SUPPLEMENT DATED 14 OCTOBER 2016 TO THE BASE PROSPECTUS DATED 6
APRIL 2016

MERLIN PROPERTIES, SOCIMI, S.A.
(Incorporated and registered in Spain under the Spanish Companies Act)

€1,000,000,000
Euro Medium Term Note Programme
This base prospectus supplement (the “Supplement”) is supplemental to and must be read in conjunction
with the Base Prospectus dated 6 April 2016 (the “Base Prospectus”), prepared by Merlin Properties,
SOCIMI, S.A. (the “Issuer” or the “Company”) in connection with the €1,000,000,000 Euro Medium Term
Note Programme (the “Programme”). Terms defined in the Base Prospectus have the same meaning when
used in this Supplement unless the context requires otherwise.
On 6 April 2016, the Commission de Surveillance du Secteur Financier (the “CSSF”), which is the
Luxembourg competent authority for the purpose of Directive 2003/71/EC, as amended (the “Prospectus
Directive”) and relevant implementing measures in Luxembourg, approved the Base Prospectus as a base
prospectus for the purposes of Article 5.4 of the Prospectus Directive and in compliance with relevant
implementing measures in Luxembourg for the purpose of giving information with regard to the issue of
Notes issued under the Programme described in the Base Prospectus.
Application has been made to the CSSF for approval of this Supplement as a supplement to the Base
Prospectus for the purposes of Article 16 of the Prospectus Directive and relevant implementing measures in
Luxembourg.
This Supplement has been prepared for the purpose of:
(i)

informing investors of an increase in the maximum aggregate nominal amount of Notes
that may be issued and outstanding from time to time under the Programme from
€1,000,000,000 to €2,700,000,000 and the accession of new Permanent Dealers to the
Programme;

(ii)

informing investors of certain developments including the integration into the Group of
Metrovacesa, S.A. (“Metrovacesa”) by supplementing the sections of the Base
Prospectus entitled “Risk Factors”, “Information on the Company”, “Information on the
Group” and “General Information” and introducing new sections entitled “Integration of
Metrovacesa” and “Unaudited Pro Forma Condensed Consolidated Financial Information
as of and for the six months ended 30 June 2016”; and

(iii)

supplementing the section of the Base Prospectus entitled “Documents Incorporated By
Reference” to incorporate by reference certain financial information as of and for the six
month period ended 30 June 2016 in respect of the Issuer.

The Issuer accepts responsibility for the information contained in this Supplement and declares that, having
taken all reasonable care to ensure that such is the case, the information contained in this Supplement is, to
the best of its knowledge, in accordance with the facts and contains no omission likely to affect its import.
Save as disclosed in this Supplement, there has been no other significant new factor and there are no material
mistakes or inaccuracies relating to information included in the Base Prospectus which is capable of
affecting the assessment of Notes issued under the Programme since the publication of the Base Prospectus.
To the extent that there is any inconsistency between (i) any statement in, or incorporated by reference into
the Base Prospectus by virtue of, this Supplement and (ii) any other statement in or incorporated by
reference into the Base Prospectus, the statements in (i) above will prevail.
The Arranger and the Dealers have not separately verified the information contained in this Supplement.
None of the Arranger or the Dealers makes any representation, express or implied, or accepts any
responsibility, with respect to the accuracy or completeness of any of the information in this Supplement or
the Prospectus. None of the Arranger or the Dealers accepts any liability in relation to the information
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contained or incorporated by reference in this Supplement or the Base Prospectus or any other information
provided by the Issuer in connection with the Programme.
Copies of this Supplement will be available on the website of the Luxembourg Stock Exchange
(www.bourse.lu).
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Authorisation and Increase in Maximum Aggregate Nominal Amount
The Issuer has decided to increase the maximum aggregate nominal amount of Notes that may be issued and
outstanding from time to time under the Programme from €1,000,000,000 to €2,700,000,000. Such increase
was authorised by (i) a resolution of the general shareholders’ meeting of the Issuer on 15 September 2016
and (ii) a resolution of the board of directors of the Issuer on 11 October 2016.
Accordingly, by virtue of this Supplement, all references in the Base Prospectus to a maximum aggregate
nominal amount of €1,000,000,000 shall be deemed deleted and replaced with references to a maximum
aggregate nominal amount of €2,700,000,000.
Accession of new Permanent Dealers to the Programme
The Issuer has agreed with Banco Bilbao Vizcaya Argentaria, S.A., Banco Santander, S.A., Barclays Bank
PLC, Citigroup Global Markets Limited and NATIXIS that they accede to the Programme as Permanent
Dealers.
Accordingly, the definitions of “Dealers” in the Base Prospectus shall be deemed deleted and replaced as set
forth under the section “Definitions” on page 22 of this Supplement.
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RISK FACTORS
The information set out below shall supplement the section of the Base Prospectus entitled “Risk Factors” on
pages 7 to 33 of the Base Prospectus.
To this end, the following text shall, by virtue of this Supplement, replace, in its entirety, the risk factor
entitled “The Group may not have full control of its Assets and may therefore be subject to the risks
associated with minority investments and joint venture investments”:
“The Group may not have full control of its Assets and may therefore be subject to the risks associated with
minority investments and joint venture investments
Pursuant to the Group’s Business Strategy, the Group may enter into a variety of acquisition structures in
which the Group acquires less than a 100% interest in a particular asset or entity with the remaining
ownership interest being held by one or more third parties. For example, following completion of the spin-off
(escisión total) of Metrovacesa which will result in its winding-up and the division of its assets into three
business units (the “Spin-Off”), the Issuer will no longer have control of Testa Residencial, S.L.U. (“Testa
Residencial”), as its indirect shareholding in Testa Residencial will fall from 100% to 34.24% while the
shareholders of Metrovacesa will hold the remaining 65.76% and will therefore control Testa Residencial.
The management and control of such assets or entities may entail risks associated with multiple owners and
decision makers, including the risks that:
investment partners become insolvent or bankrupt, or fail to fund their share of any capital
contribution which might be required, resulting in the Group having to pay the investment
partner’s share or bearing the risk of losing the particular asset;
investment partners have economic or other interests that are inconsistent with the Group’s
interests and are in a position to take or influence actions contrary to the Group’s interests and
plans (for example, in implementing active asset management measures), which may create
impasses on decisions and affect the Group’s ability to implement its strategies and/or dispose
of the asset or entity;
income obtained from these minority investments may not qualify as income received from
Qualifying Subsidiaries and hence may affect the Company’s ability to comply with the
SOCIMI Regime requirement that at least 80% of the Company’s net annual income must
derive from rental income and from dividends or capital gains in respect of certain specified
assets;
disputes develop between the Group and investment partners, resulting in the Group incurring
litigation or arbitration costs and distracting the Board of Directors and/or the Management
Team from their other managerial tasks;
investment partners do not have enough liquid assets to make cash advances that may be
required in order to fund operations, maintenance and other expenses related to the property,
which could result in the loss of current or prospective tenants and may otherwise adversely
affect the operation and maintenance of the property;
an investment partner breaches agreements related to the property, which may cause a default
under such agreements and result in liability for the Group;
the Group may, in certain circumstances, be liable for the actions of investment partners; and
a default by an investment partner constitutes a default under mortgage loan financing
documents relating to the particular asset, which could result in a foreclosure and the loss of all
or a substantial portion of the particular asset held by the Group.
Any of the foregoing may have a material adverse effect on the Group’s business, financial condition, results
of operations and prospects.
Moreover, the Group may also invest in properties through minority investments or joint ventures (which
could include minority investments or joint ventures with sellers of properties). In such cases, it will need to
negotiate suitable arrangements with each of its proposed investment partners, which may also prove to be
time-consuming or could restrict the Group’s ability to act quickly or unilaterally. The Group’s inability to
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select and invest, alone or as an investment partner, in properties on a timely basis may have a material
adverse effect on the Group’s business, financial condition, results of operations and prospects.”
In addition, the following text shall, by virtue of this Supplement, be included as a new sub-section 7:
“7.

