
Merger proposal
On 3 February 2015, Novion Property Group (Novion or the 
Group, ASX:NVN) and Federation Centres (Federation, ASX:FDC) 
announced that they had entered into a Merger Implementation 
Agreement to merge subject to certain conditions (the Merger). 
The Merger will create one of Australia’s leading REITs with over 
$22 billion in assets under management, invested across the full 
retail asset spectrum (the Merged Group).

On results for the period, Mr Angus McNaughton, 
Managing Director and CEO, said: “We maintained our focus on 
improving the quality of our portfolio and earnings, commencing 
the next stage of redevelopment of Chadstone Shopping Centre, 
selling two non-core assets, increasing duration and diversity of 
the debt profile, maintaining our leadership position in sustainability 
amongst our retail peers and identifying and implementing 
a number of  efficiencies in an operational review commenced 
post Internalisation.1 The December 2014 interim distribution 
of 6.9 cents per security is up 1.5% on the prior corresponding 
period and will be paid on 26 February 2015.”

Angus McNaughton 
Managing Director and CEO
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Summary and outlook
Mr McNaughton said: “We are well on track to achieve our FY15 objectives. Through the second half of FY15, we will be focused on the 
successful progression and execution of the proposed Merger with Federation. We will also continue to focus on business operations, 
progressing the Chadstone redevelopment and refining the tenant mix and customer experiences across our portfolio, while looking to fulfil 
wholesale fund mandates.

“Our full-year FY15 distribution guidance7 is 13.8 cents per security.”

Novion Property Group
Comprising: �Novion Limited ABN 79 167 087 363 

Novion Trust ARSN 090 150 280

Responsible Entity
Novion RE Limited ABN 33 084 098 180  AFSL 235384

Key highlights

1.	 Internalisation of the Group was completed on 24 March 2014.
2.	 Compared to the prior corresponding period.
3.	� Net property income (NPI) and like-for-like NPI are unaudited, non-IFRS financial 

information and are not key profit measures of Novion. They are used by management 
to monitor the performance of the Direct Portfolio. Refer to Appendix 1 in the FY15 
interim results announcement on 18 February 2015 for the calculation of NPI and 
like- for-like NPI.

4.	� Adjusted for changes in ownership of properties, and significant one-off items, 
impacting either period and excluding development impacted centres.

5.	� On a comparable centre basis, which refers to those centres that are not undergoing 
or have not undergone substantial redevelopment in either period of comparison.

6.	 Compared to 30 June 2014.

“ We are excited 
about the proposed 
merger with Federation 
Centres, and believe it is 
a unique and compelling 
opportunity that creates 
significant value for our 
securityholders.

”

7.	� Assuming there is no unforeseen material deterioration to existing economic conditions. If the Merger proceeds, distribution guidance for FY15 is at least 13.8 cents per security.
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Performance overview
Financial results
Net profit for the six months to 
31 December 2014 was $412.7 million, 
compared to $188.2 million for the prior 
corresponding period. The significant uplift 
in net profit was driven predominantly 
by a net gain on property valuations of 
$253.7 million (compared to $12.8 million 
net gain for the prior corresponding period). 

Distributable income, which more closely 
reflects operational earnings, was up 8.0% 
to $210.5 million compared to the prior 
corresponding period, due to the benefits 
of Internalisation as well as underlying 
performance. On a per security basis the 
distribution was 6.9 cents, up 1.5%.

Total net property income increased 12.4% 
to $306.7 million, supported by fixed 
annual specialty store rental increases, 
the completion of the DFO Homebush and 
Emporium Melbourne developments, the 
acquisition of an additional 25% of DFO 
South Wharf in early 2014, and property 
expenses saved as part of Internalisation. 
On a like-for-like basis, net property income 
was up 2.0%.

Operational review
Mr McNaughton said: “At our FY14 results 
announcement in August, I highlighted 
that we had commenced an operational 
review to ensure we have the most efficient 
and effective organisational structure and 
processes in place to operate as an internally 
managed vehicle.

“Through our operational review we 
have already identified and implemented 
a number of operational improvements, 
the financial benefits of which will offset 
the dilution of selling two non-core assets 
during the period. 

“We have reduced corporate overheads, 
reduced our cash holding (reducing debt 
and lowering interest expense) and 
undertaken a comprehensive review 
of our outgoings. Other initiatives as 
part of the operational review include 
reducing downtime on vacancies and 
intensifying our focus on income, cost 
efficiencies and customer experience at a 
centre level. Some organisational changes 
were placed on hold pending the outcome 
of the Merger.”

