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INTRODUCTION

Fostering a growth environment in Portugal

In 2011 Portugal was on the brink of a major crisis in its public finances.
A pattern of successive deficifs, low growth and an exponential rise in
public debt, together with the financial crisis in Europe, culminated in a
situation that bordered on the unsustainable.

Faced with this imminent threat, Portugal negotiated with its international
partners of the IMF and EU a comprehensive and ambitious adjustment
programme fo resfore credibility, solve our macro imbalances and reform
our economy.

The challenge was great, but the response has been effective.

Portugal faced a huge task. But the Porfuguese people and the since
elected government understood that the situation was also a once in a
lifetime opportunity to change a country.

The three major polifical parties were aligned with the need for change,
our infernational partners stood ready fo support us and the people
understood that though painful, Portugal needed to rebalance its public
accounts and reform its stagnant business environment.

What we achieved

In little more than one year, we were able fo reduce our primary expendi-
ture from around 48% of GDP down fo 42% of GDP.

Over this period we had five successful reviews of our programme, car
ried out by the ECB, the EC and the IMF. This means that the country
is doing what it takes, it is meeting its commitments, it is adjusting and
implementing the ambitious reform package contained in the program.

We have approved a new renfal law and renovation works law, which
liberalises the condifions for the development of the rental market in
Portugal, and simultaneously simplifies the urban rehabilitation proce-
dures, which will help the urban rehabilitation of several buildings in the
city cenfres.

A new Competition low was approved, and we are overhauling our
regulatory archifecture — these moves are decisive in fostering a level-
-playing field for all companies. For many years, visible and invisible
barriers curtailed the growth of our most innovative and agile companies.

The new insolvency law, already in force, and the proposed revision of
the civil procedure code, are decisive in generating a more business-
friendly legal environment. Our enfrepreneurs and workers in generadl,
when faced with a legal issue, had to face prolonged and costly legal
battles.
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The transposition of the services directive, the elimination of excessive
restrictions in the access to professions or the removal of most licensing
requirement, are all decisive steps in lowering barriers in our economy.
Portuguese companies faced numerous bureaucratic hurdles that hin-
dered growth and innovation.

We approved, in agreement with most social partners, major changes
in our labour code, eliminating long standing rigidities that protected a
few, to the defriment of most. And we are reforming our produd markets,
reducing rents in sheltered sectors, thus benefiting the dynamic agents of
our society.

These reforms are already creating a more open Portuguese economy,
which is a precondition to kickstart growth and promofe a resilient
economy.

Portugal, the Portuguese people, our companies and the government
decided to thread a different path — a path of fiscal responsibility and
structural transformation, fowards a more balanced society, one which is
centred on merit but profective of the less fortunate.

With the structural reforms we are implementing we have the ambition to
foster one of the friendliest business environments in Europe — we want
fo help our companies succeed, promote new companies and affract
foreign investment.

There is still much o be done in the coming months and years.

And no doubt, looking beyond our borders, we are facing strong
headwinds.

But | think we are on the right path and | think we will exit this crisis in
better shape fo face the future.

Carlos Moedas
Secrefary of State to the Prime Minister
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AT A GLANCE

Property Market at a Glance

Office Market

* Total Stock (Q4 2012): 4.5 million sgq m

e Average Take-Up (10 yrs): 150,000 sq m

* CBD Prime Rent (Q4 2012): €18.5/sq m/month
e Lisbon Vacancy Rate (Q4 2012): 12%

Retail Market

* Total Stock in Refail Schemes (Q4 2012): 3.5 million sg m

® Total Stock in Shopping Centres (Q4 2012): 2.8 million sq m
® Prime High Street Refail Locations: Av. Liberdade and Chiado
* Shopping Cenfre Prime Rent (Q4 2012): €85/sq m/month
® High Streef Prime Rent (Q4 2012): €85/sq m/month

Warehouse and
Logistics Market

* Average Take-Up (7 yrs): . 170,000 sq m
* Prime Rent for Logistics (Q4 2012): €3.25/sq m/month

Investment Market

* Highest Annual Investment Turnover (2007): €1.401 million
e Lowest Annual Investment Turnover (2012): €100 million

e Office Gross Prime Yield (Q4 2012): 8.25%

* Shopping Cenfer Net Prime Yield (Q2 2012): 7.75%

* High Streef Gross Prime Yield (Q4 2012): 7.50%

* Industrial and logistics Gross Prime Yield (Q4 2012): 9.50%
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Legal at a Glance

Ownership  "Ownership right” is the broadest and strongest tile over real estate in Portugal. It grants its fifleholder full and exclusive rights of use, fruition,
and disposal of real estate, unlimited in time, within the limits of the law (comparable to “freehold tifle” in common law systems).
* Portuguese legislation establishes other forms of property fenancy such as horizontal property, surface rights, efc.
Lease ® The most commonly used contractual arrangements for offices, logistics and high-sfreet retail segments are standard leases executed under

the Portuguese “urban lease law” (“standard commercial leases”).

The "urban lease law" is quite flexible, allowing the parties to freely sfipulate the main terms and conditions of the lease (such as duration,
renewal, terminafion options, rent review, cost allocation, efc.).

The lease of retail units in shopping centers, retail parks and other similar commercial schemes is normally carried out through “shopping
center leases”. These leases are considered as contractual arrangements not regulated by any specific legal framework, and therefore are
not subject fo the legal framework of the “urban lease law”, but only subject to the general legal framework applicable to contracts. These
agreements fend to follow market standards of the specific segment in question.

Real Estate

Direct fransfer of rights over real property in Portugal [asset deal) is done either by means of a public deed, or a private document certified
by a notary, a land Registry Office or a lawyer (the most commonly used form is the public deed). The transfer of title must be registered at

Transactions the Land Registry office within 30 days of the transaction.
Portuguese Land Registry offices are public record offices which register information on the legal status of real estate (description of the
property, ownership, charges, mortgages, encumbrances and/or other rights in rem).

e Indirect fransfer of real property, through the transfer of shares of a Portuguese company owning the property (share deal, is made by means

of a private document entered info by the relevant parties, which does not need fo be notarized.
The acquisition of an interest in a Portuguese company may be subject fo further formalities, such as communications fo the company and
fo public authorities and, in case of acquisition of interest in a quota company (a specific type of limited liability company available in
Portugal), registration with the Portuguese Companies Registry.

Foreign e There are no restrictions on foreign investment in Portugal.

Investment However, among other formalities, foreign investors must obtain a Porfuguese tax identification number and, foreign investors with tax resi-

dence outside the EU must appoint a Portuguese tax resident (individual or legal entity) as their legal representative before the Portuguese
tox authorities.

Real Estate
Financing

Real esfate financing in Portugal is usually secured against the property assets and/or the shares of the property owning company and/or
property generated income.

Mortgages are the most common securities provided in real estate transactions in Porfugal. They consist of a right in rem that grants to the
credifor, in case of breach, the right fo be paid by the value of the property, with priority in relation to other creditors (provided other creditors
do not benefit from special privileges, such as it would be the case, for example, of the tax authorities in respect of property taxes).