SPECIFIC RISKS RELATING TO THE INTEGRATION OF METROVACESA
The integration of Metrovacesa depends on the satisfaction of various steps which could fail to
occur.
On 21 June 2016, the Issuer, Testa Inmuebles en Renta, S.A. (“Testa”) and Testa Residencial entered
into an integration agreement with Metrovacesa and its main shareholders, Banco Santander, S.A.
(“Santander”), Banco Bilbao Vizcaya Argentaria, S.A. (“BBVA”) and Banco Popular Español, S.A.
(“Popular” and, together with Santander and BBVA, the “Principal Metrovacesa Shareholders”)
(the “Integration Agreement”). Under the Integration Agreement, the parties agreed the Spin-Off. The
terms of the Spin-Off were published on the respective corporate websites of the Issuer and
Metrovacesa and filed with the Madrid Commercial Registry in accordance with applicable regulation.
Following approval of the Spin-Off by the parties’ respective shareholders, the Issuer, Metrovacesa and
Testa Residencial published a regulatory announcement (dated 19 September 2016) regarding such
approval in the Official Bulletin of the Commercial Registry (Boletín Oficial del Registro Mercantil)
and the newspaper, La Razón. Pursuant to Articles 44 and 73 of Law 3/2009, on structural amendments
of commercial companies (Ley 3/2009, de modificaciones estructurales de las sociedades mercantiles),
the respective creditors of the Issuer, Metrovacesa and Testa Residencial have the right to object to the
Spin-Off during a period of one month following publication of such announcements. In the event that
a creditor were to object to the Spin-Off on or prior to the 19 October 2016 deadline, the Spin-Off
would be incapable of consummation until the indebtedness owed to such creditor had been repaid or
such creditor had otherwise retracted its objection. Therefore, the exercise of such right to object could
delay consummation of the Spin-Off and could imply additional costs incurred to settle with the
objecting creditor or to secure payment of such creditor’s debt, which could have a material adverse
effect on the Group’s business, financial condition, results of operations and prospects.
The operational integration of the Metrovacesa may result in costs and difficulties beyond those
foreseen, and the resulting Group may not be able to efficiently manage the larger organisation.
The operational integration of Metrovacesa into the Group following the Spin-Off (see “Integration of
Metrovacesa”) may be difficult and expensive and the benefits derived from, and/or costs associated
with, such integration and merger may not be in line with expectations. The diversion of the
Management Team’s attention from their other responsibilities as a result of the need to deal with
integration issues could also have an adverse effect on the Group’s business. If the Issuer is not able to
manage the broader organisation efficiently, it could lose key customers and fail to achieve full
integration of the assets and resources of Metrovacesa’s group, which could, in turn have a material
adverse effect on the Group’s business, financial condition, results of operations and prospects.
The success of the Group in the future will depend in part on the ability of the Issuer to successfully
manage the larger organisation resulting from the combination of both entities, given Metrovacesa’s
group has a larger number of employees than the Group. Key employees may depart as a result of
issues relating to the uncertainty and difficulty of integration or a general intention not to form part of a
larger entity, and competition for qualified personnel to replace them may be intense. Accordingly, no
assurance may be given that the Group will be able to successfully manage the larger and more diverse
combined organisation that results from the Spin-Off, which, in turn, could disrupt the Group’s
business and negatively affect the Group’s financial condition and results of operations.
The Unaudited Pro Forma Condensed Consolidated Financial Information included elsewhere in
this Base Prospectus does not represent, and may not give a true picture of, the actual or future
financial condition and results of operations of the Group
This Base Prospectus includes the Unaudited Pro Forma Condensed Consolidated Financial
Information. This financial information has been included to illustrate, on a pro forma basis, how the
Issuer’s condensed consolidated balance sheet at 30 June 2016 and 1 January 2016 for the purpose of
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its condensed consolidated statement of profit or loss might have been affected by the Spin-Off,
assuming that the Spin-Off had been completed on 30 June 2016 for the purposes of the condensed
consolidated balance sheet and 1 January 2016 for the purposes of the condensed consolidated
statement of profit or loss.
The Unaudited Pro Forma Condensed Consolidated Financial Information presented in this Base
Prospectus is based on (i) estimates and assumptions that are preliminary, and (ii) the limited
information on the Spin-Off that is currently available to the Management Team. It has been prepared
for illustrative purposes only and, because of its nature, addresses a hypothetical situation that does not
purport to represent, and may not give a true picture of, the actual financial condition and results of
operations of the Group that would have been achieved if the Spin-Off had been completed on 30 June
2016 for the purposes of the condensed consolidated balance sheet and 1 January 2016 for the purposes
of the condensed consolidated statement of profit or loss. Moreover, the Unaudited Pro Forma
Condensed Consolidated Financial Information does not purport to project the financial condition or
results of operations as of any future date or for any future period of the Group. Accordingly, investors
are cautioned not to place undue reliance on the Unaudited Pro Forma Condensed Consolidated
Financial Information.
The Unaudited Pro Forma Condensed Consolidated Financial Information does not constitute, and
should not be relied upon as constituting, a complete set of financial statements. For a proper
interpretation of the Unaudited Pro Forma Condensed Consolidated Financial Information, it must be
read together with the Issuer’s consolidated financial statements included elsewhere in this Base
Prospectus.
Any due diligence by the Issuer in connection with the Spin-Off may not reveal all relevant
considerations or liabilities of Metrovacesa’s group, which could have a material adverse effect on
the Issuer’s financial condition or results of operations.
Although the Issuer has conducted due diligence over Metrovacesa, there can be no assurance that the
due diligence undertaken for the purposes of the Spin-Off will have revealed all relevant facts that may
be necessary to evaluate the Spin-Off, including the determination of the exchange ratios, or to
formulate a business strategy. Furthermore, the information provided during the due diligence may be
incomplete, inadequate or inaccurate. The Issuer has not been involved in the preparation of the
consolidated financial statements for Metrovacesa and its subsidiaries and therefore cannot confirm
their accuracy, completeness or veracity. As part of the due diligence process, the Issuer also made
subjective judgments regarding the real estate assets, contractual agreements, obligations and liabilities
of Metrovacesa. If the due diligence investigations fail to correctly identify material issues and
liabilities that may be present in Metrovacesa, or if the Issuer considers such material risks to be
commercially acceptable relative to the opportunity, the Issuer may subsequently incur substantial
impairment charges or other losses that may not be covered by the contractual protections in the
Integration Agreement. In addition, following completion of the Spin-Off, the Issuer may be subject to
significant, previously undisclosed liabilities of the acquired business that were not identified during
the due diligence and which could contribute to poor operational performance, undermine any attempt
to integrate Metrovacesa in line with the Issuer’s business plan and the Integration Agreement and have
a material adverse effect on the Issuer’s financial condition and results of operations.
The valuation of the assets comprising the Commercial Real Estate Portfolio over time could be
lower than the value assigned to it in the context of the Spin-Off
Under the terms of the Integration Agreement, the Commercial Real Estate Portfolio (as defined in
“Integration of Metrovacesa”) will be spun off in favour of the Issuer. The Commercial Real Estate
Portfolio had a total GAV of €3,206 million as at 30 June 2016 (based on an adjusted market value of
the aggregate market value taken from the Metrovacesa Valuation Report).
The valuation of real estate assets and real estate-related acquisitions is inherently subjective due to
their lack of liquidity and, among other factors, a number of assumptions based on the nature of each
property, its location, the expected future rental revenues from that particular property or real estaterelated acquisitions and the valuation methodology adopted. Any such valuation is subject to a degree
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of uncertainty and may be made on the basis of assumptions and methodologies which may not prove
to be accurate, particularly in periods of volatility, low transaction flow or restricted debt availability in
the real estate market. In addition, any valuations relied on by the Group will reflect the position only
as at the date of such valuation, and market movements since then and over the longer term may cause
significant fluctuations in the value of the real estate assets or real estate-related acquisitions. If the
valuation of the Commercial Real Estate Portfolio turns out to be inaccurate or decreases over time,
this could have a material adverse effect on the Group’s revenues and operations and, accordingly, the
Issuer’s ability to meet its obligations under the Notes.
Following completion of the Spin-Off, the Issuer’s major shareholder will be able to exercise
significant influence over the Group and its interests may conflict with those of the Group and other
minority shareholders and may result in business decisions which are not in the Group’s best
interest
Following completion of the Spin-Off, Santander will hold 21.95% of the Issuer’s share capital and
will have the right to appoint three non-executive directors to the Board of Directors. As such, it will be
able to exercise significant influence over the Group and its interests may differ from the Issuer’s
interests or those of the Issuer’s other shareholders.
Since the financial crisis, financial institutions such as Santander have sought to dispose of real estate
assets (including real estate assets used as security in financing arrangements and mortgaged assets
seized from debtors following defaults). In addition, Santander also holds stakes in other real estate
companies. Although the Issuer does not consider Santander to compete directly with the Group in its
market segments, there can be no assurance that the activities of Santander will not conflict with the
interests of the Group. Any of the foregoing could have a material adverse effect on the Group’s
revenues and operations and, accordingly, the Issuer’s ability to meet its obligations under the Notes.”
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DOCUMENTS INCORPORATED BY REFERENCE
The documents set out below, which have been previously published and which have been filed with the CSSF,
shall be deemed, via this Supplement, to be incorporated by reference into, and to form part of, the Base
Prospectus. Copies of documents incorporated by reference in the Base Prospectus may be inspected, free of
charge, during normal business hours at the registered office of the Issuer or obtained (without charge) from
the website of the Luxembourg Stock Exchange (www.bourse.lu).
To that end, the information set out below shall supplement, by virtue of this Supplement, the section of the
Base Prospectus entitled “Documents Incorporated By Reference” on pages 34 to 35 of the Base
Prospectus:
“Interim condensed consolidated financial statements of the Issuer as of and for the period of six
months ended 30 June 2016
Merlin Properties, SOCIMI, S.A. interim condensed consolidated financial statements as of and
for the period of six months ended 30 June 2016

Auditors’ limited review report on the interim condensed consolidated financial
statements................................................................................................................

