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Summary

The last two years for Spain’s property companies have been a succession of sharply rising share prices, mergers,
takeovers, potations, foreign expansion and latterly falling share prices. Today, two of Europeis 10 largest quoted real
estate companies are Spanish: Metrovacesa and Inmocaral. Five years ago these companies T and indeed most of
the Spanish real estate industry T were not even on the international map.

Market Cap
Company Country (dbn)

Unlball & Rodamco? FRA & NLD 19.5

728 Land Securities UK 14.1
British Land UK 11.7
n Metrovacesa ESP 9.3
ImmoEast AUT 8.8
n Gecina FRA 8.6
Hammerson UK 6.9
D «iepierre FRA 6.7
n Liberty International UK 6.7
- Grupo Inmocaral ESP 5.8

B oA 98.1

Source: Thomson, May 2007
Note: 1) Merger pending
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Overview

The rapid growth of Spainis real estate industry has been driven by a mixture of economic factors, demographics and
cultural changes. Spain has beneyted signiycantly from its integration into the European Union, receiving over $100bn
in aid since it joined two decades ago. EU membership also brought down Spainis protective barriers, exposing it to
the global economy. The Spanish economy is now the EUts fourth largest. Over 2001-2005 Spainis GDP grew at 3.2%
annually, while last year the rate was 3.8%, compared to the Eurozone average of 2.6%.

This expansion has brought employment growth, currently running at between 3% and 5% per annum, depending on
which statistics are used. Helped by labour reforms in the 1990s, Spainis traditionally high unemployment T 18% in
1990 T has fallen sharply, particularly in recent years. It is now 8.6%, above the Eurozone average of 7.4%. Average
earnings have risen by over a third between 1998 and 2005.

Spainis entry into the European Monetary Union in 1999 brought with it a substantial cut in the cost of borrowing.
Indeed, given Spainis higher-than-average rate of inpation, real interest rates have been zero or negative for signiycant
periods. The availability of cheap and pexible mortgages has channeled large volumes of capital into housing, while
corporate borrowers such as Spainis real estate companies have been able to use debt to fund growth.

Five years ago, the Spanish property industry was a highly fragmented sector, populated by private family yrms with a
local or regional niche. There were only a handful of quoted companies, controlled by Spanish banks and/or the founding
families. Today there are 15 real estate companies listed on the Madrid stock exchange and many are international,
even if some of them have extremely small free poats.

Market Cap
Company (Um)

Metrovacesa 9.2

Grupo Inmocaral 5.8
Inmobiliaria Urbis 3.4
Inmobiliaria Colonial 34
Testa Inmuebles En Renta 3.1
n Fadesa Inmobiliaria 3.1
Rioysa 2.0
n Astroc Mediterraneo 1.7
n Inmobiliaria Del Sur 11
408 Renta Corporacion Real Estate 0.8
‘8 Parquesol Inmobiliaria 0.8
i”8 Sotogrande 0.7
ikl Montebalito 0.3
8 Urbas Proyectos Urbanist 0.2

Inbesos 0.1
B ot 35.7

Source: Thomson, May 2007

Spain has experienced a housing boom in both prices and volumes since 1997. In commercial property, Madrid is now
the third largest ofyce market in the EU after Paris and London with 13.8 million m] of ofyce space. Once dominated
by a multitude of small independent high-street shops, Spain now has over 11 million m] of shopping centres, the sixth
highest density in the EU. Over a third of this poorspace was built in the last yve years. Retail warehousing, too, has
also emerged as a signiycant sub-sector. Well-known foreign retail chains have moved into the market, while home-
grown ones like Zara and Mango have become international successes.
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Key Economic Indicators
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The Housing Market

Spain has one of the highest levels of home ownership in Europe, 80%. Many of Spainis big real estate companies
started as house builders, and still have signiycant residential operations.

Over the last yve years, house prices have risen 130%. Since 2003, Spain has been building over 650,000 new
homes a year T more than half the housing starts in the EU. In 2006, construction started on a record 843,000
houses.
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Note: House price evolution; rebased to 2000 = 100
Source: Spanish Ministry of Housing, Asociacion Hipotecaria Espafiola

Both demographic and cultural factors underlie the increased demand for housing. Spainis population is growing at
the second-highest rate in the EU as it added on 10.7% more inhabitants between 1998 and 2005, when it registered
44 million. Immigration has played an important role. Since 2000, Spainis foreign population has risen 400%, to
4 million, and these new residents require housing.