Pledges over shares and pledges over receivables are commonly used in Portugal.




Tax at a Glance

Acquisition IMT G . . - .
eneral regime rates (levied on the acquisition value or the taxable value of the property, if
Asset Deal of real estate [Property higher]: 7 i propety
) Transfer Tax) URBAN PROPERTIES:
Introduction e Residenfial purposes: from 0% to 6%.
e Other (including comercial property): 6.5%.
» At a Glance RURAL PROPERTIES: 5%
. Transfer of properties to enfities resident in tax havens: 10%.
1. Macroeconomic Picture
Stamp Duty 0.8% (levied on the acquisition value or the taxable value of the property, if higher); stamp duty

2. Territorial Division is excluded in case VAT exemption is waived.

and Demographics

' Prop_erfy IMI o General regime rates (levied on the taxable value of the property):
3. Commercial Property holding (Municipal * 0.3% to 0.5% (urban properties)*.
Market Snapshot Property Tax) o 0.8% (rural properties).
Properties owned by entities resident in tax havens: 7.5%
4. Investment Market Snapshot
. [*) 0.5% to 0.8% for urban properties where the respective taxable value has not been assessed by the tax
5. Ownershlp authorities affer December 1, 2003.
6. Lease Structures Stamp Duty 1% levied on the taxable value of the property when equal or higher than €1,000,000 and
allocated fo residential use [except for properties owned by entities resident in tax havens,
7. Real Estate Transactions where the applicable rate will be 7.5% on all properties regardless of its use).
. Proper IRC
8. Foreign Investment |nc£mery C ; PORTUGUESE COMPANY
orporate e Property income is included in the global taxable income for taxation purposes (please refer

Income Tax - CIT) to “profits” in the next page).
e Subject to withholding ot the rate of 25% (companies whose statutory scope of business
includes the management of owned properties are not subject to withholding).
Contacts FOREIGN INVESTOR:
e Property income is subject to withholding af the rate of 25% on the gross amount of the lease
income [only maintenance and repair expenses, plus IMI payments, are deductible).

9. Real Estate Financing

Sale of real Capital gains

PORTUGUESE COMPANY:
estate

e Capital gains are subject to CIT and are included in the global taxable income [please refer
fo profits in the next page). In case of reinvesiment, taxation may be limited to 50% of the
capital gain.

FOREIGN INVESTOR:

e Capifal gains are subject to CIT at 25%.

7 The Property Handbook n u
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Tax at a Glance

Share Deal Acquisition IMT/Other No taxation providedlihe farget company is a joint stock company. A _ .
If the target company is a quota company and an interest of 75% or more is acquired, IMT will
of shares faxes , } . A
be levied on the transaction by reference to the percentage of share capital acquired, on the
value of the property in proportion to the book value of the total assets of the company.
Acﬁvi"y PI'OHTS CIT: 25%
MUNICIPAL SURTAX: 0% 1o 1,5% (levied on the taxable profits before the deduction of tax
losses carried forward from previous years).
STATE SURTAX (levied on the taxable profits before the deduction of tax losses carried forward
from previous years|:
e 3% from €1,500,000 to €7,500,000.
® 5% in what exceeds €7,500,000.
Dividends PORTUGUESE COMPANY:
e 0% |if certain conditions are met] or general CIT regime.
FOREIGN INVESTOR:
® 0% [if cerfain conditions are met] or 25% (with a possible reduction to a rate of between
5% to 15% under the relevant Tax Treaty where applicable).
Sale of Shares COplTOl gOinS PORTUGUESE COMPANY:

e Subject fo the general CIT regime.
FOREIGN INVESTOR:

e 0% (if no taxation is due under the relevant Tax Treaty) or 25% [nofably if at least 50% of the
company'’s assets are comprised of property assets).

3
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1.
MACROECONOMIC
PICTURE

After 2.7% Gross Domestic Product (GDP)
average growth in the last decade of the mil-
lennium  [1990-1999), 2000 was the last
year with an economic growth higher than this
average. Since then, Portugal has witnessed a
stagnation period with recession in 2003 and
2009. Despite an increase of 1.4% in 2010
GDP, quarterly figures show a confinuous fall
in this indicator from the beginning of 2011.
The Bank of Portugal points fowards a 3% eco-
nomic contraction for the year end 2012 and a
decline of 1.6% in 2013. Although exports are
expected fo continue rising, the rate of increase
is likely to slow due to weakening demand,
resulting from the aggravation of the Euro Zone
sovereign debit crisis.

The unemployment rate has been increas-
ing continuously since the beginning of the
millennium, from 4% in 2000 to 12.7% in
2011. Given the ausferity measures imposed
by the Government in order to balance public

accounts, unemployment is expected to increase
up fo 15.5% in 2012 and to 16.4% in 2013.

In the past decade the Consumer Price
Index (CPI) has been around 2.4% on average
with deflation of 0.9% in 2009. After an infla-
tion rate of 3.6% in 2011, the Bank of Portugal
anficipates a relatively high level of 2.8% in
2012 and a reduction to 0.9% in 2013.

Private consumption decreased 4% in
2011 after an increase of 2.3% in 2010. A
deeper decrease of 5.8% is expected in 2012
and a slower fall of 3.6% in 2013. Higher
faxes, cufs in public wages, relatively high infla-
tion and increasing unemployment are reducing
household incomes.

MACROECONOMIC INDICATORS

Indicator 2001 - 2010 2011 2012 (f) 2013 (f)
GDP 0.7 -1.6 3.0 -1.6
Consumption 1.3 -4.0 5.8 3.6
Unemployment (%) 7.3 12.7 15.5 16.4
Consumer Prices 2.4 3.6 2.8 0.9

Notes: Annual percentage changes unless otherwise specified

Source: Bank of Portugal, INE and Ministry of Finance
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2.

TERRITORIAL
DIVISION AND
DEMOGRAPHICS

Portugal is made up of the mainland and the
archipelagos of Madeira and Azores located in
the Aflanfic Ocean.

Portuguese terrifory comprises 9.2 million ha
and is administratively divided info 18 districts
and the two aufonomous regions of Madeira
and Azores, which together integrate 308 coun-
cils. The councils are subdivided into parishes
("freguesias”). Currently, there are a tofal of
4,260 parishes but a process is underway fo
aggregate and reduce this number.

Statistically, Portugal is divided in 7 different
regions: North, Centre, lisbon, Alenfejo and
Algarve, in the mainland, as well as Madeira
Autonomous Region and Azores Autonomous
Region. These are then subdivided in 30
sub-regions.

According to the last census carried outin 2011,
Portugal currently has 10.6 million inhabitants
which reflects a 1.9% demographic growth in
the last decade. The Greater Lisbon sub-region
concentrates circa one fifth of the Portuguese
population with 2 million inhabitants, while
1.3 million people live in the Greater Porto sub-
region. The most populated councils are Lisbon,
Sintra and Vila Nova de Gaia.

The map to the right shows the demographics of
the Portuguese disfricts.

POPULATION BY
PORTUGUESE DISTRICTS
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3.