Investment performance 
Novion’s security price reached its highest 
level since 2008 during the period, 
and while the Group delivered a Total 
Securityholder Return (TSR)8 of 7.2% over 
the six months to 31 December 2014, 
it underperformed the UBS Retail 200 
Property Accumulation Index (the Index) 
return of 15.4%. Novion continues to 
deliver on its objective to provide superior 
and stable risk-adjusted returns over the 
long term, with notable outperformance 
against both the Index and the broader S&P/
ASX 200 Property Accumulation Index, 
by 5.3 and 7.7 percentage points per annum 
respectively, over a 10-year period.

Capital management
In line with our strategy, we continued to 
be disciplined in our approach to capital 
management during the period. We issued 
US$200 million of US Private Placement 
debt notes, recycled $107 million of capital 
through the sale of two non-core assets 
and we raised $65 million through Novion’s 
dividend and distribution reinvestment plan 
(DRP) for the June 2014 payment. Post the 
period, we have also repriced $400 million 
of bank debt facilities.

As a result, the Group’s balance sheet 
has been strengthened and with strong 
valuation gains during the period, gearing 
has reduced to 29.4% from 30.9% at 
30 June 2014. The diversity and duration 
of our debt profile has also improved, with 
only $100 million of bank debt expiring over 
the next 12 months and we remain well 
positioned to fund the development pipeline. 

Strategic Partnerships
Novion has a fully integrated platform 
that provides a suite of funds and asset 
management services for our strategic 
partners which include wholesale 
funds and mandates, the joint owners 
of assets in the Direct Portfolio 
(assets held on Novion’s balance sheet) 
and other third parties.

Our Strategic Partnerships business 
comprises $5.8 billion of assets under 
management across 19 retail assets, 
nine of which are co-owned with Novion. 

We made good progress on fulfilling the 
equity commitment for Novion Enhanced 
Retail Fund (NERF) during the period. 
Including Mildura Central, VIC, which settled 
post the period and combined with the 
two assets acquired earlier in the period, 
Gateway Plaza, Leopold VIC and Bathurst 
City Centre, NSW, NERF now has five assets 
with a total asset value of $340 million.

Mr Michael Gorman, Deputy CEO and Chief 
Investment Officer, said “In line with strategy, 
NERF’s portfolio consists of neighbourhood 
and sub-regional assets with a mix of core 
assets and centres where we are able to 
extract superior returns for our wholesale 
investors through leasing or development 
opportunities. We are also well progressed 
on sourcing additional assets for this fund.”

8.	 TSR comprises stapled security price performance and distribution income yield. 

DFO Homebush, NSW
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Portfolio update
Retail sales 
Mr Gorman said: “Economic growth remains 
positive and interest rates remain very low. 
Together with sharply falling petrol prices 
and a lower AUD/USD exchange rate, this 
should support greater retail expenditure 
in Australia. However, challenging proposed 
Federal Budget measures, sub trend 
economic growth and a relatively soft 
employment environment have weakened 
consumer sentiment, which is expected to 
constrain the rebound in retail sales in the 
short-term.

“The Direct Portfolio generated 
$7.8 billion of moving annual turnover 
(MAT) to 31 December 2014 and remains 
effectively full at 99.7% occupancy. 
Our comparable specialty store MAT 
growth to 31 December 2014 improved 
to 2.8%, up from 2.2% to 30 June 2014 
for the shopping centre portfolio. At the 
DFO centres, the activation of the food 
and beverage precinct at South Wharf, 
the recently completed redevelopment 
of Homebush and our focus on increasing 
the brand names and improving services at 
these assets continues to drive strong traffic 
and sales growth.”

The average re-leasing spreads on 
specialty store leases that expired during 
the period was -3.6% for the Direct 
Portfolio, an improvement on the -4.3% 
reported in FY14. Excluding the DFO 
portfolio, re- leasing spreads were -5.7% 
(improved from -6.1%). 

Mr Gorman added: “Despite the softness 
in the retail market, we have maintained 
our fixed 5% annual increases in new 

specialty store leases, with no incentives 
for renewing tenants. Comparable specialty 
store tenant productivity improved during 
the period with MAT of $10,554 per sqm, 
up from $10,457 per sqm at 30 June 2014 
and occupancy costs of 17.2% compared 
to 17.1% six months earlier.”

