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Blackstone Makes Quick Cash

Firm Sells Chunk
Of Assets Acquired
With Equity Office

By JENNIFER S. FORSYTH
And HENNY SENDER

The Blackstone Group has
wasted no time selling a big
chunk of the portfolio it acquired
from Equity Office Properties
Trust less than two weeks ago.

The New York private-equity
firm has raised $18.5 billion in
asset sales, including eight
buildings that were sold in New
York for $7 billion to Macklowe
Properties  simultaneously
with the merger closing Feb 9.

Blackstone has also sold or
agreed to sell Equity Office prop-
erties in Los Angeles and Or-
ange County, Calif.; Portland,
Ore.; San Diego; Seattle; and
Washington. Competition is ex-
pected to be fierce for the build-
ings in Boston and Austin,
Texas, as well as Chicago.

Blackstone bought Equity Of-
fice, previously the nation’s larg-
est office landlord, for $39 bil-
lion, including debt, in the sec-
ond-largest leveraged buyout in
U.S. history. The transaction
put an exclamation point on the
continued demand for office
real estate among private inves-
tors based on the belief that
there is room for improvement
in the office market.

This week, Blackstone is ex-
pected to announce another
$3.5 billion in sales, according
to one person familiar with the
matter. Such swift salesare are-
flection of Blackstone’s determi-
nation to reduce the debt load
on its prize as quickly as possi-
ble, especially given the rela-
tively low yields on-many prop-
erties. Blackstone’s strategy is
to sell a cross section of its new
portfolio, which includes the
highest-quality properties . as
well as those that are less desir-
able.

Blackstone is expected to
hold properties in Northern Cal-
ifornia and Silicon Valley.

" Blackstone—and private-eq-
uity firms like it that invest
heavily inreal estate—tradition-
ally have sold off some holdings
in the real-estate companies
they have bought to help fi-

Speedy Selling

The private-equity firm Blackstone Group has agreements to sell—or
has sold—about $18.5 billion in assets it acquired from Equity Office

Properties Trust, including:

Location Buildings Price Buyer

New York 8 Macklowe Properties
Seattle/Washington, D.C. 36 eacon Capital Partners
Los Angeles/ 24 Maguire Properties
QOrange County,Calif.

Portland, Ore. 17 horenstein Properties

Source: WS4 research

nance the deals. Blackstone is
selling even more than execu-
tives there originally intended
after being forced to raise their
price for Equity Office by 14% in
abidding war with Vornado Re-
alty Trust, a New York real-es-
tateinvestment trust. Yet, Black-
stone executives knew. they
could make money on the deal
after finding that bids for some
buildings were coming in
higher than they had estimated.

‘Maguire Properties Inc., a
Los Angeles REIT, announced
yesterday it would be buying

two buildings in Los Angeles -

from Blackstone’s newly ac-
quired Equity Office properties,
as well as its Orange County
properties, for $2.88 billion.
Merrill Lynch analysts estimate
the first-year vyield ‘at
4.1%—wéll below the compa-
ny’s first-year cost of capital.
Maguire is the only REIT to
have emerged as a winning bid-
der in the skirmishes for the Eq-
uity Office properties. The re-
maining properties have gone

- to private real-estate investors,

who can increase their debt
loads. more easily than REITs.

Merrill Lynch expressed con-
cern about Maguire’s proposed
transaction for that reason in a
note published yesterday: “We
question how the company,
which already has an overlever-
aged balance sheet, can swal-
low another $3 billion of assets
with no clear funding plan in
place,” wrote research analyst
Steve Sakwa. Maguire’s debt-to-
market capitalization ratio is
about 56%, compared with anav:
erage of just below 30% for the
office-REIT sector, which has
low debt loads, according to
BMO Capital Markets.

Maguire Properties CEQ Rob-

ert Maguire III says his com-
pany is likely to only keep about
one-fourth of the acquisitions
inits portfolio and venture with
institutional investors on the
other properties. He says each
building will be evaluated inde-
pendently, and Maguire may
sell any that dor’t meet the com-
pany’s profile. :

All of the Equity Office dispo-
sitions are coming in at higher-
than-expected prices that sug-
gest low capitalization
rates—or caprate, therate of re-
turn in the first year of owner-
ship—and, in- at least Some
cases, negative cash ‘flow for

“the next several years. That

shows that many real-estate'in-
vestors believe that there is
room for improvement in the of-
fice market and that rents will
continue to rise.

For example, 17 buildings in
Portland and its suburbs are to
be sold to Shorenstein Proper-
ties LLC, of San Francisco, for
about $1.1 billion—a cap rate of
about 4.6%. That is lower than
the 5.75% cap rate that UBS In-
vestment Research had pre-
dicted for the Portland portfolio.

UBS also had predicted a
4.25% cap rate for the New York
buildings. But Macklowe Proper-
ties, of New York, bought the Eq-
uity Office portfolio (minus 1095
Avenue of the Americas) for a
cap rate that UBS places at 3.6%.

“Macklowe just paid $1,100
per square foot—and this is not
to sayeverybuyisagreat one—
but I really don’t think he over-
paid. He paid what’s a fair price
today,” says Jim Corl, a repre-
sentative of Cohen & Steers, a
real-estate investment firm
that was one of Equity Office’s
biggest shareholders. William
Macklowe, president of Mack-
lowe Properties, declined to
comment.
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