Pages 2 - 3

Interim condensed consolidated statement of financial condition as of 30 June 2016
and 31 December 2015 ............................................................................................

Page 5

Interim condensed consolidated statement of income for the six month periods ended
30 June 2016 and 2015 ............................................................................................

Page 6

Interim condensed consolidated statement of comprehensive income for the six
month periods ended 30 June 2016 and 2015............................................................

Page 6

Interim condensed consolidated statement of changes in equity for the six month
periods ended 30 June 2016 and 2015 ......................................................................

Page 7

Interim condensed consolidated statement of cash flows for the six month periods
ended 30 June 2016 and 2015 ..................................................................................

Page 8

Notes .......................................................................................................................

Pages 10 - 43

Note: the page numbers in the above table refer to the page numbers of the corresponding pdf file.”
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INFORMATION ON THE COMPANY
The information set out below shall supplement the section of the Base Prospectus entitled
“Information on the Company” on pages 77 to 81 of the Base Prospectus by replacing in its entirety
the information contained in the table included in the sub-section entitled “Management — Board of
Directors”:

Name

Title

Executive
Mr. Ismael Clemente ................................................................
Chairman

Executive
Mr. Miguel Ollero ................................................................
Director

Non-Executive
Ms. Ana García Fau ................................................................
Independent
Director

Principal activities
outside the Group
Director of Ardim, S.A.,
Ardim Casa Port I, S.àr.l.,
Ardim Parc Logistique,
S.àr.l., Bincomerc, S.A.,
Caesar Park Hotel
Portugal, S.A., DB Real
Estate Iberian Value Added
I, S.A., SICAR, Diars
Tamouda, S.àr.l., Felting,
S.G.P.S., LV Bureau, S.A.,
MAGIC Real Estate, S.L.,
Proargos Tánger, S.A.
(under insolvency
proceedings), Prodec
Immobilier, Sci, QPL
Empreendimentos, S.A.,
QPL Lux, S.àr.l., RREEF
Moroccan Explorer I, S.A.,
SICAR, Silcoge, S.A., and
Tree Inversiones
Inmobiliarias, S.A.
Director of Ardim Casa
Port I, S.àr.l., Ardim Parc
Logistique, S.àr.l., Ardim,
S.A., Bincomerc, S.A.,
Caesar Park Hotel Portugal,
S.A., DB Real Estate
Iberian Value Added I,
S.A., SICAR, Diars
Tamouda, S.àr.l., Felting,
S.G.P.S., Fidere
Residencial, S.L.U., LV
Bureau, S.A., MAGIC Real
Estate, S.L., Proargos
Tánger, S.A. (under
insolvency proceedings),
Prodec Immobilier, Sci,
QPL Empreendimentos,
S.A., RREEF Moroccan
Explorer I, S.A., SICAR,
and Silcoge, S.A.
Independent Director and
member of the
Remunerations Committee
of Eutelsat
Communications, S.A.
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Non-Executive
Mr. Alfredo Fernández................................................................
Independent
Director

Non-Executive
Independent
Mr. Fernando Ortiz ................................................................
Director

Non-Executive
Ms. María Luisa Jordá ................................................................
Independent
Director

Non-Executive
Mr. Donald Johnston ................................................................
Independent
Director

Non-Executive
Ms. Ana de Pro................................................................
Independent
Director
Non-Executive
Independent
Mr. John Gómez-Hall ................................................................
Director

Managing Partner at AF
Corporate Finance,
Chairman of the Board of
Directors of Catral Garden
& Home Depot, S.L.,
Chairman of the Board of
Directors of South Capital
Fotovoltaica I, SICC, S.A.,
Vice-Chairman of the
Board of Directors,
member of the Delegated
Committee and member of
the Nominations,
Retributions and Corporate
Governance committee of
NH Hotel Group, S.A., and
Chairman of the Board of
Directors of Everwood
Capital SGEIC, S.A.
Managing Partner and
Chairman of ProA Capital
de Inversiones, SGECR,
S.A., Director of Avizor,
S.A., SABA
infraestructuras, S.A.,
Eugin, S.A. and Ibermática,
S.A.
Director of Jazztel, plc
Director and member of the
Audit and Control
Committee of Tubos
Reunidos, S.A., and
Member of the Governing
Board and member of the
Audit Committee of the
Institute of Directors and
Administrators (Instituto de
Consejeros y
Administradores)
Chairman of Yankee
Kingdom Advisory, Senior
External Advisor to
Deutsche Bank, Executive
Director and member of the
Audit and Control
Committee of Acerinox,
and Member of the
Advisory Committee of
Broseta
Chief Financial Officer of
Amadeus, S.A.
Senior advisor to TPG
Capital and Director of
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Servihabitat Servicios
Inmobiliarios
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INFORMATION ON THE GROUP
The information set out below shall supplement the section of the Base Prospectus entitled
“Information on the Group” on pages 82 to 91 of the Base Prospectus by adding the following wording
as a new sub-section immediately following the sub-section entitled “History” .
Recent Developments
On 20 June 2016, and in accordance with the investment agreement entered into between the Company
and Sacyr, S.A. (“Sacyr”) on 8 June 2015, the Company acquired the remaining 34,810,520 shares of
Testa Inmuebles en Renta SOCIMI, S.A. (“Testa”) from Sacyr, representing 22.61% (€6,962,104) of
the share capital and the voting rights of Testa, for €316.84 million.
On 21 June 2016, the board of directors of Merlin and Testa approved the merger between Merlin and
Testa. As a result of this merger, Testa will cease to exist and Merlin will acquire all of Testa’s assets
and liabilities. The Public Deed of the merger was granted on 10 October 2016 and the merger will be
effective upon registration of the Public Deed which is expected to be on or around the date of this
Supplement.
On 30 September 2016, the Company signed an agreement to acquire Adequa, an office complex
situated in Las Tablas in the north of Madrid with a GLA of over 107,000 sqm and whose main tenants
are Técnicas Reunidas and Renault, for €380 million. The transaction is expected to close in December
2016.
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INTEGRATION OF METROVACESA
The information set out below shall form a new section of the Base Prospectus to be inserted
immediately following the section of the Base Prospectus entitled “Information on the Group” on
pages 82 to 91 of the Base Prospectus.
“INTEGRATION OF METROVACESA
On 21 June 2016, the Issuer, Testa and Testa Residencial entered into the Integration Agreement with
Metrovacesa and the Principal Metrovacesa Shareholders. Under the Integration Agreement, the parties
agreed the Spin-Off, entailing a total spin-off (escisión total) of Metrovacesa which will result in its
winding-up and the division of its assets into three business units. The terms of the Spin-Off were
published on the respective corporate websites of the Issuer and Metrovacesa and filed with the Madrid
Commercial Registry in accordance with applicable regulation.
The Spin-Off is aimed at concentrating Metrovacesa’s commercial real estate rental assets and
liabilities under the ownership of the Issuer, concentrating Metrovacesa’s residential real estate rental
assets and liabilities under the ownership of Testa Residencial, and spinning off Metrovacesa’s nonstrategic real estate assets and liabilities into a newly-incorporated company, Metrovacesa Promoción y
Arrendamiento, S.A. which, in turn, will be wholly-owned by the current shareholders of Metrovacesa.
The concentration of Metrovacesa’s commercial real estate assets and liabilities under the ownership of
the Issuer, and that of Metrovacesa’s residential real estate assets and liabilities under the ownership of
Testa Residencial, together constitute one of the largest transactions carried out in the Spanish real
estate market to date. Following consummation of the Spin-Off, the Issuer believes that the Group will
hold the largest portfolio (in terms of GAV) of non-residential real estate rental assets of any listed real
estate company in Spain based on publicly available information of its peers and Testa Residencial will
hold one of the largest portfolio (in terms of GAV) of residential real estate rental assets in Spain.
Total spin-off of Metrovacesa and transfer of business units
(a)

Commercial real estate rental assets and liabilities. Metrovacesa will spin off in
favour of the Issuer, as beneficiary company, its entire commercial real estate rental
business unit, consisting of non-residential real estate rental assets (the “Commercial
Real Estate Portfolio”), and thus encompassing all related assets (including, without
limitation, real estate, shares and other equity interests in subsidiaries and minorityowned entities, and contractual rights) and related liabilities (save for €250 million in
indebtedness which will instead be transferred together with the Residential Real
Estate Portfolio (as defined below) to Testa Residencial). The spin-off of the
Commercial Real Estate Portfolio will also include the transfer of the entire staff,
save for 20 employees, of Metrovacesa (136 employees in total) to the Issuer.
The Commercial Real Estate Portfolio had a total GAV of €3,206 million as at
30 June 2016 (based on an adjusted market value of the aggregate market value taken
from the Metrovacesa Valuation Report). It comprises 37 offices (representing 57%
of the Commercial Real Estate Portfolio in terms of GAV as at 30 June 2016, 14
shopping centres (32%), 12 hotels (8%) and 18 other properties (including logistics
assets, retail premises, senior residences and parkings) (3%). The Commercial Real
Estate Portfolio includes one shopping centre, one hotel and one office, which are not
yet operational.
The office buildings included in the Commercial Real Estate Portfolio consist of
single-tenant and multi-tenant buildings located in Madrid (89% in terms of GAV as
at 30 June 2016, based on an adjusted market value of the aggregate market value
taken from the Metrovacesa Valuation Report) and Barcelona (11%), predominantly
in the prime Central Business Districts (“CBD” (34% in terms of GAV as at 30 June
2016), new business areas (47%) and peripheral areas (19%). The shopping centres
included in the Commercial Real Estate Portfolio consist of large- and medium-sized
properties located in prime urban locations characterised by high GDP per capita,
such as Madrid, Barcelona, Bilbao and Valencia. The hotels included in the
Commercial Real Estate Portfolio consist of urban hotels located principally in
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Madrid, Barcelona and Valencia, and vacation hotels located in, among other areas,
Fuerteventura, Almería and Málaga.
Once the Spin-Off becomes effective, the shareholders of Metrovacesa will subscribe
for 31.237% of the share capital of the Issuer, with an exchange ratio of one (1) share
of the Issuer for every 20.95722 shares of Metrovacesa. The Issuer, as beneficiary of
the Spin-off, will increase its share capital by an aggregate amount of €146,740,750
through the issuance of 146,740,750 new shares of nominal value €1.00 each.
(b)