COMMERCIAL
PROPERTY MARKET
SNAPSHOT

3.1 LISBON OFFICE MARKET

The Lisbon office stock is concentrated in 6 well
defined zones, the locations of which are indi-
cated on the map below. The main zones make up
the CBD (Central Business District] and are located
in the city centre, while the Western Corridor is
the only zone located on the periphery of Lisbon.
Any high quality office buildings situated in the city
of Lisbon, but outside the defined zones, are inte-
grated in a wider area called Other Zones.

The gross office take-up in Lisbon varied in the
last 10 years between a minimum of 88 thousand
sgmin 2011 fo a maximum of 233 thousand sq
m in 2008, with an annual average of around
150 thousand sg m.

- 2
"’" Saldarha
Marqués de Porbol ) Esiefania

Amoreiras v
W
S

Restelo Alcantara

GROSS OFFICE TAKE-UP EVOLUTION IN LISBON

250,000 232620
' 201,430

200,000 164,820 161,670
139,620 148,660

150,000 N5630 | o
: 95,000
100,000 87,650

50,000

0
Sgqm 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Note: Estimated value for 2012.
Source: CBRE/LPI

LISBON OFFICE ZONES
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The level of take-up in 2008 was considerably
influenced by the largest lease transaction regis-
tered in Portugal this decade. This involved the
concentration of several Ministry of Justice enti-
fies in a building complex completed that year,
situated at Parque das Nagdes and comprising
a fotal area of 62 thousand sq m.

Cross take-up has reduced significantly in the
past 4 years, with 2011 registering the lowest
level of the decade. In 2012 occupancy was

slightly higher than in the previous year.

The Lisbon office stock is currently in the region
of 4.5 million sq m, with an increase of 663
thousand sq m between 2003 and 2012 that
results in an annual average of approximately
66 thousand sq m. The highest increase in stock
of the decade was accounted for in 2010, with
a fofal of 84 thousand sq m. 2012 already
reflects the impact of the economic and finan-
cial crises on property development, with the
completion of only 4 buildings in Lisbon total-
ling 29 thousand sq m of office space, by far,
the lowest level recorded in the past 10 years.
However, for 2013 it is expected the comple-
fion of 11 office buildings, new or refurbished,
bringing to the market circa 60 thousand sq m
of new spaces, most of which speculative devel-
opments located in the CBD.

Parque das Nagdes, a zone which emerged at
the end of the 90's and has been developed
over the last decade, concentrated the highest
area of new office space in the last 10 years,
with 36% of the total new supply. This is fol-
lowed by the Western Corridor, with a 23%

share.

The vacancy rate in Llisbon has oscillated
between minimums in the region of 7% in 2007
and 2008, and maximums of around 13%
in 2004 and 2005. Currently, the vacancy
rate stands at around 12%, reflecting gradual
increases since 2009. The Western Corridor
registers the highest vacancy rates, followed
by Parque dos Nagdes, a zone which, due
to its reduced dimension, suffers a greater
impact from the variations between supply and
demand. In the CBD the average rate in the
past years was of around 8%.

YEAR-ON-YEAR OFFICE STOCK INCREASE
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40,000
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Source: CBRE/LPI
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LISBON PRIME RENTS EVOLUTION
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Source: CBRE

With regards fo prime rents, Lisbon shows a
relatively stable trend following an accentuated
drop af the beginning of the decade, as a result
of the economic deceleration, with the greatest
variations registered in the Western Corridor and
Expansion Areas, where vacancy was higher.

This reduced oscillation in the prime renfal values
has been ascertained, namely over the past years,
by an increased flexibility demonstrated by land-
lords, to offer rentHree periods and fo participate
in costs associated fo fitout works. Nevertheless,
since 2007, there were registered drops in
rental values of more than 10% in all zones.

In 2008 the Historic Centre recorded a signifi-
cant increase in rent values with the refurbishment
of a number of buildings info offices and the con-
sequent increase in demand in the Chiado sub-
zone, considered o be one of the most charming
areas of the city.

B 6. Western Corridor

3.2 RETAIL MARKET IN
PORTUGAL

Over the lost decade, the refail market in Portugal
has diversified, both in terms of format, as well
as in geographic distribution. There are pres-
ently a tofal of opproximately 3.5 million sq m
of space located in refail schemes including shop-
ping centres, retail parks and outlets in Portugal.

The refail market is currently a consolidated sector
with saturated supply in several locations. This situ-
afion has forced a number of developers and own-
ers fo adapt, which consequently, over the past
years and as a result of the crisis, has led fo the
adjustment and repositioning of some schemes.

In average terms, in the last decade around
230 thousand sq m/year of retail area was
completed. In 2010 there was a significant
drop in new openings with the inauguration of

77 thousand sq m, and although there was an
increase in this value in 2011, with the comple-
fion of 104 thousand sq m, this was still below
the average value of the last 10 years. There
were no openings in 2012 and there are only
2 projects currently under consfruction (Dolce Vita
Braga and Evora Fortm) due to open in 2013
adding 88 thousand sq m fo the sfock.

Shopping centres are the main retail attrac-
fion in Portugal. In the last ten years, shopping
cenire area almost doubled, with the opening
of 124 schemes, presently standing at a fofal
of 2.8 million sg m. Colombo and Vasco da
Gama in Lisbon, and NorteShopping in Porfo,
are considered the best shopping cenfres in
Portugal.

The retail park format expanded particularly
during the period between 2004 and 2008.
There are currently 36 schemes of this type in
Portugal, dispersed throughout the entire coun-
fry, occupying a fotal area of 450 thousand sq
m. The main occupiers of this retail format are
large sized DIY, electronic and white goods as
well as household goods refailers.

Although the shopping centre is the dominant
refail concept in Portugal, there are several
high street locations and zones in Lisbon and
Porto that strongly attract inferational operators
and consumers. In Lisbon, the main refail areas
are Av. da liberdade and Chiado zones, and
in Porto the Boavista/Aviz and Rua de Santa
Catarina zones. However, the supply of quality
space in Lisbon prime locations is very limited,
and consequently the values of the spaces that
become available are significantly high.
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PRIME RENTS PER RETAIL FORMAT

Format GLA Prime Rent Y-0-Y Change
(sq m) (€/ sq m/month) (%)

Shopping Centre Lisbon 100 85 0

Shopping Centre Porto 100 60 0

Retail Park 1,000 9 -10

Outlet 200 20 0

High Street Retail - Lisbon 100 85 6

High Street Retail - Porto 100 25 -17

Source: CBRE, December 2012

Despite the crisis, the demand in the fop shop-
ping cenfres and main high sfreet refail areas
continues fo be strong, allowing for prime rental
values to remain stable. However, in the second-
ary refail schemes and in the retail units located
outside the principal zones, there has been a
steady downward pressure on rents, with an
increase in the turnover rent and the reducﬂon, or
even disappearance, of renf key money.

