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OUTLOOK/ ISSUE: TOP IBERIAN CITIES IN THE AGE OF COVID-1g

SOCIMIS NEED MORE
LEGAL STABILITY TO

AVOID LOSING INVESTORS

Among the largest Spanish SOCIMIs, it is unanimous that amendments to
the legal regime that regulates the distribution of profits will have minimal
impact on their balance sheets. However, changing the rules at this stage
«not only makes little sense» but may even «harm companies and

the country», generating mistrust among investors, particularly

international investors.

These are the words of the CEQ of Colonial,
Pere Vifiolas, and they summarnse the senti-
ment amaong the largest SOCIMIs aperating in
the Spanish markel regarding the possibility of
the governmeant implementing the proposal
announced in December to reform the legaland
tax regime applisd to SOCIM|s, imposing a 16%
increase onundistributed geins - a measure that
is nol foreseean in the cumrant legal provisions,

A situation that is somewhat sparadoxicals,
considers Pere Vinolas, recalling that SOCIMIg
are already obliged to distribute at least 8o%
of their profits from rental and 50% of income
generaled from assel sales [nhis opinion, this
amendment to the law «doesnt make o aif-
ference, doesn'l make sense, has no effect, nor
impact. it would be live shooting curselves in
the foot which woudd farm comparnies and the
countrys, since it may affect investors’ legal se-
curity, as he explained in the webinar organised
by PwC onJuly 6th, entitled Las SOCIMI come
vehicule de inversion v ahare™ {SOCIMIs as an
investmenl and savings vehicle)
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According to |smael Clemente, CEO of Merlin
Properties, «the struciure of the current regime
in Spain s easily grasped by the international
community, therefore it should not be affereds,
aspecially when 60% of the capital mvested in
these vehicles is fareign «The dividend poficy
cannet and should not change. Indeed, it should
new be adiusted to this reality, fo make more
capifal availobia to foce the crisis», he defends

These changes «concern us, because we are
cammitted to invesiors, and the structure is not
cleors, Miguel Pereda, CEO of Lar Espana, adld-
&d al the same occasion, «The rmore fnowledge-
abie tie investors are, the greater their concern,
even if you explain the final impact wort be so

sigrificants, he warns.

Cespite the potential to gensrate instability
arrong internationalinvestors, this amendrment
to the Law won't have much impact on the struc-
ture of SOCIMIs, since they may sapply the
companies gains year after year and make them
grow to infinity and beyonds, revealed the CEQ
of Merlin Properties during the event

Q

Market is ready to grow

A clear structure for the regirme is a vital el-
ament lo drive the sector's expansion, which
today «is more necessary than its simpliffcationes,
affirrns Pere Vifolas, emphasising that <Spoin
s suffering from the chsence of SOCIMIs We are
a narrower and smaller seclor than we should
b To be more effectve, we should be 30 major
SOCIMIs instead of threex. And, ‘disconnecting’
from the current economic situation, the CEO of
Colonialhas no doubl that «the Spanish property
market is ready to increase its size and, therefore,
have mare SOCIMIs:.

Currently, there are 7o SOCIMIs in Spain, 74 of
which tracle on the Mercado Alternativo Bursatil
and only five on the continuous markel, with
Merlin Properties, Colonial and Lar Espafia
orcupying the podium of the largest vehicles
represented on the Madrid Stock Exchange ®
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- «Cautious> optimism

prevails among investors
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«CGAUTIOUS OPTIMISM»
PREVAILS AMONG
INVESTORS IN IBERIA

Cautious optimism appears to be the prevalent sentiment among
investors concerning the near future of |berian capital markets.

If uncertainty about the economy’s evolution «obliges» greater
caution, the solidity of real estate indicators and evidence of good
opportunities in the sector sustain optimism among these players.

