther corporate real-estate sellers
this year include Lucent Technologies
Inc. and Raytheon Co. A Lucent spokes-
mian said the company has generally rein-
vested proceeds [rom these sales into
other areas of its business. A Raythecn
spokeswoman sald some preceeds from
the sale of its headquarters, a deal ex-
pected to close in the fourth quarter, will

be used to pay (or new, smaller headguar-

ters, which it will lease, not own.
—Paul Heckett
contributed lo thiz article,