3.3. LISBON WAREHOUSE
AND LOGISTICS MARKET

The Lisbon warehouse and logistics sector is dis-
tributed info & zones, as identified in the map on
the next page. The more central zones, nome|y
Lisbon City (Zone 4), Sinfra - Cascais (Zone 3)
and loures - Vialonga (Zone 2) are character
ised by the supply of smaller sized warehouses

LISBON WAREHOUSE AND LOGISTICS TAKE-UP

250,000
200,000
150,000
100,000

50,000

0
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Note: Estimated value for 2012.
Source: CBRE
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and frequently of mixed - use. The second ring
includes the Alverca - Vila Franca de Xira axis
(Zone 1A) as well as the zones south of the
Tagus River, Montijo - Alcochefe (Zone 5) and
Palmela - Settbal (Zone 6), with supply compris-
ing medium sized warehouses. The Carregado -
Azambuja axis (Zone 1B) is further from the
city and concenfrates the largest warehouses
(> 10,000 sq m), occupied by the principal
logistics operators and food chain suppliers.

This is the least mature market of the 3 princi-
pal commercial property sectors in Portugal,
and relafive fo which less information is avail-
able. Notwithstanding, the sector has developed
substantially over recent years, both in terms of
supply and demand, af the request of logistics
operators and the major national food distribu-
fion players.

LISBON WAREHOUSE AND
LOGISTICS ZONES

1A. Alverca - Vila Franca de Xira
[T Carregado - Azambuja
MW 2 oves- Vialonga
B 3. Sinia - Cascais
W 4 idbon City
M s Montijo - Alcochete
M 6. palmela - Settbal

Source: CBRE

According to the information collected by CBRE
over the last 7 years, the gross take-up level
of warehouse and logistics space oscillated
between a minimum of 120 thousand sq m
in 2012 and a maximum of 225 thousand
sq m in 2009, with an annual average of 170
thousand sq m.

Zone 1 accounted for more than 50% of the
take-up in the past 7 years, equally split between
Alverca - Vila Franca de Xira and Carregado -
Azambuja axis. However the highest number
of transactions is registered in the Alverca - Vila
Franca de Xira axis.

According to the dafa obtained by CBRE, the
supply of new warehouse and logistics areas
in the Lisbon Region varied in the last years

Vila Nova
da Rainha

Sto. Adrido
Bobadela

& Sacavém
Alvalade Aleo;

Alcéntara

lada

between a minimum of circa 50 thousand sg m
in 2012 and 197 thousand sq m in 2007 . The
types of developments were equally distributed
between speculative construction and built - fo -
suit, although the majority of logisfics areas are
built - to - suit schemes. This is the case of the
logisfics platforms of logista af Passil Logistics
Park (40,000 sq m), FCC logistica/Aitena at
LlogPlace Azambuja (75,000 sq m) and Sonae
at EcoPark Azambuja (107,000 sq m), con-
structed in 2007, 2009 and 2010/2011
respectively, which contributed  significantly
fowards the take - up levels recorded during
these years.
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LISBON NEW SUPPLY OF WAREHOUSE AND LOGISTICS

200,000

197.442

145.223

182.640

150,000 123.500
106.917 °
100,000 1851
50.000
50,000
A i i1 8 0 B 1 1
Sqm 2006 2007 2008 2009 2010 2011 2012
Note: Estimated value for 2012.
Source: CBRE
PRIME RENTS PER WAREHOUSE AND LOGISTICS ZONE
Zone GLA Prime Rent Y-0-Y Change
(sq m) (€/sq m/month) (%)
Alverca - Vila Franca Xira 5,000 3.50 -13
Carregado - Azambuja 10,000 3.25 -7
Loures - Vialonga 1,000 4.00 11
Sintra - Cascais 1,000 4.00 0
Lisbon City 2,000 5.00 9
Montijo - Alcochete 5,000 3.50 0
Palmela - Settbal 5,000 3.00 0

Source: CBRE, December 2012

Currently we are not aware of any speculafive
development for 2013. In the same way, the
project Portugal logistico announced by the
Government in 2006 has been suspended.

The prime rents in the warehouse and
logistics sector have suffered a strong downward
pressure in recent years with values falling well
below those of the remaining commercial
property sectors.
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4.
INVESTMENT
MARKET
SNAPSHOT

Invesiment in commercial property has been
very diverse over the last decade, with regards
fo volumes, type of invesfors, origin of the capi-
fal, type of products, deal structures and values.

Up until 2002 institufional investment turn-
over in Portugal was very low, and limited o
Portuguese funds and a small number of for-
eign investors. It was only aftfer 2002, with the
entry of the Euro, that the commercial property
investment market became much more dynamic,
namely with the appearance of different inferna-
fional players.

The strong growth registered resulied pre-
dominantly from the renowned quality of the
Portuguese shopping cenfres that  strongly
affracted foreign investors, coupled with the low
long term inferest rates. Other factors that con-
tributed towards this growth were the reduction
of IMT (property fransfer tax) in 2004, from 10%
to 6.5% making the acquisition of Portuguese
assets more affractive, fogether with the change
infroduced in 2005, in the Property Investment
Funds regulation, which meant that closed-
ended funds were then able to leverage without
resfrictions.

COMMERCIAL INVESTMENT TURNOVER IN PORTUGAL

1,600

1,382 1,401

1,400
1,200
1,000
800
600
400

Investment Turnover (Million €)

200

2003 2004 2005 2006 2007

Note: Estimated value for 2012.
Source: CBRE

2008 2009 2010 2011 2012

2007 recorded the highest property investment
activity in Portugal, fuelled by the easy access
to credit from which investors benefited dur
ing that period. Activity in this market was not
affected by the abolishing of total exemption
from IMI {municipal property tax] and IMT (prop-
erty transfer tax| for cerfain closed-ended funds.
This meant that the acquisition and ownership of
these buildings in the fund portfolio was subject
to 50% of the abovementioned taxes.

The world economic crisis that has been felf
since the beginning of 2008 has considerably
offected investment in Europe, with a drop in
the level of property transactions in the majority
of European countries. However, this situation
was made worse in Portugal with the acknowl-
edgement of the Portuguese public debt crisis
in 2010.
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Surprisingly, 2010 property investment volumes
totalled €710 million, double the investment of
the previous year. Nevertheless, €300 million
of this total included shopping centre transac-
tions that could almost be considered as internal
re - organisation exercises. 2012 saw the lowest
overall investment of the last decade with only
around €100 million of transactions registered.

Over the last decade the refail sector has
recorded the highest share in accumulated
investment volumes, followed by offices, with
49% and 32% respectively of the fotal invested.
However, with regards to the number of fransac-
tions, the office secfor is predominant.

INVESTMENT TURNOVER DISTRIBUTION

PER PROPERTY SECTOR
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Y1400 g %
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Note: Estimated value for 2012.
Source: CBRE

Portuguese shopping centres have attracted a
significant number of international invesfors.
This is not only because of the higher invest-
ment and debt capacity of the laffer when com-
pared to Portuguese investors, but also due to
the high potfential refurns of this type of assef,
the high quality construction, architecture and
design and the popularity of these schemes
amongst the Portuguese consumer. The major-
ity of fransactions involving this type of property
are completed via the acquisition of the holding
company of the assef in question.

