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International Paper wraps up a good deal.

As International Paper bids fare-
well over the next few months to
corporate headquarters in midtown
Manhattan, management is un-
likely to shed tears. A jig would be
more suitable, considering the way
that Intemational Paper tumed a
cumbersome lease into a $41 mil-
lion capital gain. IP's method was
simple but elegant: Unable to re-
negotiate its lease at 1166 Avenue of
the Americas, the company de-
cided to buy the space and then re-
sell it.

The two-staged deal wasn't risk-
free, however. For one, it required
a hefty capital commitment from 1P
just when the paper industry was in
one of its evelical downturns and 1P
itself was cutting back its stafl and
operations, Furthermore, the
building, owned jointly by NYNEX
and Teachers Insurance and An-
nuity Association—-College Retire-
ment Equities Fund (TIAA-
CREF), is a condominium, a con-
cept that still has not caught on
widely in Manhattan's commercial
real estate market.

DIMINISHING ASSET

To James Melican, Intermational
Paper's general counsel, the lease
was clearly a diminishing asset; he
says he saw “no way to alford to
stay” aflter 1995, And that also
would mean leaving behind up-
wards of $35 million in leasehold
improvements—including a full-
floor cafeteria, a fitness center, and
a video training facility (most of
WhI{'h e FI.H.tlll'L"d 1M An 1550 [:II
Interior Design magazine).

“It seemed most favorable from
our standpoint to purchase, then
sell to a user-owner and move out,
says Melican. As it turned out,

Teachers was more amenable to a
sale than to changes in the lease.
John Georges, 1P chairman since
1985, negotiated a purchase of
Teachers’ 56.2 percent interest for
$1533 million, which 1P raised
through debt issues. Teachers,
which bought the property back in
1978 when it was begging for an
owner, booked a nice profit. (Co-
owner NYNEX Properties is still
there.}

ENTER FIRST BOSTON

The deal with Teachers closed in
late 1955, and Melican and Georges
wasted no Hme. By the fall of 1956,

their real estate broker, Kenneth
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Laub, had turned up First Boston,
which bought out IF last December
for $230 million. That's a $41 mil-
lion capital gain even after the $35
million in leasehold improvements.

When completed in May, Inter-
national Paper’'s new corporate
headguarters in Purchase, New
York, and additional offices in
."'n-il.'rnph:i:i, Tennessee, will oo v
about half as much Space as Illu].' clic
in Manhattan. A scaled-down sales
office will remain in Manhattan, a
few blocks from the present site.

IF's headguarters stafl, already
cut back sharply to 900, will be
about 640 people when relocated in
Purchase and Memphis. Though
Melican stresses that the move was
“absolutely not™ a veiled way to lay
ol personnel—that evervbody was
given the opportunity to move—
broker Kenneth Lauby deems the
transaction mone an attempt to re-
duee labwr costs than a strict real es-
tate play. Whatever the case at IP,
it's a concept worth considering—if
one office worker requires about
200 square feet, cutting Hoor space
by 250, 000 seyuare Teet would elim-
inate 1,250 people, Laub estimates.
I those workers carn an average of
240,000, the company’s annual sav-
ings comes to $30 million.

International Paper might have
done still better, continues Lauls,
by holding on lor a few months
longer or pe rhaps |.E-.l5l1‘||.': to a Jap-
anese multinational. But IP enter-
tains no misgivings. “Twonld say we
were very pleased with the way the
deal worked out, SAVE Melican. To
a company that has been through
some rough times recently, a 841
million capital gain is like manna
from heaven.

—5.L. Mints
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