Residential real estate rental assets and liabilities. Metrovacesa will spin off in
favour of Testa Residencial (currently a wholly-owned subsidiary of the Issuer), as
beneficiary company, its entire residential rental business unit, consisting of
residential real estate rental assets (the “Residential Real Estate Portfolio”), and
thus encompassing all related assets (including, without limitation, real estate, shares
and other equity interests in subsidiaries and minority-owned entities, and contractual
rights) and related liabilities (as well as €250 million in indebtedness not transferred
to the Issuer in connection with the Commercial Real Portfolio). The spin-off of the
Residential Real Estate Portfolio will also include the transfer of ten employees of
Metrovacesa to the staff of Testa Residencial.
The Residential Real Estate Portfolio comprises 37 residential assets with a GAV of
€722 million as at 30 June 2016 (based on an adjusted market value of the aggregate
market value taken from the Metrovacesa Valuation Report), which are
predominantly located in Madrid (61% of GAV for the Residential Real Estate
Portfolio as at 30 June 2016). The assets consist of largely private residential
dwellings and, to a lesser extent, government-subsidised residential dwellings that
have received government financing either in the construction phase or at the time of
purchase and are therefore subject to compliance with ongoing floor space and rental
rate restrictions.
Once the Spin-Off becomes effective, the shareholders of Metrovacesa will subscribe
for 65.76% of the outstanding share capital of Testa Residencial, with a
corresponding decrease in the Issuer’s shareholding in Testa Residencial to 34.24%.
The Issuer will thus lose control of Testa Residencial, resulting in the deconsolidation
of Testa Residencial from the Group.
In connection with the Spin-Off, the Issuer and Testa Residencial have agreed to
enter into a long-term service agreement under which the Issuer will provide
remunerated advisory, planning and strategic asset management services to Testa
Residencial, with a view to creating a leading listed company in Spain specialised in
residential letting.

(c)

Non-strategic real assets and liabilities. Metrovacesa will spin off in favour of the
newly-incorporated Metrovacesa Promoción y Arrendamiento, S.A. (“Metrovacesa
Promoción y Arrendamiento”) the remaining assets not transferred to the Issuer or
Testa Residencial, consisting of certain land and work-in-progress construction assets
for future development as rental assets as well as already operational rental assets
whose characteristics do not fit with the Issuer’s investment profile. Once the SpinOff becomes effective, the shareholders of Metrovacesa will hold 100% of the
outstanding share capital of Metrovacesa Promoción y Arrendamiento.

Metrovacesa Valuation Report
Savills Consultores Inmobiliarios, S.A. (“Savills”) authorised the use in this Base Prospectus of the
valuations set forth in the Metrovacesa Valuation Report and accepted responsibility for their content
vis-à-vis the Issuer and the Dealers.
Savills has its business address at Calle de José Abascal 45, 1a Planta, 28003 Madrid, Spain and has
confirmed that: (i) it has prepared the Metrovacesa Valuation Report in accordance with RICS
Valuation Standards 8th Edition as amended (the “Red Book”); (ii) it is acting as External Valuer, as
defined in the Red Book; and (iii) it is not aware of any conflict of interest with the Issuer preventing it
from providing an independent valuation of the assets included in the Commercial Real Estate Portfolio
and the Residential Real Estate Portfolio in accordance with the Red Book.
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The value of the properties in the Metrovacesa Valuation Report has been assessed on the basis of
market value (excluding land) in accordance with the appropriate sections of both the current
Professional Standards and Valuation Practice Statements contained in the Red Book. These are
internationally accepted valuation standards. Market value is defined as “the estimated amount for
which an asset or liability should exchange on the date of valuation between a willing buyer and a
willing seller in an arm’s length transaction after proper marketing wherein the parties had each acted
knowledgeably, prudently and without compulsion”.
Exchange ratios
The exchange ratios applicable to the Spin-Off as set out in the Integration Agreement are definitive
and are not subject to adjustment or review, having been calculated by taking into account (among
other factors):
the estimated net asset value of the consolidated assets prior to taxes (“NAV”) of Metrovacesa
and the Issuer (including Testa Residencial within its perimeter of consolidation) as at 31
December 2015, calculated, in the case of the Issuer and Testa Residencial, in accordance with
the criteria of the European Public Real Estate Association, taking into account asset
valuations estimated by third parties and, in the case of Metrovacesa, pursuant to International
Financial Reporting Standards, taking into account asset valuations estimated by third parties
under the standards of the Royal Institution of Chartered Surveyors of Britain and the
International Valuation Standards published by the International Valuation Standards
Committee;
the profitability of the businesses of the Issuer, Testa Residencial and Metrovacesa and the
potential increase of their respective NAV;
the Issuer’s share price and its past performance;
the distribution by the Issuer to its shareholders of a dividend for an aggregate amount of
€66,221,150;
the distribution by Metrovacesa to its shareholders of reserves or a dividend for an aggregate
amount of €50,000,024.92;
the assumption by Testa Residencial, as part of the liabilities transferred by means of universal
succession together with the Residential Real Estate Portfolio, of an amount of €250 million of
debt;
the contribution by Testa to the share capital of Testa Residencial of certain assets valued at
€32.5 million;
the assumption by Testa Residencial of bank debt of Testa for an aggregate amount of
€76,216,000 and of a financial derivative with a notional value of €37,240,000; and
the cancellation of the existing intra-group debt between Testa and Testa Residencial for an
aggregate amount of €84,481,125.94 as at 31 March 2016.
Share capital
Following completion of the Spin-off, the share capital of the Company will amount to €469,770,750
represented by 469,770,750 shares with a nominal value of €1 per ordinary share (the “Shares”). This
share capital increase was approved at the general shareholders’ meeting of the Issuer on 15 September
2016.
Authorisations and timing
Competition clearance relating to the Spin-Off was obtained on 25 August 2016 and the Spin-Off was
approved by the shareholders of the Issuer, the shareholders of Metrovacesa and Testa as sole
shareholder of Testa Residencial, in each case on 15 September 2016. Following such approval, the
Issuer, Metrovacesa and Testa Residencial published a regulatory announcement (dated 19 September
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2016) regarding the approval of the Spin-Off in the Official Bulletin of the Commercial Registry
(Boletín Oficial del Registro Mercantil) and the newspaper, La Razón. Pursuant to Articles 44 and 73
of Law 3/2009, on structural amendments of commercial companies, the respective creditors of the
Issuer, Metrovacesa and Testa Residencial have the right to object to the Spin-Off during a period of
one month following publication of such announcements. In the event that a creditor were to object to
the Spin-Off on or prior to the 19 October 2016 deadline, the Spin-Off would be incapable of
consummation until the indebtedness owed to such creditor had been repaid or secured or such creditor
had otherwise retracted its objection. Therefore, the exercise of such right to object could delay
consummation of the Spin-Off. See “Risk Factors—6. Specific Risks Relating to the Integration of
Metrovacesa—The integration of Metrovacesa depends on the satisfaction of various steps which could
fail to occur.”
The Spin-Off is expected to become effective on or around 28 October 2016 through the execution of
the public deed formalising the Spin-Off and its registration with the Madrid Commercial Registry (the
“Effective Date”). The Issuer will notify investors of such event through the publication of a regulatory
announcement, to be published on the website of the Luxembourg Stock Exchange (www.bourse.lu)
and the Issuer’s corporate website (www.merlinproperties.com).
Management Bodies
The Integration Agreement also envisages the modification of the management bodies of the Issuer and
Testa Residencial. In particular, the size of the Board of Directors of the Issuer will be increased from
10 to 15 members, four of whom will be non-independent directors (three appointed by Santander and
one appointed by BBVA), two executive directors (Mr. Ismael Clemente Orrego and Mr. Miguel
Ollero Barrera) and nine independent directors. Likewise, Mr. Rodrigo Echenique Gordillo will assume
the role of non-executive Chairman of the Board of Directors, while Mr. Ismael Clemente Orrego will
remain executive Vice Chairman and Chief Executive Officer.
The following table sets forth the name, title and principal activities outside the Group of each member
of the Board of Directors of the Issuer as it will be constituted following completion of the Spin-Off.