This demand is being augmented by a bulge of 1970is baby-boomers who are now buying their yrst homes. Fiscal
factors are helping them, since in Spain both yrst-time buyers and buy-to-let investors beneyt from favourable tax
treatment. But equally importantly, cultural changes are inpuencing the way Spaniards live. Because of a higher
divorce rate and longer life expectancy, there are now more people living on their own. Hence, the number of
households in Spain grew by 22.5% between 1997-2005.
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Second home ownership is also contributing to the housing boom. With rising incomes and more leisure time, Spaniards
are buying holiday homes T at least 15% in Spain own one. Moreover, the demand for holiday homes has been boosted
by foreigners pocking into Spain. Attracted by the weather, and aided by transport improvements like the advent of low-
cost airlines, investors and retirees from Northern European countries have been buying houses in Spain.

This sub-sector of the residential market has grown signiycantly in recent years, as developers such as Habitat, Canary
Islands-based Montebalito and Polaris World have targeted both domestic and foreign buyers. Golf-based resorts and
holiday-home complexes have proliferated, particularly in coastal areas. (One of the co-founders of Polaris recently
sold a 50% stake for 4300m to a consortium of investors including Credit Suisse).

The investment demand for buy-to-let residential property includes a signiycant speculative element. Because of the
difyculty of evicting tenants, some of these new landlords are keeping their properties vacant, playing for capital gains
rather than income. It is estimated that there are three million empty houses in Spain.

However, Spainis housing boom now appears to be subsiding. Last yearts interest rate rises are biting and the growth
in mortgage lending slowed to a three-year filowd of 21.9% in September. House price growth has also started to
decelerate, registering a yve-year low of 7.2% annually in the yrst quarter of 2007 against 12.8% the previous year. The
OECD doubts the upswing in prices can be sustained much longer and is predicting a downwards adjustment: Just how
sharp is not clear T rising incomes and employment levels may cushion house prices.

The “Brick Billionaires”

Many of Spainis real estate companies started as house builders, and still have signiycant residential operations. The
housing boom has contributed signiycantly to their proyts and cash pow, and the rising value of their land banks has
beneyted their balance sheets.

A number of the housing companies have used this position to expand into Spainis commercial property market. In
the early part of this decade, Madridis ofyce market was oversupplied with relatively high vacancy of 6-8%. Now the
market is registering good rental growth (2006 about 19%). Both Madrid and Barcelona are in the top 10 EU cities that
international and domestic investors surveyed by the Urban Land Institute rate as a fibuyo for ofyces and industrial in
2007. Development opportunities are also considered good in these cities.

As a result, large fortunes have been created in Spanish property. This year, nine Spanish real estate entrepreneurs
appeared on Forbesi list of billionaires; prior to the sharp drop in real estate share prices in April 2007, their combined
wealth was estimated at 419bn. Worth 05.7bn, the 41-year-old head of Astroc, Enrique Bafuelos, was both the youngest
and wealthiest newcomer on Forbesi list. However, as a result of the signiycant drop in Astrocis share price, he lost
around G2bn in April alone.

The domestic market is getting more difycult for Spainis real estate companies. In the housing market, not only is
demand slowing, but development has become more difycult. Land is expensive and difycult to source; new planning
restrictions and sustainability issues are making projects harder and more expensive to carry through.

In the commercial real estate market, competition for both investments and development opportunities is yerce.
Domestic and foreign investors are competing for assets. Three years ago, prime ofyce yields in Madrid were 6%
compared to 4.25% today.

Some Spanish real estate companies have reacted to these market developments by diversifying abroad and growing
through domestic takeovers.

Stockmarket Success

Over the last two years, Spainis quoted real estate sector has been involved in a series of mergers and acquisitions,
potations, and equity-raising. Inthe process, three of Europeis biggest property companies were created: Metrovacesa,
Astroc and Inmocaral.

Investors have been attracted to real estate shares because the sector has offered rising proyts and asset backed
balance sheets. Over the last two years, the Spanish property sector has outperformed the IBEX and EPRA Europe
indices continuously, as the graph below shows.
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This upward trend came to an abrupt end this April, when fears that the Spanish property market might be heading
for a hard landing prompted heavy selling of real estate and construction company shares.
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Source: Thomson, Bloomberg, EPRA

While the sector was outperforming, several private family-run yrms took their businesses public. Last year, for
example, the Losantos and Fernandez Fermoselle families poated Rioysa and Parquesol respectively. In 2006, four
out of the 10 initial public offerings on the Madrid stock exchange were in the real estate sector, namely the above
Rioysa and Parquesol as well as Astroc Mediterraneo and Renta Corporation.