—
mm=

Thisis the principal conclusion reached following the «fberian i : ’:. = .
Invastiment Briefing - Why iberias, an online event co-hosted ’/’ - ) = =='" E -
by Iberian Property and Real Assel Madia which, on June // < / - H ',"-- — a
24rd, gethered online some of the largest investors operating 2 & ¢ g = - .-:l = E
in lhe Sparnish and Portuguese property markels / E E 5 E E E._; E H

- i
«Cur view of the lberian markets is one of caubious gplimisms, /// E E ? E E & = E
staled Sirmon Wallace, Global Go-Head of Alternatives Re- é z E ;/ ™ =
search end Strategy st DWS «There is currenily no oversupply // g . ﬂ/ E -
and overbuild in iberia like there was before 2008, sows dort // ’ H ’/
expect a huge increase invaconciess, said Wallace «There are / = :
reasans for ophimism, but it is important to remain coutious, // ~
as the crisis is nal over and will coniinue to have a bearing on /

econonyc activity-and the real estate markets,

He forasees that «2020 will ses ocute drops in values, but we
also expect a sharp rebound, with economic growth returning
in the second half of the years, said Simon\Wallace. «ibsnian
markeats will be at least as good as cthar Eurepean countries,
aid will excesd them in some sectorss.

DWS forecasts thal the logistics, office and residential sec-
tors in Iberia will outperform the EU average this vear, with
Madrid, Barcelona and Lisbon performing particularly well

wThe theran markeb will remon very octive and affractive n
the foreseeable future, so my advice is to keep looking for
opportunitiess Wallace suggeslts
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More
opportunities
in distress
over the next
12-18 months

An overwhelming majority
(85%) of market experts
believes that there will be
more opportunities in distress
over the next 12-18 months in
the Iberian markets, according
to a snap poll conducted
during the briefing. 12%
believe opportunities will
remain the same and only 3%
that there will be less.
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A new wave of opportunities
around the corner

Even inthese pandemic limes, the Iberian prop-
erly markel continues to be an epicentre of
opportunitiss, And, with various ermerging trends
gaining shape, new and attractive assels are

expected lo enter the markest in the nsar future

«in the recovery phase, investors need Io be se-
lective and focus on two aspects: sectors whers
there is disfress but long-term fundamenials, and
anything specific to the Sparnish market that offers
opportunitiess, stated Cristina Garcia-Peri, Haad
af Development and Strategy, Azora,

The holel sector ticks both boxes, she said «f
would choose the hotel sector over oll others
becouse thers will be tremendous opportunities
i1 termis of price, but alsoin types of assats thot
will come fo the markets.

The affordable residential rental market is an-
other segment noted by this expert, who be-
lisves sirvestor appetite will increases, especially
from intemational institutional capilal. Although
not completely new. « Cowid-19 accelerated this
trend: there is a lock of supply for rental and, with
the crisis, people will have less capacity and
willingness to take out morigagess, she notes,

Alternative assels, especially nursing homas,
will also reassert themselves In the lberian
markel Considered «o great investmeant op-
portunity=, this is a segrment swhere we are
veryactive at Azora \We have 18 nursing homes
under rancgement in owr portfolio and feel
there is still o major lactk of supplys. |If on the
one hand «we have an ageing population and
will need private capital to build the neces-
sary nursing homesz, on the other, «we could
become the Flonda of Europe, (e, a prefered
destination for people between the ages of 60
and 8o fo live and erjoy their retirernents And
this «could imply the development of projects
that fecus more on o co-living model, for ex-
ample», observes Garcia Per|

Crisis will separate winners and losers

Jose Manuel Lovet, managing director of retail,
aoffices and logistics al Grupa Lar, has no doubt
that «the effect of this crisis will be very severe,
Although it has o diferent basis thon the major
finarcial crisis of 2008, the effects will be simy-
lare and, inevitalbly, «there wali be o distinction
between the winners and losers in this seclors:

In the specific case of ratail one of the sectors
most afflicted by the pandemic, «there is currently
great uncerfainty and goprehansions. Shopping
centres and stores being closed for severalwesks,
with the resulting suspension of sales and rent
payments, struck this sector like a bombin 2020,
And, on top of this, «there is afso greal uncertointy
regarding e-commerces, this expert observes

«There are many challenges in the seclor but inthe
end, this criss may help drive greater segmerntation
of the market inthe future, ihe cornbinabion of online
and physicol retail will be the most impartant trigaer
for a shopping centre’s success, Furthermore, we
Fknow that the rmargins of disinbution companies
are very narow and higher rents lie ohead, which
also makes this an opportunity for Bem o fnvest in
efficiencys, stales Jose Maria Llovel, «The logistcs
sefor 5 not os sophisticaled as retonl, thersfore they
need to invest more in technology to ncrease their
micrgin=, which represents another opportunity for
realestate, espacially at a time when «ffiere is great
dearnand originating frorm the rise in e-commerces,
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Transactions decelerated, but have
not stopped