Name

Title

Executive
Mr. Ismael Clemente ................................................................
Chairman

Non-Executive
Mr. Rodrigo Echenique Gordillo ..............................................................
Chairman

Principal activities
outside the Group
Director of Ardim, S.A.,
Ardim Casa Port I,
S.àr.l., Ardim Parc
Logistique, S.àr.l.,
Bincomerc, S.A.,
Caesar Park Hotel
Portugal, S.A., DB Real
Estate Iberian Value
Added I, S.A., SICAR,
Diars Tamouda, S.àr.l.,
Felting, S.G.P.S., LV
Bureau, S.A., MAGIC
Real Estate, S.L.,
Proargos Tánger, S.A.
(under insolvency
proceedings), Prodec
Immobilier, Sci, QPL
Empreendimentos, S.A.,
QPL Lux, S.àr.l.,
RREEF Moroccan
Explorer I, S.A.,
SICAR, Silcoge, S.A.,
and Tree Inversiones
Inmobiliarias, S.A.
Executive ViceChairman of Banco
Santander, Non-
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Executive Director of
Inditex

Mr. Miguel Ollero ................................................................

Ms. Francisca Ortega Hernández-Agero ................................

Executive
Director

Director of Ardim Casa
Port I, S.àr.l., Ardim
Parc Logistique, S.àr.l.,
Ardim, S.A.,
Bincomerc, S.A.,
Caesar Park Hotel
Portugal, S.A., DB Real
Estate Iberian Value
Added I, S.A., SICAR,
Diars Tamouda, S.àr.l.,
Felting, S.G.P.S., Fidere
Residencial, S.L.U., LV
Bureau, S.A., MAGIC
Real Estate, S.L.,
Proargos Tánger, S.A.
(under insolvency
proceedings), Prodec
Immobilier, Sci, QPL
Empreendimentos, S.A.,
RREEF Moroccan
Explorer I, S.A.,
SICAR, and Silcoge,
S.A.

Non-Executive
Director

Head of major clients
within the
Restructurings and
Corporate Holdings
Department in Banco
Santander, Director of
Sareb, and PBI Gestión
Agencia de Valores

Non-Executive
Mr. Javier Garcia-Carranza Benjumea ......................................................
Director

Non-Executive
Mr. Agustín Vidal-Aragón de Olives ........................................................
Director

Non-Executive
Ms. Pilar Cavero Mestre ................................................................
Independent
Director

Non-Executive
Mr. Juan María Aguirre Gonzalo..............................................................
Independent
Director

Deputy Director
General of Banco
Santander, Director of
Metrovacesa Suelo y
Promoción, S.A., Sareb,
Altamira Asset
Management, S.A., and
Altamira Real Estate
Head of BBVA Real
Estate
Founding partner and
Head of the Labour and
Employment
Department of
Cuatrecasas and cofounding partner of
Cuatrecasas Madrid
Director of BBVA
Elcano, SRC, CRB
Inverbio y Mevion
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Technology, Sacyr,
S.A., EOM Peru, CGU
Colombia, and
Mantbraca Aruba
Non-Executive
Ms. Ana García Fau ................................................................Independent
Director

Non-Executive
Mr. Alfredo Fernández................................................................
Independent
Director

Non-Executive
Mr. Fernando Ortiz ................................................................Independent
Director

Non-Executive
Ms. María Luisa Jordá ................................................................
Independent
Director

Non-Executive
Mr. Donald Johnston ................................................................
Independent

Independent Director
and member of the
Remunerations
Committee of Eutelsat
Communications, S.A.
Managing Partner at AF
Corporate Finance,
Chairman of the Board
of Directors of Catral
Garden & Home Depot,
S.L., Chairman of the
Board of Directors of
South Capital
Fotovoltaica I, SICC,
S.A., Vice-Chairman of
the Board of Directors,
member of the
Delegated Committee
and member of the
Nominations,
Retributions and
Corporate Governance
committee of NH Hotel
Group, S.A., and
Chairman of the Board
of Directors of
Everwood Capital
SGEIC, S.A.
Managing Partner and
Chairman of ProA
Capital de Inversiones,
SGECR, S.A., Director
of Avizor, S.A., SABA
infraestructuras, S.A.,
Eugin, S.A. and
Ibermática, S.A.
Director of Jazztel, plc
Director and member of
the Audit and Control
Committee of Tubos
Reunidos, S.A., and
Member of the
Governing Board and
member of the Audit
Committee of the
Institute of Directors
and Administrators
(Instituto de Consejeros
y Administradores)
Chairman of Yankee
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Director

Kingdom Advisory,
Senior External Advisor
to Deutsche Bank,
Executive Director and
member of the Audit
and Control Committee
of Acerinox, and
Member of the
Advisory Committee of
Broseta

Non-Executive
Ms. Ana de Pro........................................................................................
Independent
Director

Chief Financial Officer
of Amadeus, S.A.

Non-Executive
Mr. John Gómez-Hall ................................................................
Independent
Director

Senior advisor to TPG
Capital and Director of
Servihabitat Servicios
Inmobiliarios

Testa Residencial will have a board of directors composed of directors appointed by Testa
Residencial’s shareholders in proportion to their respective stakes in the outstanding share capital.
Commitments in relation to the transfer of shares
Furthermore, the Integration Agreement includes certain commitments in relation to restrictions on the
transfer of the Shares subscribed for by the Principal Metrovacesa Shareholders as a consequence of
the Spin-Off. In particular, among other things, each Principal Metrovacesa Shareholder has agreed not
to dispose of any Shares during the six months following the Effective Date. In addition, for as long as
any Principal Metrovacesa Shareholder holds at least 2% of the Shares, each Principal Metrovacesa
Shareholder has further agreed:
to grant a pre-emptive right of purchase to the Issuer (for its own benefit or the benefit of a
third party presented by the Issuer for such purpose) over any Shares agreed to be transferred
to a third party transferee to the extent that (i) such Shares represent 10% or more of the
outstanding share capital of the Issuer or (ii) as a result of such transfer (taken together with
any existing holdings of Shares), such third party transferee would hold a stake exceeding
15% of the outstanding share capital of the Issuer;
not to sell in the secondary market on any given day a quantity of Shares exceeding 20% of
the average daily trading volume of the Shares, taking into account for such purposes the
average daily trading volume of the Shares during the 15 trading sessions immediately
preceding the date of the proposed sale; and
with respect to any sale of Shares representing more than 1% of the outstanding share capital
of the Issuer, to coordinate between the Principal Metrovacesa Shareholders such sale process
as well as grant the Issuer the right to submit orders and to participate in the allocation of such
Shares to investors, provided further that each Principal Metrovacesa Shareholder has
undertaken not to negotiate any subsequent sale of Shares representing more than 1% of the
outstanding share capital of the Issuer within three months following the settlement of the
aforementioned such sale (regardless of whether or not the relevant Metrovacesa Principal
Shareholder participated in such sale).
The restrictions described above will not, however, apply to the transfer of Shares (i) within each
Metrovacesa Principal Shareholder’s group or (ii) in the event of a public tender offer for the Shares
addressed to all holders thereof with voting rights and all holders of bonds convertible into or
exchangeable for Shares.
Pro Forma Financial Information
For an illustration, on a pro forma basis, of how the Issuer’s interim condensed consolidated balance
sheet at 30 June 2016 and its interim condensed consolidated statement of profit or loss for the six
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months ended 30 June 2016 might have been affected by the Spin-Off, assuming that the Spin-Off had
been completed on 30 June 2016 for the purposes of the condensed consolidated balance sheet and 1
January 2016 for the purposes of condensed consolidated statement of profit or loss. See “Unaudited
Pro Forma Condensed Consolidated Financial Information as of and for the six months ended 30 June
2016”.”
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GENERAL INFORMATION
The information set out below shall supplement the section of the Base Prospectus entitled “General
Information” on pages 117 to 119 of the Base Prospectus.
To this end, the following text shall, by virtue of this Supplement, replace, in its entirety, paragraph 3
of this section:
“(3)

There has been no material adverse change in the prospects of the Issuer or of the Group since
31 December 2015 and, save as described in “Integration of Metrovacesa”, there has been no
significant change in the financial or trading position of the Issuer or of the Group since 30
June 2016.”

Furthermore, the following text shall, by virtue of this Supplement, be inserted as a new sub-paragraph
(11)(viii) of this section:
“(viii)

the interim condensed consolidated financial statements of the Issuer as of and for the period
of six months ended 30 June 2016;”
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DEFINITIONS
The information set out below shall supplement the section of the Base Prospectus entitled
“Definitions” on pages 120 to 125 of the Base Prospectus.
To this end, the following text shall, by virtue of this Supplement, be added to this section:
“Dealers” ………………………………….