From 2009 we also note an increase in
warehouse and logistics property fransaction
volumes. This trend results from a boost in the

construction of builtto-suit warehouses and lease
contracts for much longer periods than usual
and, consequently, more inferesting from an
investment point of view.

The majority of investment in commercial prop-
erty in Porfugal has been by foreign investors
that, in aggregate terms, have represented 57%
of the fotal transaction volume since 2003.
Portuguese investors, however, have closed the
highest number of transactions. The dominant

foreign investors in Portugal have been from the
UK and Germany.

PORTUGUESE AND FOREIGN INVESTMENT IN PORTUGAL

Portuguese Investment

Note: Estimated value for 2012.

Source: CBRE
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[ | Foreign Investment
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As previously referred, foreign investors made
up most of the activity in the retail secfor, as
a result of a superior availability of capital. By
contrast, Porfuguese investors have been more
active in the office segment, due to the generally
smaller lot sizes involved in this sector.

However, we are now winessing a change
in investor fype in Portugal. With prime yields
increasing and institutional investors  staying
away from the Portuguese market, there is room
for private investors and family offices fo buy
quality assets, for which they were not able fo
compete in the past.

Yields had dropped consecutively since the
beginning of the decade up until 2007. That
year saw prime yields reach their lowest values

PRIME YIELD EVOLUTION IN PORTUGAL

in recent fimes: 5.75% (gross yield) in the office
sector, 5% (net yield] in shopping centres and
6.75% (gross yield) in warehouse and logisfics.

However, the property investment market was
significantly affected by the internafional finan-
cial crisis and, more recently, by the Portuguese
public debt crisis, resulting in an increase in
prime yields. These yields are now 275 basis
points [b.p.] higher than the minimum regis-
tered in the shopping centre secfor, and in the
warehouse and logistics assefs, and 250 b.p.
higher in the office secfor. The high streef refail
sector, where tenant demand remains high, has
been the most resistant to the crisis with an yield
increase of only 100 b.p. since the peak of the
market.

10
9.50
8. Foreign Investment 9
8.25
. . 8 775
9. Real Estate Financing 77
7 \\ .
Contacts
6
5
4
% 2004 2005 2006 2007 2008 2009 2010 2011 2012
B lisbon Offices [ Shopping Centres [ Lisbon High Street B Warehouse and Logistics
(Gross Yield) (Net Yield) Retail (Gross Yield) (Gross Yield)

Source: CBRE
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S.
OWNERSHIP

5.1 LEGAL STRUCTURES

® Ownership

"Ownership right” [direito de propriedade) is
the broadest and sfrongest itle over real estate
in Portugal. It grants its titleholder full and exclu-
sive rights of use, fruiion, and disposal of real
estate, unlimited in time, within the limits of the
law (comparable to “freehold fifle” in common
law systems).

Ownership tifle may be held individually, or on a
co-ownership basis (compropriedade), which is
less common. Co-ownership exists when two or
more people [designated as “co-owners”) simul-
taneously hold an ownership right over the same
asset. Coowners joinfly exercise all the rights
that pertain to an ownership, and participate in
the benefits and encumbrances of the property,
in proportion of their respective shares.

* Horizontal Property

"Horizontal property” ownership (propriedade
horizontal) results from the legal division of a
property or building info several units subject to
separate ownership. Horizontal property con-
fers its titleholder the right to exclusive ownership
of one of the units and the right fo coownership
over the common areas of the building (such
as the sfairs, lifts, lobbies or hallways, efc.).
However, both rights are indivisible as they
form part of the same right. Horizontal property

division is created by formal deed and must be
registered atf the land Registry. The Horizontal
property deed can only be executed when the
autonomous  units, besides consfituting  inde-
pendent units, are distinct and isolated from
each other, each one with its own exit to a com-
mon area of the building or on to a public road.

Costs deriving from the management, mainfe-
nance and works relating fo the common parts
of the property are apportioned amongst the co-
owners in proportion to the relative value of their
units. In commercial properties, such cosfs are
usually passed on fo the tenants.

e Surface Right

"Surface right” (direito de superficie] under
Portuguese law is the right fo erect and maintain
a building on land which is owned by a third
party. Itis a right in rem {and not a mere confrac-
tual interest] which is marketable and can also
be used as collateral.

Surface right can be temporary (usually granted
on a longterm basis| or perpetual. When the right
is granted on a femporary basis, the ownership of
the building erected on the land shall revert to the
land owner at the end of the surface right.

The parties may agree that the consideration for
the surface right is payable through a single initial
payment or through periodic renfal payments.
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5.2 TAXATION

* Municipal Property Tax (“IMI)

IMI'is payable every year over real estate in
Portugal, by both full owners and surface right
owners. Applicable rates range from 0.3% fo
0.5% under the rules currently in force (rates of
between 0.5% and 0.8% may also apply in the
case of urban properties where the respective
toxable value was assessed by the tax authori-
ties before December 1, 2003, and until that
taxable value is reassessed - a general reassess-
ment of the taxable value of all properties in
Portugal is currently underway and is expected
to be concluded by the end of the first quarter
of 2013).

Every year, each local municipality defermines
the IMI rate to be applied within the mentioned
ranges.

Properties held by entities resident in tax havens
(as listed by the Portuguese tax authorities) are
subject to IMI af the rate of 7.5%.

* Municipal Sewage Charge
There are some other levies on real estate
located in cerfain municipalities in Portugal.

For example, in Lisbon and certain other munici-
palifies, a Municipal Sewage Charge is paya-
ble every year by both full owners of real estate
and surface right owners, and is levied on the
toxable value of the property, as assessed by
the tax authorities. In Lisbon, the applicable rate
inyear 2011 was 1/8 of the IMI rate [1/4 of
the IMI rate for properties where the respective
toxable value was assessed by the tax authori-

ties before December 1, 2003).
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6.
LEASE
STRUCTURES

Under Portuguese law, a lease (arrendamento)
is a confractual inferest (as opposed fo a right
in rem) under which one party (the landlord)
undertakes to provide to the other (the tenant]
the femporary use of a real estafe property in
exchange for the payment of rent.

lease agreements must be executed in writing
(private document).

Typical lease ferms include a descripfion of the
demised premises specifying ifs stafe and con-
dition, permitted use, ferm, renewal condifions,
rent and rent review, securities (normally consist-
ing of a deposit, a surety or a bank guarantee,
or a combination of all), terms and conditions
for the execution of maintenance works and
improvements and termination options.

Unless otherwise established, leases may not be
passed by the tenant onfo third parties without
prior consent of the landlord.

6.1 COMMERCIAL LEASE
STRUCTURES

The assignment of commercial property in
Portugal normally takes place under lease
schemes. There are two main confractual
arrangements used in the Portuguese commer-
cial real estate market.

e Standard Commercial Leases

The most commonly used confractual arrange-
ments for offices, logistics and high-street retail
segments are standard leases executed under
the Portuguese “urban lease law” (“standard
commercial leases”).

The “urban lease law” is quite flexible and
allows the parties to freely stipulate the main
terms and conditions of the lease (such as dura-
tion, renewol, termination opfions, rent review,
costs allocation, efc.).