Valuations
As announced in December 2014, half (52%) 
of the Direct Portfolio was independently 
valued in the period, resulting in a 
$253.7 million gain compared to book value.

Mr Gorman said: “On the back of a highly 
competitive transaction market and recent 
evidence, the capitalisation rate of our retail 
assets compressed in the current round 
of valuations driving significant valuation 
growth, averaging a 5.6% increase on prior 
book value of those assets valued.”

The weighted average capitalisation rate for 
the Direct Portfolio tightened to 6.06% from 
6.25% at 30 June 2014.9

Non-core asset 
divestments
Novion sold two non-core assets from 
its Direct Portfolio during the period. 
Post Office Square, QLD and 
The Entertainment Quarter, NSW were 
sold for a combined value of $107 million 
(Novion share).

Mr Gorman said: “These transactions 
are in line with our strategy of divesting 
non- core assets and Novion has achieved 
the lower end of its target range of divesting 
$100- 200 million of non-core assets 
over FY15 and FY16.” 

Chadstone retail and 
office development
Construction of the $580 million 
(Novion share $290 million) redevelopment 
site at Chadstone Shopping Centre 
commenced during the period.

The project involves the expansion and 
redevelopment of the northern end of the 
centre, including a revitalised West Mall and 
a world-class entertainment and leisure 
precinct featuring international flagship 
and luxury tenants around a central atrium. 
Concurrently, a 10-level, 17,000 sqm 
office building with four levels of basement 
parking is being built on the southern end 
of the site. Associated works will include the 
construction of a retail car park deck and a 
14-bay centralised bus interchange. In total, 
approximately 20,000 sqm will be added 
to retail GLA and 14,000 sqm (net) will be 
added to office NLA. 

The new North Retail precinct will include 
a state-of-the-art Hoyts digital cinema 
complex, up to five international flagship 
stores in 11,000 sqm of space, 40 additional 
retailers, and a new 1,300-seat, 20-plus 
tenancy food gallery. Target will also be 
relocated to the lower ground floor in a 
new 7,000 sqm store. Both the retail and 
office components are targeting 5 Star 
Green Star ratings.

The project is targeting an initial yield on 
completion of greater than 6%, with a target 
internal rate of return greater than 10% 
and is expected to open in stages through 
to completion by mid-2017.

Chadstone Shopping Centre, VIC - Artist’s impressions

9.	� Excluding the DFO portfolio.
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For more information on Novion 
Property Group including the 
Group’s FY15 interim result, visit 
our website novion.com.au or use 
your smartphone to scan this QR 
code to visit our Investor centre.

Merger proposal 
Mr Richard Haddock AM, Chairman, said: “The Merger is a 
compelling opportunity for Novion and Federation securityholders 
to be part of the creation of a group that will be a top 30 company 
listed on the Australian Securities Exchange, the second largest 
listed manager of Australian retail assets, and a top 10 retail REIT 
globally.”

The Merger combines two highly complementary platforms to 
provide existing Novion and Federation securityholders with an 
enhanced investment proposition relative to each group on a 
stand- alone basis, including:
•	 increased portfolio scale and expertise 
•	 material value creation via cost savings and future opportunities 
•	 significant earnings and distribution accretion for each group
•	 improved growth opportunities
•	 enhanced asset, geographic and tenant diversification, and 
•	 greater relevance for equity and debt investors.

The Merged Group will be a significant owner and manager 
of Australian retail assets, fully diversified by retail asset type, 
geographic location and tenant mix. Key metrics of the Merged 
Group include:
•	 over $22 billion of retail assets under management across 

102 retail assets with over $18.2 billion in annual retail sales10

•	 second largest listed manager of Australian retail assets and a 
top 10 listed manager of retail assets globally

•	 #1 owner / manager of Australian sub-regional centres, 
#1 in outlet centres and #2 in super-regional and regional 
centres combined

•	 one of the largest retail landlords in Australia, with over 
500 million annual customer visits to more than 9,500 retail 
tenancies over 3 million sqm of lettable area under management, 
and

•	 a market capitalisation of over $11 billion11, the third largest 
A-REIT and an ASX top 30 entity.

Mr Haddock added: “The Novion and Federation boards unanimously 
support the Merger and believe it represents a unique and 
compelling opportunity that creates significant value for both 
Novion and Federation securityholders. For Novion securityholders 
alone, on an FY15 pro forma basis12 the Merger is expected to be 
14.6% and 8.9% accretive to earnings and distribution respectively, 
on a per security basis.”