Banco Bilbao Vizcaya Argentaria, S.A., Banca IMI
S.p.A., Banco Santander, S.A., Barclays Bank PLC,
BNP Paribas, Citigroup Global Markets Limited, Crédit
Agricole Corporate and Investment Bank, Credit Suisse
Securities (Europe) Limited, Deutsche Bank AG,
London Branch, Goldman Sachs International, ING
Bank N.V., J.P. Morgan Securities plc, Mediobanca –
Banca di Credito Finanziario S.p.A., NATIXIS and
Société Générale and all persons appointed as a Dealer
in respect of one or more Tranches;

“Metrovacesa Valuation Report”……….

the valuation report dated 14 October 2016 prepared by
Savills at the request of Metrovacesa of the real estate
assets held by Metrovacesa and its subsidiaries as at 30
June 2016;”
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PROGRAMME PARTICIPANTS
The following information shall, by virtue of this Supplement, replace, in its entirety, the list of names and
addresses of the programme participants on pages 126 and 127 of the Base Prospectus:
“REGISTERED OFFICE OF THE ISSUER
Merlin Properties, SOCIMI, S.A.
Paseo de la Castellana, 42
28046 Madrid
Spain
INDEPENDENT AUDITORS
Deloitte, S.L.
Plaza de Pablo Ruiz Picasso 1, Torre Picasso
28020 Madrid
Spain
ARRANGER
Société Générale
29, boulevard Haussmann
75009 Paris
France
DEALERS
Banco Bilbao Vizcaya Argentaria, S.A.
Ciudad BBVA
Calle Sauceda 28
Edificio Asia
28050 Madrid
Spain

Banca IMI S.p.A
Largo Mattioli 3
20121 Milan
Italy

Banco Santander, S.A.
Gran Via de Hortaleza 3
Edificio Pedreña
28033 Madrid
Spain

Barclays Bank PLC
5 The North Colonnade
Canary Wharf
London E14 4BB
United Kingdom

BNP Paribas
10 Harewood Avenue
London NW1 6AA
United Kingdom

Citigroup Global Markets Limited
Citigroup Centre
Canada Square
Canary Wharf
London E14 5LB
United Kingdom

Crédit Agricole Corporate and
Investment Bank
12 place des Etats-Unis, CS 70052
92547 Montrouge CEDEX
France

Credit Suisse Securities (Europe) Limited
One Cabot Square
Canary Wharf
London E14 4JQ
United Kingdom
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Deutsche Bank AG, London Branch
Winchester House
1 Great Winchester Street
London EC2N 2DB
United Kingdom

Goldman Sachs International
Peterborough Court
133 Fleet Street
London EC4A 2BB
United Kingdom

ING Bank N.V.
Foppingadreef 7
1102 BD Amsterdam
The Netherlands

J.P. Morgan Securities plc
25 Bank Street
Canary Wharf
London E14 5JP
United Kingdom

Mediobanca – Banca di Credito
Finanziario S.p.A.
Piazzetta Enrico Cuccia 1
20121 Milan
Italy

NATIXIS
30 Avenue Pierre Mendès-France
75013 Paris
France

Société Générale
29, boulevard Haussmann
75009 Paris
France
FISCAL AGENT

LUXEMBOURG PAYING AGENT AND
LISTING AGENT

Société Générale Bank & Trust S.A.
11 Avenue Emile Reuter
L-2420 Luxembourg

Société Générale Securities Services
Luxembourg S.A.
28-32 Place de la gare
L-1616 Luxembourg

LEGAL ADVISERS

To the Issuer
as to English and Spanish law

To the Dealers
as to English and Spanish law

Freshfields Bruckhaus Deringer LLP
Fortuny, 6
28010 Madrid
Spain

Linklaters, S.L.P.
Almagro, 40
28010 Madrid
Spain”
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UNAUDITED PRO FORMA CONDENSED CONSOLIDATED FINANCIAL INFORMATION
AS OF AND FOR THE SIX MONTHS ENDED 30 JUNE 2016
The information set out below shall form a new section of the Base Prospectus to be inserted
immediately following the section of the Base Prospectus entitled “Definitions”.
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MERLIN PROPERTIES
SOCIMI, S.A.
and Subsidiaries
Pro Forma Condensed Consolidated
Financial Information as at 30 June 2016
and for the six-month period ended 30
June 2016

Special independent auditors’ report prepared in
accordance with International Standard on Assurance
Engagements (ISAE) 3420, Assurance Engagements to
Report on the Compilation of Pro Forma Financial
Information Included in a Prospectus, issued by the
International Auditing and Assurance Standards Board.

Special independent auditors’ report prepared in accordance with International Standard on Assurance Engagements
(ISAE) 3420, Assurance Engagements to Report on the Compilation of Pro Forma Financial Information Included in a
Prospectus, issued by the International Auditing and Assurance Standards Board.

SPECIAL INDEPENDENT AUDITOR'S REPORT ON THE COMPILATION OF PRO FORMA FINANCIAL
INFORMATION INCLUDED IN A PROSPECTUS
To the Board of Directors of Merlin Properties SOCIMI, S.A.,
We have conducted our engagement on the accompanying pro forma condensed consolidated financial
information of Merlin Properties SOCIMI, S.A. (“Merlin”) prepared by the directors of Merlin Properties
SOCIMI, S.A., which comprises the pro forma condensed consolidated balance sheet as at 30 June 2016, the pro
forma condensed consolidated statement of profit or loss for the six-month period then ended and the related
explanatory notes. The applicable criteria on the basis of which the directors of Merlin Properties SOCIMI, S.A.
compiled the pro forma financial information, are described in Note 3 to the aforementioned pro forma financial
information, are those provided for in the European Commission Regulation (EC) No. 809/2004 and the
European Securities and Markets Authority (ESMA) update of the CESR recommendations for the consistent
implementation of the aforementioned Regulation (ESMA/2011/81).
The pro forma condensed consolidated financial information was compiled by the directors of Merlin Properties
SOCIMI, S.A. to illustrate the impact of the following transaction described in Note 1:
On 21 June 2016, Merlin Properties SOCIMI, S.A. (“Merlin” and/or “the Merlin Group”) signed an integration
agreement with Metrovacesa, S.A. (“Metrovacesa”) and its main shareholders (Banco Santander, S.A., Banco
Bilbao Vizcaya Argentaria, S.A. and Banco Popular Español, S.A.) in order to create the largest Spanish real
estate group of property assets and rented residential property.
In accordance with the integration agreement, the transaction will be carried out through the total spin-off of
Metrovacesa, S.A., resulting in the extinguishment of that company. The agreement will entail mainly the
following:
a) The incorporation of the entire commercial business unit of Metrovacesa (“Commercial Business Unit”),
consisting of property for non-residential use operated under lease (including the employees of the
Metrovacesa Group and the properties and shares of the subsidiaries or investees, the agreements and, in
general, all the assets and liabilities of Metrovacesa associated with the tertiary assets, except for EUR 250
million of debt which was allocated to the residential business unit under the spin-off agreement). As
consideration for the business received, the parent of Merlin will increase share capital by EUR 1,672,845
thousand (share capital plus share premium), equivalent to the value of the assets of Metrovacesa, S.A.,
which will be subscribed by its shareholders. The exchange ratio will be one share of Merlin Properties
SOCIMI, S.A. for every 20,95722 shares of Metrovacesa, S.A. As a result of this transaction, the
shareholders will acquire 31.237% of the share capital of Merlin.
b) In addition, Metrovacesa will spin off to Testa Residencial, S.L., a Merlin Group company wholly owned
through Testa Inmuebles en Renta SOCIMI, S.A., all of the residential business unit (“Residential Business
Unit”), consisting of the residential properties operated under lease (including ten employees of Metrovacesa
and, in general, the assets and liabilities associated with the residential property, plus the EUR 250 million of
debt not transferred in the spin-off of assets and liabilities). As consideration for the residential business,
Testa Residencial, S.L. will increase share capital by EUR 441,785 thousand (share capital plus share
premium contained in the integration agreement signed by Merlin and Metrovacesa shareholders dated June
21, 2016) equivalent to the value attributed to the residential assets of Metrovacesa, S.A., which will be
subscribed by its shareholders. The exchange ratio will be one share of Metrovacesa, S.A. for every share of
Testa Residencial, S.L. As a result of this transaction, the shareholders of Metrovacesa will acquire 65.76%
of the share capital of Testa Residencial, S.L.
c) Lastly, as part of the total spin-off plan of Metrovacesa, S.A., the rest of its net assets (called non-strategic
assets) will be contributed to another investee of the shareholders of Metrovacesa, S.A. in the same
proportion as the interest they held in the latter ("Non-Strategic Assets").