Based on data gathersd by the [berian Property
Data platform, which monitors transactions, the
director of [berian Property, Antdnio Gil Machado,
emphasized that although there has been a decel-
eration, the berian real estate investment markst
did not stop in these past months. «There &5 sbill
activily i the markel, foraign nvesiors are fritsresied
ana new deots are being dones, he confirms,

Competitiveness is key to come out
of the crisis

Hath in Spain and Fortugal, from an economic
perspective, the |beria that is facing this health
oAsis is in much better shape than inthe 2018
pre-financial crisis, In recent years, both econ-
amies featursd a rermarkable rebound unem-
ployment dropped to half, GOP growth was
back, investmenl relurned and theres was even
a surplus in current accounts.

This time the solution will not involve the «sco-
nomic miracles of recent years, with the [berian
economies oulperforming their ELropean coun-
lerparts «Spain’s increased competitiveness is
now the key to come out of the current crisiss,
said Maria Jesus Fernandez, Execulive Director,
ICEX - Invest in Spain

The gavernment has scted swiftly to support
companies andworlkers, providing liguidity, credlit
guarantess and a lax moratorium, with measures
worlh 14% of the GDP thal will have an impact on
public inances =i wos o costly but indispensable
first line of defence that will allow the ecomomy
to refurn to o path of sustainable growths said
Femandez, aclding that «there are already some
signs of econarnic recovery, such as a positive P
index, consumer confidance and maore spending

Portugalis also set Lo bounce back, «/'m opfimis-
tie thatin o yeor's ime well be back to normal or,
at any rate, o new narmeals, said Pedro Coelho,
Lispan Barcelora Chalrman of Squars Asset Management il
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KWE ARE STRONGER
THAN EVER TO
FACE THIS CRISIS»

Frequently designated as one of the main “victims" of Covid-1g in the
property market, the retail sector is currently facing major challenges and
undergoing a cycle of profound change. In this perfect storm, only the most
skilful will come out winners, recognises Miguel Pereda, guaranteeing that,
in the case of Lar Espana, «we are stronger than ever to face this turmoil!s.

The CEC of ane of the largest Spanish SOCI-
Mz focusing on the relail and shopping centre
sector, and CEC of Grupo Lar, belisves that,
since the pandemic struck, we have besn wil-
nessing «an overreaction from copitol markets
coricarning the impact of Covid-1g on retail firms
and SOCIMIS activitiess.

«The key issue forinvestors and real estate firms
that focus solely on the retail sector, including
Lar Esparia, Is that even before the pandemic we
were already baing regarded with some rustrust
by the marfast, In my opinion, there were many
misunderstandings generated by the fact that they
were fwrongly) trping to find a European poraliet o
the enormons crisis thal swept the North-Amencan
shopping cenire ndustry, insdng fo exdend i io Eu-
rope and allits frmss, explains Miguel Pereda. «in
other wards, evern before the pandemic, we were
already facing a situation thot offected refail real
esiaote negatively ond now, on top of that, there'sa
storrr ravaging the stock market, which is affecting
the shares of all essenfial companies listed in every
economic seclor, purs mcludeds, he concludes.
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Therefore, Pereda stales, swhen we compars
values per square metre with the discounted
gap, and if we consider the value of the compa-
ny right now, it's clear that in most cases, there
has bean a great overreaction in the markeiss,

this investor defends

Distinction between good & bad
assets will intensify

Regarding the fulure of the sector in Spain, Migust
Pareda anticipatas that «in the short term, the pine-
line of new siock Lnder developrment will be affected
gonoss the baard, and (m cerfair that the diferen-

ation behween good and bad assets will increase,
Tharsfore, Hhelieve that hawing orticed mass m terms
af managerment ard the relationship with enarits will
be key inthe fuiure, and investing In refal fechnology
will be one of the primaory foctors for suocesss

Although this is not exasctly a novelly in Lar Es-
pana's strateqy, «ths will be even more important
nawr than (t was just maonits ogo, but today we are
also stronger on every fronts Especially because,
the CEOQ adds, «over time, one of the key points
of the straiegy has been o always hove critical
rmass, white building o portfolio comprised of
exiremely strong assets in the vight localion, and
sa on .. And, the fruth s that these arguments,
which we have always advocated, will be even
rmore valid from rniow on than in the pasit= M
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