The Merger requires a number of approvals, including the approval 
of Novion securityholders voting at a meeting expected to be held 
in May 2015. A scheme booklet will be mailed to securityholders in 
April 2015. If approved, the Merger is expected to be implemented 
in June 2015.

Sustainability leader 
Novion was again highly ranked amongst our retail REIT peers 
globally in the area of sustainability, a reflection of the quality 
of our sustainability program and our approach as a responsible 
corporate citizen.

During the period, we received the following recognition:

Global Real Estate Sustainability Benchmark (GRESB)
Novion was ranked the highest of all retail REITs in Australia and 
second of retail REITs globally for the 2014 GRESB survey. GRESB 
surveyed over 630 property companies and funds globally on their 
approach to sustainability, which includes a range of environmental, 
social and governance indicators. 

CDP (formerly Carbon Disclosure Project)
Mr McNaughton said: “In 2014, CDP once again ranked us highly 
for our approach to the risks and opportunities presented by climate 
change. Novion was recognised as a Climate Disclosure Leader for 
the fifth consecutive year, and ranked in the top 10 for performance 
for the third consecutive year, for ASX 200 listed entities.

“Our environmental performance reporting allows us to benchmark 
the performance of our assets to ensure that we can effectively 
manage the risks and opportunities presented by climate change 
and identify opportunities to make further efficiency gains across 
our portfolio.”

Other sustainability indices
Novion was again included in the long standing sustainability 
benchmark indices being the DJSI suite of region-specific indices 
and the FTSE4Good Index, which the Group has been a part of 
since 2001 and 2004 respectively.

Key dates
26 February 2015 1H15 distribution payment

April 2015 Merger scheme booklet mailing

May 2015 Securityholder meeting
Note: these dates are indicative only and may be subject to change.

Disclaimer
Neither Novion RE Limited (Novion RE or the Responsible Entity) 
ABN 33 084 098 180 nor Novion Limited ABN 79 167 087 363 
nor any of their subsidiaries or entities guarantees or in any way 
stands behind the performance of Novion Trust ARSN 090 150 280 
or of Novion Limited (together Novion Property Group or Novion) 
or the repayment of capital by Novion. Investment-type products are 
subject to investment risk including possible delays in repayment and 
loss of income and principal invested.
The information contained in this report (the information) is intended 
to provide general advice only and does not take into account your 
individual objectives, financial situation or needs. You should assess 
whether the information is appropriate for you and consider talking to 
a financial adviser or consultant before making an investment decision.
This report contains forward-looking statements, including statements 
regarding future earnings and distributions. These forward-looking 
statements are not guarantees or predictions of future performance, 
and by their very nature, involve known and unknown risks, 
uncertainties and other factors, many of which are beyond the control 
of Novion, and which may cause actual results to differ materially 
from those expressed in the statements contained in this report. You 
should not place undue reliance on these forward- looking statements. 

These forward-looking statements are based on information available 
to Novion as at the date of this report. Except as required by law 
or regulation (including the ASX Listing Rules), Novion makes no 
undertaking to update these forward-looking statements, whether as 
a result of new information or future events.
All reasonable care has been taken in relation to the preparation 
and collation of the information. Except for statutory liability 
which may not be excluded, no person, including the Responsible 
Entity, Novion Limited, Novion Funds Management Pty Limited 
ABN 62 167 606 939 or any of their subsidiaries or entities 
(as applicable) accepts responsibility for any loss or damage howsoever 
occurring resulting from the use of or reliance on the information by 
any person. Past performance is not indicative of future performance 
and no guarantee of future returns is implied or given.

Copyright and confidentiality
The copyright of this document and the information contained 
therein is vested in the Novion group of companies. This document 
should not be copied, reproduced or redistributed without the prior 
written  consent of Novion.

For enquiries regarding your securityholding, 
please contact our Security Registry, 
Link Market Services Limited, Locked bag A14, 
Sydney South NSW 1235

	 T 	 +61 1800 500 710
	 F 	 +61 2 9287 0303

	E	 novion@linkmarketservices.com.au

10.	 Adjusted for acquisitions and divestments post the period.
11.	 Based on the combination of Novion’s and Federation’s stand-alone market capitalisations as at 2 February 2015.
12.	 FY15 pro forma impact assuming the Merger was implemented on 1 July 2014 and total net P&L cost savings 

of approximately $77 million p.a. are achieved (i.e. excluding $7 million p.a. of capitalised cost savings).
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