The information was presented as if the transaction had occurred on 1 January 2016 to prepare the pro forma
condensed consolidated statement of profit or loss and at 30 June 2016 to prepare the pro forma condensed
consolidated balance sheet.
As indicated in Note 2 to the accompanying pro forma condensed consolidated financial information, the
information used as the basis for compiling the pro forma condensed consolidated financial information was
extracted by the directors of Merlin Properties SOCIMI, S.A. from:
 Interim condensed consolidated financial statements and explanatory notes thereto of Merlin Properties
SOCIMI, S.A. and Subsidiaries for the six-month period ended 30 June 2016 prepared in accordance with
IAS 34, Interim Financial Reporting, subject to limited review by Deloitte, S.L., for which the corresponding
limited review report was issued on 21 September 2016 which did not disclose any significant matters.
 Interim condensed consolidated financial statements and explanatory notes thereto of Metrovacesa, S.A. and
subsidiaries for the six-month period ended 30 June 2016 prepared in accordance with IAS 34, Interim
Financial Reporting (“IAS 34”). Those financial statements were subject to limited review by
PricewaterhouseCoopers Auditores, S.L., for which the corresponding limited review report was issued on 19
September 2016 which did not disclose any significant matters.
 Appraisals of the property assets, intangible assets, financial assets and investments in associates of
Metrovacesa, S.A. prepared by the independent valuers Savills Consultores Inmobiliarios.
 Total spin-off plan of Metrovacesa, S.A. approved by the Extraordinary General Meetings of Metrovacesa,
S.A. and Merlin Properties SOCIMI, S.A. held on 15 September 2016.
 Agreement for services that Merlin will provide to Testa Residencial.
Directors’ Responsibility for the Pro Forma Financial Information
The directors of Merlin Properties SOCIMI, S.A. are responsible for the preparation and content of the pro forma
financial information on the basis of the requirements established in the European Commission Regulation
(EC)No. 809/2004 and the ESMA update of the CESR recommendations for the consistent implementation of
the aforementioned Regulation (ESMA/2011/81). The directors of Merlin Properties SOCIMI, S.A. are also
responsible for the assumptions and hypotheses contained in Note 3 to the pro forma financial information on
which the pro forma adjustments in Note 4 are based.
Our Responsibility
Our responsibility is to issue the report required in section 7 of Annex II to the EU Regulation (Regulation (EC)
No. 809/2004), which in no case may be understood to be an audit of financial statements, about whether the pro
forma financial information has been properly compiled, in all material respects, by the directors of Merlin
Properties SOCIMI, S.A. on the basis of the requirements established in the European Commission Regulation
(EC) 809/2004, the ESMA update of the CESR recommendations for the consistent implementation of the
aforementioned Regulation (ESMA/2011/81) and the assumptions and hypotheses defined by the directors of
Merlin Properties SOCIMI, S.A.
We conducted our engagement in accordance with International Standard on Assurance Engagements (ISAE)
3420, Assurance Engagements to Report on the Compilation of Pro Forma Financial Information Included in a
Prospectus, issued by the International Auditing and Assurance Standards Board. This standard requires that we
comply with the applicable ethical requirements and plan and perform our procedures to obtain reasonable
assurance about whether the directors have compiled the pro forma financial information, in all material respects,
on the basis of the requirements established in the European Commission Regulation (EC) 809/2004, the ESMA
update of the CESR recommendations for the consistent implementation of the aforementioned Regulation
(ESMA/2011/81) and the assumptions and hypotheses defined by the directors of Merlin Properties SOCIMI,
S.A.
For purposes of this report, we are not responsible for updating or reissuing any reports or opinions on the
historical financial information used in compiling the pro forma financial information, or for expressing any
other opinion about the pro forma financial information, about the assumptions and hypotheses used in its
preparation, or about specific items or elements, nor have we performed an audit or limited review of the
financial information used in compiling the pro forma financial information.
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The purpose of pro fonna financial informatic.n included in a prospectus is solely to illustrate the impact of a
significant event or transaction on the entity's historical financial information as if the event had occurred or the
transaction had been undertaken at an earlier date selected for these purposes. Since this pro forma financial
information was prepared to reflect a hypothetical situation, it is not intended to represent, and does not represent
the financial and equity position or the results of operations of Merlin Properties SOCIMI, S.A. Consequently, we
do not express an opinion as to whether the financial infonnation that would have been obtained had the transaction
described occurred on I January 2016 for the statement of profit or loss and at 30 June 2016 for the balance sheet
would correspond with the accompanying pro forma financial information.
The aim of a report of this nature is to provide reasonable assurance as to whether the pro forma financial
information was compiled, in all material respects, on the basis ofthe criteria used in the preparation thereof and
requires the perfonnance of procedures necessary to assess whether the criteria used by directors in the
aforementioned compilation provide a reasonable basis for presenting the significant effects directly attributable
to the events or transactions, and to obtain sufficient appropriate evidence as to whether:
•
•
•

the pro fonna adjustments give appropriate effect to those criteria;
the pro forma financial information reflects the proper application of those adjustments to the historical
information; and
the accounting policies used by the directors of Merlin Properties SOCIMI, S.A. in compiling the pro forma
financial information are consistent with the accounting policies used in the preparation of the interim
condensed consolidated financial statements ofMerlin Properties SOCIMI, S.A. at 30 June 2016.

The procedures we have perfonned depend on our professional judgment, having regard to our understanding of
the nature of the company, the event or transaction in respect of which the pro forma financial information has
been compiled, and other relevant engagement circumstances.
The engagement also involves evaluating the \Jverall presentation of the pro forma financial information. We
believe that the evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.
In our opinion:
•
•

The accompanying pro fonna financial information has been properly compiled on the basis of the criteria used
and of the assumptions and hypotheses defined by the directors of Merlin Properties SOCIMI, S.A.
The accounting policies used by the directors of Merlin Properties SOCIMI, S.A. in compiling the
accompanying pro forma financial information are consistent with the accounting policies used in the
preparation of the interim condensed consolidated financial statements of Merlin Properties SOCIMI, S.A. at
30 June 2016.

This report was prepared at the request of Merlin Properties SOCIMI, S.A. in relation to the process of verifying
and registering the Prospectus relating to the debt issue of Merlin Properties SOCIMI, S.A. on the Official List of
the Luxembourg Stock Exchange, which is expected to be approved on or about 14 October 2016 and, therefore,
i! must not be used for any other purpose or in any other market, or published in any document of a similar nature
other than the Prospectus of Merlin Properties SOCIMI, S.A. without our express consent. We do not accept any
liability to p~..other than the addressees of this report.

o•r t

Antonio Sane ~c;;G isa Martin-Gonzalez
14 October 2016

3

MERLIN PROPERTIES
SOCIMI, S.A. and Subsidiaries
Unaudited Pro forma condensed
consolidated financial information at 30
June 2016 and for the six-month period
ended 30 June 2016
Unaudited Pro-forma Condensed Consolidated Financial
Information prepared pursuant to the requirements of European
Commission Regulation (EC) No 809/2004 of 29 April, and to the
content of the Recommendations of the Committee of European
Securities Regulators (CESR), now the European Securities and
Markets Authority (ESMA) for the implementation of the
aforementioned regulation (CESR/05-054-b) (ESMA/2011/81).

CONTENTS

Unaudited Pro forma condensed consolidated balance sheet as at 30 June 2016 .............................. 1
Unaudited Pro forma condensed consolidated statement of profit or loss for the six-month
period
ended 30 June 2016 ..................................................................................................................... 2

1. Description of the transaction and purpose of the unaudited pro forma condensed
financial information ........................................................................................................... 3
2. Basis of presentation and sources of unaudited pro forma condensed consolidated
financial information ........................................................................................................... 4
3. Hypotheses and assumptions applied ................................................................................. 5
4. Pro forma adjustments ....................................................................................................... 7
5. Explanation added for translation to English .................. …………………………………………11

UNAUOfTtD Pt\OFCIUCA CONDENSEDCOHSOUOATm IAlAHGt Stl([f ASAT 30JUN[ 20:16
~nd$ of wros)

.......

...,.,_.,.

PtoforrM

-·..
ProSorrna

PtoforrN

ProfonN

Commen:W

M}urtrM:ntfar

odiu>tm<nt ...

~tfor

PrQPffiirs, SA

~.Jfrtatc:

ciMde:nd di$tributioe'l

dMdrrftd distribution

apital inac:aM: aMI

loaoiCCif'!trol

~06l]016

!Ol06l2016

Mctr<NKC:Wjll

~Ill

~'~jSI

lu1a ~l f41

NON-tuMfHTASSfTS:

Goodwill
•nt.Rilb~e

78.ZS8

u.sm.

P.ropr:rty, pJam and tQuiomcm
fnvutmcnt prQprrty
ln~nts ecC"CIUI'rte-d for u$lt!J: tM et~Urtv mdhod
Non-<urren: f.naftCoa J ~n~
Odffrftitaxa~
Tot•non-cur~~lJ

-·

78.ZS8

71.399

...,

174C9
1l.S15

51l9,oll6

5-.1687$1

,...,..

1SI.008

91.50
221..410

179a
U07.SSl

-

,..ofonn1
~

26.2.53
285"971
1510.811

(1159..2.68}
(1M.l61)

lOS-836

1911164
30a.3&J

l05.336

2<17.673
U-4.62.2
9SU.007

OJRRENT~

Hon-<urrem M~ M.td for u fe
T.ra6t a.nd Qther rec:C!Nilllbtes
OthH currcnc fi.n.ncla l usets
~currnttHKU

C:.s.h ond c0$h CQI.IIValcnts
Tot. . CUftiMI aHI!lS

TOf.Al ASsETS

......

l.SSl

1.55!