¢ Shopping Centre Leases

lease confracts used for leasing refail unifs in
shopping centres (“shopping centre leases”)
are considered as confractual arrangements
not regulated by any specific legal framework,
which means that they are not subject to the
legal framework of the “urban lease law” (but
only fo the general legal framework applicable
to confracts).

Such confracts (commonly referred to in Portugal
as "contratos de utilizagdo de loja em centro
comercial’, that is, “contracts for the use of
shops in shopping centres”) are normally very
detailed agreements that regulate not only the
use of the shop but also the ancillary services
provided by the shopping centre to the shop-
keepers and the respective service charges.

These agreements are mainly used in shopping
centres, refail parks and other similar commer-
cial schemes and tend to follow market stand-
ards of the specific segment in question.

6.2 DURATION / RENEWAL

Both in standard commercial and shopping
centre leases, the parties are free fo establish
the duration, and the terms and conditions of
renewal and termination (the law establishes
however a maximum initial duration for stand-
ard commercial leases of 30 years|.

Standard  commercial leases are  generally
entered info for an initial period of between
5 1o 10 years.

leases with an initial period longer than & years
must be registered with the Land Registry as a con-
dition for being enforceable vis-cvis third parties.

In shopping centre leases, anchor refailers gen-
erally take longterm leases while smaller refail-
ers offen take &-year contracts, normally with no
extensions granted.

In the logistics segment, leases tend to be

shorter, with an inifial duration of 3 to 5 vears,
except in the case of "builttosuit” deals where

duration is normally longer.
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Both in standard commercial and in shoppmg
centre leases, termination due to default in the
renfal payments may be made by outof-court
nofice to tenanfs. However, the subsequent evic-
tion of the defaulting fenant must be enforced
through courtofHlaw proceedings that may prove
fo be rather long. The Porfuguese government
has recently approved a change fo the applica-
ble laws with the aim of simplifying proceedings
and favouring more flexible and effective evic-
fion mechanisms.

6.3 RENTS

Both in standard commercial and shopping cen-
fre leases, the parties may freely agree on the
amount of the initial rent and on the rent review
mechanisms (in the absence of a specific stipula-
tion, rent shall be updated yearly in accordance
with a coefficient published by the Portuguese
National Institute of Statistics, which is based on
the consumer price index — excluding housing).

Rent is usually payable on a monthly basis and,
typically (although not mandatorily), one month
in advance. Different rental payment periods
may be agreed.

Rentfree periods and stepped-up rent are com-
monly used.

In standard commercial leases, the rent is usu-
dly a fixed amount. Conversely, most shop-
ping centre lease agreements provide for both
a fixed and a variable component of the rent,
linked to the tenant’s revenues.

6.4 SERVICE CHARGES
AND COST ALLOCATION

Both in standard commercial and shopping
centre leases, the parties may freely agree on
the allocation of mainfenance, repair and other
costs, as well as on the responsibility for the
execution of works on the property. According
to standard market practice, landlords pass on
to tenants all costs for maintenance, repair, utili-
ties and other services, and retain the costs relat-
ing fo building insurance, property related taxes
and sfructural works (although “triple net” leases
are acceptable under Portuguese Law).

"Service charges” are normally based on the
area of the premises leased out fo each tenant
in proportion fo the overall area of the building.

In shopping cenfre leases, in addition fo the ser-
vice charge, tenants normally pay a “markefing
charge” in consideration for the property man-
ager's marketing efforts.

6.5 TAXATION
¢ Value Added Tax

The lease of real estate is exempt from VAT,
unless the landlord opfs fo waive such exemp-
fion, which can only occur where both parties
are VAT faxable persons in Portugal and the
tenant uses the leased premises for VAT taxable
activities, amongst certain other conditions that
also need to be met. In that case, the rents are
subject to VAT af the standard rate [currently
23%), and no stamp duty is payable. In shop-
ping centre leases, rents are always subject

fo VAT and no stamp duty is payable, as such
agreements are freated as service agreements
for VAT purposes.

Service charges, and any other form of payment
in consideration for services supplied in the con-
fext of lease arrangements, are also subject fo
VAT in any type of lease.

e Stamp duty

Standard commercial lease agreements are sub-

ject o stamp duty when they are exempt from
VAT, payable by the landlord and charged at
10% of the first rent.
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7.
REAL ESTATE
TRANSACTIONS

7.1 FORMALITIES

7.1.1 ASSET DEALS

The direct transfer of rights over real property in
Portugal (assef deal) is done either by means of
a public deed, or a private document certified
by a notary, a Lland Registry office or a lawyer
the more commonly used means is the public
deed). The transfer of title must be registered at
the Land Registry office within 30 days of the
transaction.

Portuguese law does not restrict the acquisition
of property by foreign or non-resident invesfors,
but may require the latter to comply with certain
tox formalities (such as obtaining a Portuguese
fax identification number, previously).

Before the execution of the notfarial deed of
transfer, a due diligence review (both legal and
technical) should be performed. As regards the
legal due diligence, amongst other aspects, the
Land Registry should be searched for any mort-
gages, charges or encumbrances on the prop-
erly, the tox authorities should be searched fo
confirm that there are no outstanding municipal
property faxes on the property, and the existence
of municipal use permit for the property should
be confirmed (the existence of such permit is a
requirement for the use of the property and for
the direct transfer of real property through an
asset deal).

Portuguese land Registry offices are public
record offices which register information on the
legal status of real estate. The land Registry
records the description of a property as well as
ownership or other tifle subject to registration,
nofably charges, morigages, encumbrances
and/or other rights in rem.

By being recorded at the land Regisiry, the
transfer of ownership [or any other fifle in rem)
and the creation of rights over property become
enforceable against third parties, and gain pri-
ority over subsequent fransfers and rights cre-
ated on real estate.

Frequently, the definitive purchase and sale
agreement [public deed or private certified doc-
ument) is preceded by the execution of a promis-
sory purchase and sale agreement, under which
the parties undertake to execute the definitive
sale and purchase agreement.

Promissory purchase and sale agreements may
include conditions precedent that need to be
verified before the execufion of the sale. Such
arrangements are common in situations where
the property to be acquired is affected by irregu-
larities that need to be sefiled by the seller to the
purchaser’s satisfaction.

Promissory purchase and sale agreements usu-
ally stipulate a deposit which generally varies
between 10% and 25% of the purchase price.

In case of failure to complete the promissory
purchase and sale agreement, if the parties
have not agreed otherwise, the following con-
sequences are established by law:

e Failure affributable to the vendor: the promis-
sory purchaser may claim twice the amount
of the deposit;

e Failure attributable to the purchaser: the prom-
issory vendor may keep the amount received
as a deposit.

As an alternative to the above remedies, in case
of breach, the non-breaching party may, in cer-
tain circumstances, apply in court for the spe-
cific performance of the promissory purchase
and sale agreement.
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The execufion of a promissory purchase and
sale agreement entiles the promissory pur
chaser fo file for a provisional registration of
the acquisition. Such registration may provide
security fowards subsequent encumbrances that
could possibly be registered against the prop-
erly, as in general the provisional registration of
the acquisition will benéfit from registral prior
ity with respect to subsequent registries. Upon
execution of the sale, an application must be
filed for the provisional registration to become
definitive.

