Are you getting a
fair price for your
Westfield shares
Westfield investors have a big decision to make. Should
they approve or reject one of the biggest corporate
transactions the Australian Real Estate Investment Trust
(AREIT) market has ever seen?
The Unibail-Rodamco (Unibail) takeover bid for Westfield
Corporation (WFD) will soon to be decided (Westfield/
Unibail merger: What happens next). Shareholders can take
a long term perspective and accept the offer, or they can
reject it outright.
In our opinion, Unibail is one of the best managers of retail
property in the world [see article Unibail/Westfield] with
a long, successful track record in investing, developing,
leasing and managing retail property, especially in Europe.
Conceptually, it is better positioned to manage Westfield’s
property assets in the interests of shareholders than
is Westfield. This assertion is effectively supported by
Westfield’s directors and senior management team. Both
endorse the deal.
The quantitative aspect of the proposal - the price being
offered to acquire Westfield shares - is more controversial.
Let’s examine it in more detail, starting with the details of
the bid.
Unibail is offering 0.01844 of its shares plus US$2.67 in
cash for each Westfield security. This means Westfield
shareholders are currently being offered about 65% in stock
and around 35% in cash for their shares (as at date offer
made - 11 December 2017).
The offer also includes a holding in a technology business
that aims to help retailers compete more effectively. It will
be spun out of Westfield. The holding is small enough to be
immaterial. The cash and shares component is where you
should focus your attention.
At the time of the bid the cash component in Australian
dollars was equivalent to $3.54 per share. Subsequent
currency movements have reduced this figure to $3.48.
Keep that figure in mind.
Now to the shares component. At the time of the
bid Westfield shares were trading at A$8.50. The bid
represented an 18% premium to the pre-bid price and a
22.7% premium to the company’s share price three months
prior to the bid.
Since then, Unibail’s share price has fallen from €224.1 per
share to €189.85 per share (as at 17/4). This 15% fall flows
straight through to the current “headline” value of the bid.
The total value of the bid on 11 Dec last year $10.01.
The value of the Unibail shares a Westfield investor would
receive on 17 April this year has fallen from $6.47 to $5.58.
Adding the cash component to this figure means the total
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value of the bid as of 17 April is now close to A$9.00 for
each Westfield share.
There’s an argument that Unibail should increase its offer
price as a result. We see this as simplistic. An assessment
of value should not be made based on the daily share price
movements but the long term estimation of the value of the
combined entity. This is what the Lowy family did when it
initially agreed to the transaction.
Before the bid, the value of Unibail was assessed at
between €200.50 per share to €219.20 per share1.
Research analysts that follow Unibail estimate an (average)
price target of €232.302. Both are significantly higher than
Unibail’s current trading price.
Grant Samuel, the Independent Expert appointed to assess
the merits of the proposal, believes that, in the absence
of a superior offer, the transaction is in the best interest
of Westfield unitholders. It values Westfield at A$9.22 to
A$9.78 (a midpoint of A$9.50) per share. Grant Samuel
also points out that the current Westfield share price is
significantly higher (based on cash flow multiples) than
comparable major listed REITs in the United States.
On a Net Asset Value basis our Westfield valuation is in the
range of $8.50 to $9.00. Our cash flow based valuation,
however, is a bit higher and accords with that of Grant
Samuel.
All this points in one direction: That the long term value a
Westfield investor will achieve by accepting the Unibail bid
should exceed that delivered by hanging under current
ownership. On this basis we believe shareholders should
accept the offer.
Unfortunately, the Scheme documents do not include the
combined entity’s 2018 financial forecasts, although Unibail
will provide an update for 2018 as soon as it can do so.
Having dealt with the value on offer, what about the yield?
Having assessed the proposal on the earnings and
distribution of each entity on a standalone basis, we
assess the distribution yield from Unibail to be about 5.7%
on current pricing. The comparable figure for Westfield
is around 3.8%. This again points in the direction of
supporting the bid.
If investors, like us, have a preference for strong distribution
yields from their REIT investments, the Unibail opportunity,
enhanced by the addition of the Westfield portfolio, beats
Westfield on a standalone basis.
Without Westfield, Unibail expects recurring EPS to be 5.87.1% higher in 2018. The company also expects €100m of
synergies (i.e. savings) from the transaction over the next
18 months. This should further enhance the earnings and
value of the combined entity.
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It will also offer greater asset diversification, better
access to global growth in Europe, less exposure to risky
development, a higher yield, excellent growth prospects
and access to top notch management.
There remains a slim possibility of another bid. If, however,
the offer is rejected and a superior bid has not emerged,
Westfield directors have stated they believe the share price
may fall 2. This is a real prospect.
After a detailed analysis, as an income-focused long term
investor, we will be following the Lowy family and Westfield
board and accept the Unibail bid.
This article contains “forward‐looking” statements. Forward looking
words such as, “expect”, “anticipate”, “should”, “could”, “may”,
“predict”, “plan”, “will”, “believe”, “forecast”, “estimate”, “target” and
other similar expressions are intended to identify forward‐looking
statements. Forward‐looking statements, opinions and estimates
provided in this article are based on estimates and assumptions
related to future business, economic, market, political, social and other
conditions that, while considered reasonable by APN, are inherently
subject to significant uncertainties and contingencies. Many known and
unknown factors could cause actual events or results to differ materially
from estimated or anticipated events or results reflected in such
forward‐looking statements. Such factors include, but are not limited
to: operating and development risks, economic risks and a number of
other risks and also include unanticipated and unusual events, many of
which are beyond APN's ability to control or predict. Past performance
is not necessarily an indication of future performance. The forward‐
looking statements only speak as at the date of this article and, other
than as required by law, APN and its Related Parties disclaim any duty
to update forward looking statements to reflect new developments. To
the fullest extent permitted by law, APN and its Related Parties make no
representation and give no assurance, guarantee or warranty, express
or implied, as to, and take no responsibility and assume no liability for,
the authenticity, validity, accuracy, suitability or completeness of, or
any errors in or omission, from any information, statement or opinion
contained in this article.

Visit our Blog to read the latest insights on the
market at http://blog.apngroup.com.au
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We actively invest in, develop and manage real estate
and real estate securities on behalf of institutional
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This article has been prepared by APN Funds Management
Limited (ACN 080 674 479, AFSL No. 237500) for
general information purposes only and without taking
your objectives, financial situation or needs into account.
You should consider these matters and read the product
disclosure statement (PDS) for each of the funds described
in this article in its entirety before you make an investment
decision. The PDS contains important information about
risks, costs and fees associated with an investment in
the relevant fund. For a copy of the PDS and more details
about a fund and its performance, visit our website at
www.apngroup.com.au.
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