P o e I N
Company Issue Date Issue Type (million) () (Gm)
Rioysa SA 19-Jul-06 11.8 18.0 211.91
24-May-06 IPO 30.3 6.4 193.92
05-May-06 IPO 12.4 23.0 284.79
05-Apr-06 IPO 7.2 29.3 208.80

Source: Bloomberg

One of the most spectacular trajectories is Astrocis. A medium- sized company, Valencia-based Astroc poated last
May at 16.40, a price which valued the company at 4776m. It had been founded 12 years earlier by Enrique Bafuelos,
who made his fortune trading land and developing in that province. Going public gave Astroc more visibility and
ynancial yrepower. As Bafuelos said at the time, filf we are going to expand, welll need capital and a higher proyle
among investors, ynanciers and clients. A stock market listing is the best way to show professional credentials.o

Within six months of its potation, Astrocis shares had soared to a high of (75, as it expanded by acquiring Rayet
Promoci-n, the development arm of the Rayet group, and developer Landscape from Catalan bank, Banco Sabadell.
Until a recent sharp drop in its share price, Astroc was capitalized at i8bn, making it Spainis second largest quoted
real estate company. This February the company announced it will be raising up 4700-800m in new equity and
undertaking a 10:1 stock split. The proceeds will be used to expand in the USA and Latin America.

However, in April, Astrocis share price dropped 65% in a week, to around 014, after an auditorsi report raised concerns
about its ynancial health. The company said it ihad no knowledge of any relevant information that could negatively
affect its share priced. Astrocis fall triggered heavy selling of other real estate and construction company shares. This
in turn precipitated signiycant drops in Madrid and other European stock markets.

If Spanish investors have cooled their enthusiasm for real estate shares, then some of the IPOs that were in the
pipeline for this year may be cancelled or postponed. For example, Spanish construction company FCC and savings
bank Caja Madrid were planning to bring their joint venture Realia to the market in May. Before the stock market fall,
a value of U3bn was indicated.
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Mergers and Acquisitions

Spainis real estate sector is also consolidating through mergers and acquisitions. In the last two years several large
guoted companies have been taken over (see table), while other smaller and medium-sized private ones have also been
acquired. According to Expansion, Spainis leading property groups have been involved in mergers and acquisitions
with a combined value of (127bn over this period.

Selected mergers and acquisitions in the Spanish real estate sector in the past two years:

Volume | Date
Target Acquirer Stake (Um) | announced | Comment

Rioysa Grupo Inmocaral - 2,162 Jan 2007 Pending

Fadesa Inmobiliaria Almarfe - 5,733 Sep 2006 Completed
Parquesol Grupo San Jose - 918 Jul 2006 Completed
Inmobiliaria Urbis Construcciones Reyal - 3,317 Jul 2006 Completed
Inmobiliaria Colonial Grupo Inmocaral - 6,581 Jun 2006 Completed
Metrovacesa Alteco Gesti-ny Promoci-n DM 26% 2,117 May 2006 Completed
Metrovacesa Sacresa 20% 1,590 Mar 2006 Completed

Grupo Inmocaral Inversiones Empresariales and others - 252 Aug 2005 Completed

Source: Mergermarket

The most recent and spectacular is by Inmocaral, run by one of Spainis new fibrick billionaireso, Luis Portillo. It is in the
process of an U2bn bid for Rioysa. When concluded, Inmocaral will have assets of around G12.6bn, making it Europefs
seventh largest quoted property company. A third of its portfolio will be French.

Portillo has achieved this in 18 months. Having taken control of his fatheris subcontracting yrm in Seville at the age
of 23 and built it up, he came onto the national scene in 2005 when he persuaded Inmocaralis main shareholders, La
Caixa and the founding family to sell him their stakes for 1251.6m. Later that year, Portillo launched a U3.4bn agreed bid
for Colonial. Barcelona-based Colonial was three times the size of Inmocaral and had leapfrogged into the European
premier league by taking over the French SIIC, Soci®t® Fonci re Lyonnaise, for (1.6bn in 2004.

This example illustrates another feature of the Spanish real estate scene: Some of the countryts traditional real estate
dynasties are selling up to a new generation of entrepreneurs. For example, last year, Fadesals founder Manuel Jove
sold his controlling stake in the company to the investment vehicle Almarfe which is part of the Martinsa Group, an
investment company headed by Fernando Martin for about U4bn.