7.1.2 SHARE DEALS

The indirect transfer of rights over real property
in Portugal, through the transfer of shares in a
Portuguese company that owns the property
(share deal), is formalized through a private
agreement between the relevant parfies which
does not need to be notarised.

The laws of Portugal do not restrict the acquisi-
fion of holdings in Portuguese companies by for-
eign or non-resident investors, but may require
the latter to comply with certain tax formalities
[such as obtaining a Portuguese tax identifica-
fion number, previously).

In case of a share deal, in addition to a due dili-
gence review of the property, a due diligence
review should be carried out on the company,
including, amongst other aspects, enquiries fo
the commercial registry, in order to confirm the
legal status of the company, and fo the tax and
social security authorities, in order to confirm that
the company has no outstanding tax or social
security debts, and in particular no outstanding
fransfer tax or municipal property tax in relation
fo the real esfate assefs held by the company.
Portuguese Companies Registry offices are pub-
lic record offices which register information on
the legal status of companies.

The acquisition of shares in share companies
must, in certain cases, be notified to the com-
pany [notably for the registration of the shares
in favour of the acquirer) and to public authori-
fies (fax authorities and regulatory entfities). The
acquisition of an interest in a quota company
[sociedade por quotas, i.e., a specific type
of Portuguese limited liability company whose
share capital is represented by “quotas” rather
than by “shares”) must be registered with the
Portuguese Companies Registry.

7.2 TAXATION

7.2.1 ASSET DEALS

* Transfer Tax (“IMT”) and Stamp Duty
Acquisitions of real esfafe are subject to:

- Transfer tax at a rate of between 0% and 6%
[residential properties);

- Transfer fax at a rafe of 6.5% [properties
used for other purposes, including commercial
properties);

- Transfer tax at a rate of 10% if the property is
fransferred to an entity resident in a tax haven
(as listed by the Portuguese tax authorities);

- Stamp duty at a rate of 0.8%.

These taxes are payable by the purchaser and
levied on the purchase price or on the property’s
taxable value, whichever is higher.

Both IMT and stamp duty are non-recoverable
costs (albeit deductible for corporate income tax
purposes when related to real estate acquisi-
fions which are deemed as indispensable for
business purposes).
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e Notary and registration fees

Notary and registration fees are payable by the
purchaser upon execufion of the public deed
of transfer and respective regisfration, however
these fees tend o be immaterial.

e VAT

The transfer of real estate in Porfugal is exempt
from VAT, unless the vendor opfs to waive such
exemption, provided that both parties involved
in the transaction are VAT taxable persons
in Portugal and cerfain conditions are met
[omongst others, the purchaser must assign the
property fo VAT taxable activities).

If the transaction is subject to VAT, the general
rate (currently, 23%) will be applicable, levied
on the purchase price. In this case, no stamp
duty is payable. The 6.5% IMT, however, will
still be due. In general, the VAT is selfassessed
by the purchaser, meaning that it is assessed
and deducted in the same periodical VAT return,
without any amount being payable.

If the property is later used for non-VAT taxable
activities, the VAT initially deducted must be
adjusted. This restriction binds the taxpayer for
a 20-year period.

7.2.2 SHARE DEALS

e Transfer Tax (“IMT”) and Stamp Duty
Acquisitions of real esfate by means of share
deals are subject to neither IMT nor stamp duty.

Exception is made for the case where a single
enfity acquires, or increases, an interest of /5%
or more in a Portuguese “quota” company. In
this case, IMT will be levied on the transaction

by reference fo the percentage of share capital
acquired, on the value of the property in pro-
portion fo the book value of the total assets of
the company. For this reason, quota companies
fend not to be used as vehicles for the acquisi-
fion of real estate.

* Notary or registration fees

No nofary or registration fees are payable in
a share deal, except in case of acquisition of
an interest in a quota company, where regis-
fration with the Portuguese Companies Registry
is required and, consequently, payment of the
respective registration fees is due. Such fees,
however, tend to be immaterial.

In light of the above, an indirect acquisition of
real estate, through acquisition of the share cap-
ital of a joint stock vehicle (sociedade anénima)
that owns property, is normally considered the
most efficient way fo invest in the Portuguese
market. Nonetheless, a final decision on the
fransaction  sfructure should be faken on the
basis of a case-by-case analysis.
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8.
FOREIGN
INVESTMENT

8.1 DIRECT INVESTMENT

There are no restrictions to foreign direct invest-
ment in real estate in Portugal.

The mere holding of property assefs in Portugal
does not in itself imply the existence of a per
manent establishment in Portugal for direct tax
purposes. However, among other formalities,
direct foreign investors must obtain a Portuguese
tox identification number and foreign investors
with tax residence outside the EU must appoint
a Portuguese tax resident (individual or legal
entity) as their legal representative before the
Portuguese tax authorifies.

® Lease Income

Where no permanent establishment exists,
income obtained by foreign investors from the
leasing of properties located in Portugal is sub-
ject to withholdings on account of corporate
income tax ("CIT", named “IRC" in Portugall.
The applicable withholding rate is 25% on the
gross amount of the lease income, payable on
account of the final CIT. In order to comply with
tax statement obligations and to recover any
excess withholding tax [i.e. resulting from tax
deductible expenses|, the foreign investor own-
ing leased property in Portugal must file a CIT
refurn with the Portuguese tax authorities report-
ing the lease income less deductible expenses.
Only maintenance and repair expenses, plus

municipal property taxes (IMI), are deductible
for CIT purposes (depreciation charges and
financial costs are nof).

e Capital Gains

Capital gains obtained by a foreign investor
on the sale of properties in Portugal are sub-
ject to CIT at a 25% rate. Taxable capital gains
correspond fo the difference between the sale
price and the acquisition historic cost, the laf-
fer being updated by official inflation indices
if more than two years have passed since the
acquisition date and accrued by the costs
incurred with actions that increased the value of
the property in the last five years, and transac-
fion costs incurred with the acquisition and sale
of the property (depreciation and financial costs
not included). The purchaser of a property in
Portugal is not required to withhold any tax. A
CIT return must also be filed.
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8.2 INDIRECT INVESTMENT /
PORTUGUESE SPV

Foreign investors offen structure their invest
menfs in Porfuguese real esfate by acquiring a
Portuguese company (e.g. a special purpose
vehicle, or “SPV”| that owns the target real estate
asset(s], or by incorporating one for the purposes
of investing in Portugal.

In addition to the different transactional tax costs
of the alternatives of acquiring the asset directly
(asset deal] or through an indirect acquisition
(share deal), as outlined above, the tax treat-
ment applicable to a Portuguese resident entity
owning real estate should be noted, as follows:

® lease Income

lease income collected by a Portuguese com-
pany is subject to CIT at a rate of 25%, plus a
municipal surtax ranging between 0% and 1.5%
on the annual taxable profit (applicable before
tax loss deduction). Taxable profits exceeding
€1,500,000 and up to €7,500,000 are sub-
ject to a state surtax at a rafe of 3%, and fax-
able profits exceeding €7,500,000 are subject
fo a state surtax at a rate of 5% (also applicable
before tax loss deduction).

All expenses relafing to the lease activity — i.e.
not only maintenance and repair expenses and
municipal property tax (IMI), but also deprecia-
tion charges (generally, 1% annually on 75%
of the global value] plus financial costs — are
generally tax deductible.

The tenant must withhold 25% on rental pay-
ments, on account of the landlord’s final tax
liability. Companies whose statutory scope of
business includes the management of owned
properties are not subject to withholding.

Portuguese permanent establishments and com-
panies are enfifled fo cerfain fax credits, and
to carry forward fax losses [currently through a
period of 5 years, but limited to 75% of the
annual taxable profits).

e Capital Gains

Capital gains obtained from the sale of property
by a Portuguese company are subject to CIT at
a rate of 25% (plus the aforementioned surtaxes,
where applicable) levied on the difference
between the sale price and the tax basis of the
property (i.e., the historic acquisition cost less
impairment and tax deductible depreciation),
updated by official devaluation coefficients. No
withholding tax has to be paid by the purchaser
of the property. Tax benefits for reinvestment are
available under certain circumstances.

Upon the sale of the Portuguese SPV, capi-
tal gains may benefit from a tax exemption,
depending on the relevant Tax Treaty where
applicable.

* Dividends

Dividends distributed by a Portuguese SPV
fo resident CIT taxpayers are not subject to
withholding fax or to faxation at the level of
the shareholder, provided that, among other
requirements, the shareholder has a direct infer-
est not lower than 10% in the Portuguese SPV,
held for a minimum period of one year prior to

the dividend distribution.

Dividends distributed by a Portuguese company
fo foreign shareholders/investors are not sub-
ject to taxation in Portugal if paid to EU com-
panies or to EU permanent esfablishments of EU
companies that qualify under the EU Parent/
Subsidiary Directive, provided that they are
paid out of a minimum sfake of 10%, held for
a minimum period of one year prior to the divi-
dend distribution. In all other cases, a maximum
25% rate applies. This rate can be reduced to a
rate of between 5% and 15% under the relevant
Tax Treaty where applicable.
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9.
REAL ESTATE
FINANCING

Investors usually finance their real estate invest-
ments in Portugal by raising external debt with
financial institutions.

9.1 SECURITY

Real esfate financing in Portugal is usually
secured against the property assets and/or the
shares of the property owning company and,/or
property generated income.

A mortgage, the most common security pro-
vided in real estate acquisitions in Portugal, con-
sists of a right in rem that grants to the creditor,
in case of breach, the right to be paid by the
value of the property, with priority in relation fo
other creditors (provided other creditors do not
benefit from special privileges, such as it would
be the case, for example, of the tax authorities
in respect of property faxes).

A mortgage must be enforced by means of a
judicial process in the course of which the prop-
erty is sold and the creditor is paid with the pro-
ceeds of the sale. As an alternative, within the
legal procedure in question, the creditor may in
cerfain circumstances apply for the adjudication
of the assef as payment in kind.

Mortgages are created by means of a public
deed or a private deed certified by a notary,
a land Regisiry office or a lawyer, and only

become effective upon registration with the Land
Regisiry. The deed must indicate the maximum
amount secured. The morigage may also secure
inferests of up to three years and also a certain
amount for recovery expenses.

Pledges over shares and pledges over receiva-
bles are commonly used in Portugal.

9.2 TAXATION

e Stamp Duty

Generally, both loans and securifies are subject
to stamp duty, af rafes which vary depending on
the maturity of the loan,/security: ordinary loans
- 0.04% (monthly), 0.50% or 0.60% applicable
on credit granted for less than one year, one
year or more, or five years or more, respec-
tively; revolving credit facilities - 0.04% on the
average monthly debt balance assessed daily
(dividing the sum of the daily debt balance by
30). Some exemptions are available: (1) long-
ferm (af least 1 year) parent/subsidiary loans;
(2) loans between financial institutions; (3) short-
ferm [up to one year] loans granfed to cover
freasury shortages by a holding company to its
subsidiary or viceversa or by a parent company
fo its subsidiary (where a minimum 10% stake is
held uninterruptedly for at least one year).
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When the loan and the security are executed
simultaneously and the loan is subject to stamp
duty in Portugal, stamp duty is only payable on
the amount of the loan (principo\),

Inferest paid by a Portuguese resident borrower
is also subject to stamp duty at the rate of 4%
on credit obtained from financial institutions
(assessed by the bank). Stamp duty is also pay-
able on the amount of any fees or commissions
paid for financial services, at the rate of 4% (3%
for bank guarantees).

* Withholding Tax

Withholding tax applies on inferest paid by a
Portuguese entity fo a lender which is a non-es-
ident financial insfitufion, up to a maximum rate
of 25% [possibly reduced to a rafe of between
0% and 15% under the relevant tax freaty where
applicable). Withholding tax at a rate of 5%
shall be applicable under the EC Interest and
Royalties Directive, if the shareholder/lender is
a qualified associated company [i.e., a com-
pany with a direct holding of at least 25%
held for af least two consecutive years, or vice-
versa, or sister companies in which the same
entity holds af least 25%). A 0% withholding tax
rate will apply as from July 1, 2013 under this
Directive.

If the lender is a non EU company, the thin capi-
folization rule would apply. According to this
rule, where the indebtedness of a resident entity
subject to CIT to a nonresident related party is
excessive (where a 2:1 debt to equity ratio is
exceeded), the interest on the part considered
excessive is not deductible for the purpose of
defermining the toxable profit.




For more information p|eose contact:

CBRE Garrigues

Edificio Amoreiras Square Av. da Republica, 25

R. Carlos Alberto da Mota Pinto, 17-10° A 1050 - 186 Lisboa

1070 - 313 lisboa Portugal

Portugal T: +351 213 821 200

T: +351 213 114 400 F: +351 213 821 290

F: +351 213 114 401

Francisco Horfa e Costa Miguel Marques dos Santos
francisco. hortaecosta@cbre.com miguel. marques.santos@garrigues.com
Cristina Arouca Fernando Castro Silva
cristina.arouca@cbre.com fernando.castro silva@garrigues.com

© December 2012. All Rights Reserved.

This document aims to provide general information on the Porfuguese real estate market and on cerfain aspects regarding real estate legal and tax matters in the Portuguese
jurisdiction. This document does not constitute and may under no circumstance be considered or treated as commercial or legal advice from CBRE or GARRIGUES fo any
persons or enfities. In particular, this document does not imply any advice or positive or negative invesiment recommendation to any persons or entities. Market information,
including projections, contained herein, was obtained from sources believed to be reliable and legal and tax information was based on the legislation that was in force
when this document was prepared. Market conditions and legislation change from time to time. CBRE and GARRIGUES do not make any warranties or representations as
to the accuracy and completeness of the information contained herein. This information is presented exclusively for use by CBRE and GARRIGUES clients and professionals
and all rights to the materials contained herein are reserved and the same may not be reproduced without prior written permission.
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