The other group of sellers are Spanish banks. They have traditionally been major players on the property scene, via
subsidiaries or large shareholdings in the countryis construction and property companies. Now they are divesting
themselves of these holdings, and using the capital to grow their banking networks. Banesto, for example, made a
capital gain of (1.2bn from selling its 50% stake in Urbis, while Catalan savings bank La Caixa sold Portillo its 39% of
Inmocaral for 4680m.

Spainis real estate takeovers also have a peculiar feature: Most of the high-proyle deals have involved smaller
companies acquiring much larger ones. These deals are being driven by a new generation of entrepreneurs who have
prospered during the recent boom and have strong banking relationships enabling them to use a high proportion of
debt funding.

It is also worth noting that although most of the recent activity has involved mergers and acquisitions, this February
the principal shareholders in Spainis largest property company, Metrovacesa, have agreed to split it to resolve their
boardroom disagreements. The Sanahuja family will keep the bulk of its Spanish assets, while chairman Joaquin
Rivero and investor Bautista Soler will assume control of its French subsidiary, Gecina. This move comes after the
partiesi competing bids ended in stalemate, with neither party gaining control.

Eurohypo Research



International Expansion

In the last two years, Spanish corporates in various sectors have been expanding into other countries: Taking
over utilities and banks in Britain, infrastructure providers in Poland and real estate companies in France. These
acquisitions have been aided by generous tax breaks. Spainis corporate tax regime has allowed companies to write
off 25% of the amount invested in buying stakes in foreign companies or opening foreign branches. This particular
yscal beneyt was withdrawn at the start of 2007, after the European Union ruled that it distorted competition. As a
result, it will now be more expensive for Spanish companies to expand via corporate acquisitions abroad.

Real estate and construction companies have been at the forefront of the Spanish charge into Europe. Notable
examples include Ferrovialis recent A10.3bn takeover of British airports operator BAA and Metrovacesais U5.6bn
acquisition of the French property company Gecina.

To date, most of them are choosing to diversify into the larger, more mature western European markets, like France
or Germany and emerging ones in Central and Eastern Europe. The latter destination might seem unusual, since
Spain has no linguistic, cultural or strong economic ties with countries like Romania, Bulgaria or Czechoslovakia.

However, Spanish real estate companies appear to feel an economic afynity with Central and Eastern Europe. They
see parallels with their own domestic experience: Like Spain 20 years ago, Central and Eastern European countries
are emerging markets that will beneyt from their inclusion in the EU. These countries need capital and expertise
to expand and upgrade their existing commercial and residential stock. Compared to Spain, land and labour are
cheap.

In addition, many Spanish developers have already been working with central and Eastern European labour in
Spain, since in recent years there has been an inpux of Poles, Romanians, and others into the Spanish construction
industry.

Hence, Spanish companies see an opportunity to leverage their development skills in markets that offer few local
competitors. Moreover, they take considerable comfort from the fact that these countriesi currencies are tied to the
Euro.

Rioysa, for example, is building yve large shopping centres, 772,000 m| in total: One in Bulgaria and four in Romania.
For one of the latter, it has teamed up with local entrepreneur lon Tiriac in Timisoara to develop a mixed use complex
that includes not only shopping, but ofyces and residential. Urbas and Fadesa have also recently gone into Bulgaria,
buying sites for mixed-use developments in Soya.

France

The highest-proyle foreign take-overs have been in France, where Spanish property companies acquired yve of the
countryts SIICs.

PO P P
Target Acquirer Stake (Um) | announced
Grupo Inmocaral 21% 489 Oct 2006
Realia Business 73% 846 May 2006
Grupo Lar 70% n.a. Apr 2006
Fadesa Inmobiliaria 70% n.a. Jun 2005
Metrovacesa 69% 5,443 Mar 2005

Source: Mergermarket

Notes:

1) In September 2006, Grupo Inmocaral acquired an indirect 79.36% stake in SFL through the acquisition of Inmobiliaria Colonial;
in October, Inmocaral agreed to acquire the remaining 20.64% stake, not already, directly or indirectly, owned by it

2) Deal volume equals implied equity value

Inmocaral has more than 90% of Soci®t® Fonci re Lyonnaise; Metrovacesa 100% of Gecina; Fadesa, 70% of
residential developer Financi re Rive Gauche. Gecina, SIIC de Paris, Soci®® Fonci re Lyonnaise, Financi re Rive
Gauche and OGIC. In total, these acquisitions involved over U10bn, the largest being Metrovacesais audacious and
highly leveraged 05.4bn purchase of Gecina in 2005.
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Last September, the Spanish construction and real-estate giant Sacyr Vallehermoso also entered the SIIC sector via a
different route: Listing 10 % of its French unit Tesfran and aims to build up a a1bn portfolio in France by 2008. Sacyr is
also currently bidding to take over French construction company Eiffage.

The Gallic version of real estate investment trusts, SIICs were introduced in 2001, with the aim of pepping up the
relatively moribund French quoted real estate sector and making real estate accessible to small private investors. The
move has succeeded in that the SIIC sector has ballooned to around U50bn. However, one unexpected side-effect has
been the invasion by Spanish companies.

The Spaniardsb rationale for acquiring French SIICs is simple: they gain international diversiycation and critical mass
in one move. With their share prices riding at 28%-plus premiums and borrowing cheap, Spanish companies were in
a good position to buy. And until this year, they could write off 25% of the cost of these foreign purchases against tax
at home.

Spanish companies also had another yscal edge when buying SIICs, Because of the way Francefs SIIC regime was
initially framed, the dividends paid by the quoted French companies could pow to their Spanish parents completely tax-
free T the French Treasury did not get anything.

This was partly due to the Paris Bourseis somewhat relaxed attitude towards free poats, which does not set any speciyc
limit on their size. Hence, it was possible for Spanish companies effectively to control the French vehicles and yet
retain their Paris listings. Thus, most of these SIICsiincome and capital gains, earned in France, were leaking out of the
country untaxed. This is not what the French government intended for SIICs and it has acted to change this.

From the start of 2007, France has imposed a 20% withholding tax on any distributions that SIICs make to shareholders
who have a stake of 10% or more. Foreign shareholders cannot claw this back. In addition, the new so-called fiSIIC 40
regime includes legislation aimed at diversifying SIICsb shareholder base. Individual shareholdings are now capped to
a 60% maximum and 15% is the minimum free poat. SIICs have until 31 December 2008 to conform. Inmocaral, for
one, has announced it will be selling down some of its stake in SFL.

Central and South America

Spanish real estate companies are also turning their attention to Central and South America. Mexico is the most
popular destination. Fadesa, Grupo Lar, OHL and Grupo Mall have all moved into this market. Spain is now the leading
investor in tourist-related hotel and housing development in Mexico.

Lar is one of the yrst entrants, having started in Mexico two years ago. lts chairman Luis Pereda felt that the pace of
housing construction in Spain was unsustainable, especially along the coastlines. Lar now has 15 projects in Mexico
and expects to invest $390m in the country over the next three years. Others are following T this February, Astroc
announced it too would be venturing into Mexico and Brazil.

Generational Change

Spanish real estate companies have become more international and professional. This is partly due to the new, younger
generation that is taking charge. Now in their early 40s and 50s, they have grown up in the post-Franco Spain; they are
less inward-looking and have a greater appetite for risk.

Some are home-grown entrepreneurs. Luis Portillo of Inmocaral, for example, took charge of his fatheris small
subcontracting yrm in Seville at the age of 21 and built it up. Enrique Bafuelos, a lawyer, started up Astroc when he
was 25.

In other cases, the new CEOs are MBAs with varied foreign experience. Spanish business schools have played a
pivotal role in forming this new business elite and its international outlook. Last year, Barcelonais Escuela Superior de
Administracion y Direccion de Empresas T ESADE T was ranked the top business school in the world by the Wall Street
Journal. It is now also more common for Spanish CEOs to have a spell of working or studying abroad on their CVs.

For example, Luis Pereda, whose family yrm is Grupo Lar, is typical of this new breed. He has an MBA from Barcelona,
followed by further graduate studies at Massachusetts Institute of Technology and a stint at Banque National de Paris.
Similarly, Rentais CEO Josep Maria Farr®, studied business administration in the United States and worked for PepsiCo
in London.
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The Tipping Point?

Spainis property boom now appears to be coming to an end. In the wake of the recent stock market fall in real estate
shares, the government moved quickly to reassure ynancial markets. Spainis economy minister Pedro Solbes has
termed the drop in share prices as a fimajor correctiond, but not one that would affect the construction and housing
markets. This message has been echoed by the governor of the Bank of Spain, Miguel Angel Fernandez Ordonez,
who said: iWe think the property market, and construction in general, is going to have a soft landingo.
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