291.949

:tillS

119!\.90:91
17S3
4.1.31

•.on

1 .""0

1~.s.ocn

10S.084
U0.960

469.674
6.771.217

3..?0l.M6

{17000)
(37.0001
1>7.0001

MC!:ltCWiiU"tilll

Proforft'WI

Merlin
,...opmje-s,S.A.

comme.rcW
Re.JEstate

~distribution

'10[06{2016

lt0£06/1016

MctfCN.C:CW {11

~~-

Sh.armo~· Eiqulty and Lfab~t.H

Equity attnbutab c to rqu~ty hoJdrn of the Parmt
Profit for the pe~tOd
HotH:onttorl•rc .nt!-rMU
fOUl equity
NOH<uAA(H"" LJA!lUTI:[S:
~-current 6rillt ·~tru~~ and Cllthu ht:ld·fw--v-.d nr h ablll"b-H
Hon-<utrent: ba:tlk bonowlnp
OChtt fl"i!lor'ICta ll...,illtlC!S

De!@rted Q~ li.ab •IJH
PT"OVISl OM

Tot• non-currftd. MbiitiH

LB3l.'20
21L1"3
UJO
3..0CS.699

1..74U63

(37 000)

_

(66>211

21_717
6..959
1S..571

(66-..2.21)

(I l - l
(UAOOI

(66.2.21)

Ct&U&al

............

dMdend cisuibutlon

-~~
(66.Zlll

Proforrt'WI

Proforlnil

""'"'""""'"'
-·-1•1

demMoldltion

~inuC!Me . . .

[37.0001

(66.2lll

~tfor
Tesu~l {4)

(18"1.668)

61.594

......

147.103
2..339.!'S1
66.973
232.977
1.5.792
'-SOl.lM

176.06'1

1.0..101.0?1

..........
..........
......
1:.2.!6..598

(25S761I
74096

1.742.163

l.Sl46~

1198..949)
(i!3.113)

.346..833

1...1'16

4..S64.S67
IA710l
3..895476

l..S5-6.ll5

S4.67'

101.647

2~...11.1

519.158

13..917
1..90S.M7

SAOO.OO.

S4709

OJAAENTLJAM.~Tla

lla.b<IJbH au«~a~ w.th non-curT'Ml asRU twfd fot sale
Provisions
Debt [nstrument5-at'Mi other hel4-far'--u-.dtnc l~:ao~

s.nt bocrow.ncs
~ currt11tfin•nc•• l hitbii•Ut"S
Trade and other ~yabfH
OJrrMt tall •abil.hH

OlhHcurtenr.Lah.lthf:s
fot:illlll'UrTIMl~

TOlAl f.OUfTYAND LIAI&UTl(S

154,707
UB
3.472

3l.OS1

us'

29.129
.3.150

115.1?071
8J93

8.911

.....

1'72
'16.90S

1..65S
Soll~9

l5o.010

4.0Sl

8.680
7....

129.332
6.711.217

l.-701..846

u.no
U _50l

S3.786
1>7.0001

(66.2211

(ltuO&)

(l.S4.?071
(U.1UI

121A1.1
l.o..tO.L071

1

UNAUDITED PRo-FORMA CONDENSED CONSOliDATED STATEMENT OF PROFIT OR LOSS FOR TilE SIX-MONrn PERIOD ENDED 30 JUNE 2016
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Unaudited Pro-forma Condensed Consolidated Financial Information prepared pursuant to the
requirements of European Commission Regulation (EC) No 809/2004 of 29 April, and to the content of
the Recommendations of the Committee of European Securities Regulators (CESR), now the
European Securities and Markets Authority (ESMA) for the implementation of the aforementioned
regulation (CESR/05-054-b) (ESMA/2011/81).

MERLIN PROPERTIES SOCIMI, S.A. AND SUBSIDIARIES
NOTES ON THE PREPARATION OF THE PRO FORMA CONDENSED
CONSOLIDATED FINANCIAL INFORMATION AT 30 JUNE 2016 AND FOR
THE SIX-MONTH PERIOD ENDED 30 JUNE 2016
1.

Description of the acquisition and purpose of the pro forma condensed consolidated financial
information
On 21 June 2016, Merlin Properties SOCIMI, S.A. (“Merlin” and/or “the Merlin Group”) signed an
integration agreement with Metrovacesa, S.A. (“Metrovacesa”) and its main shareholders (Banco
Santander, S.A., Banco Bilbao Vizcaya Argentaria, S.A. and Banco Popular Español, S.A.) in order to
create the largest Spanish real estate group of property assets and rented residential property.
In accordance with the integration agreement, the transaction will be carried out through the total spinoff of Metrovacesa, S.A., resulting in the extinguishment of that company. The agreement will entail the
following mainly:
a)

The incorporation of the entire commercial business unit of Metrovacesa (“Commercial
Business Unit”), consisting of property for non-residential use operated under lease (including
the employees of the Metrovacesa Group and the properties and shares of the subsidiaries or
investees, the agreements and, in general, all the assets and liabilities of Metrovacesa
associated with the tertiary assets, except for EUR 250 million of debt which was allocated to
the residential business unit under the spin-off agreement). As consideration for the business
received, Merlin will increase share capital by EUR 1,672,845 thousand (share capital plus
share premium), equivalent to the value of the assets of Metrovacesa, S.A., which will be
subscribed by its shareholders. The exchange ratio will be one share of Merlin Properties
SOCIMI, S.A. for every 20,95722 shares of Metrovacesa, S.A. As a result of this transaction,
the shareholders will acquire 31.237% of the share capital of Merlin.

b)

In addition, Metrovacesa will spin off to Testa Residencial, S.L, a Merlin Group company wholly
owned through Testa Inmuebles en Renta SOCIMI, S.A., all of the residential business unit
(“Residential Business Unit”), consisting of the residential properties operated under lease
(including ten employees of Metrovacesa and, in general, the assets and liabilities associated
with the residential property, plus the EUR 250 million of debt not transferred in the spin-off of
assets and liabilities). As consideration for the business received, Testa Residencial, S.L. will
increase share capital by EUR 441,785 thousand (share capital plus share premium contained
in the integration agreement signed by Merlin and Metrovacesa shareholders dated June 21),
equivalent to the value attributed to the residential assets of Metrovacesa, S.A., which will be
subscribed by its shareholders. The exchange ratio will be one share of Metrovacesa, S.A. for
every share of Testa Residencial, S.L. As a result of this transaction, the shareholders of
Metrovacesa will acquire 65.76% of the share capital of Testa Residencial, S.L.

c)

Lastly, as part of the total spin-off plan of Metrovacesa, S.A., the rest of its net assets (called
non-strategic assets) will be contributed to another investee of the shareholders of
Metrovacesa, S.A. in the same proportion as the interest they held in the latter (Non-strategic
assets).

This integration transaction was approved by the Spanish competition authorities on 26 August 2016. In
addition, on 15 September 2016, the General Meetings of Merlin and Metrovacesa, S.A. approved,
respectively, the capital increase (of EUR 146,740,750 through the issuance of 146,740,750 new shares
with a par value of EUR 1 each and a share premium of EUR 10.40 per share issued) and the plan for
the spin-off of the net assets of Metrovacesa, S.A. described above. These agreements will be
registered at the Mercantile Registry once the required formalities have been completed.
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The purpose of the pro forma condensed financial information prepared is to provide information on how
the integration of the business of Metrovacesa, S.A. and the resulting capital increase of Merlin
Properties SOCIMI, S.A. described above would have affected the condensed consolidated balance
sheet and condensed consolidated statement of profit or loss of Merlin and subsidiaries ("the Merlin
Group"), prepared in accordance with IAS 34.
Since this pro forma condensed financial information was prepared to reflect a hypothetical situation, it
is not intended to represent, and, therefore, does not represent, the financial and net worth position or
the results of the Merlin Group at 30 June 2016.
The detail of the basis defined by the directors of the Merlin Group for the preparation of the pro forma
condensed financial information is provided below and consists of the basis of presentation and
sources, the hypotheses and assumptions applied, and the pro forma adjustments.
2.

Basis of presentation and sources of pro forma condensed financial information
The historical financial information used as the basis for preparing the pro forma condensed financial
information is as follows:


The interim condensed consolidated financial statements and explanatory notes thereto of Merlin
Properties SOCIMI, S.A. and subsidiaries for the six-month period ended 30 June 2016 prepared in
accordance with IAS 34, Interim Financial Reporting, subject to limited review by Deloitte, S.L., for
which the corresponding limited review report was issued on 21 September 2016 which did not
disclose any significant matters.



The interim condensed consolidated financial statements and explanatory notes thereto of
Metrovacesa, S.A. and subsidiaries for the six-month period ended 30 June 2016 prepared in
accordance with IAS 34, Interim Financial Reporting (“IAS 34”). These interim condensed
consolidated financial statements were subject to limited review by PricewaterhouseCoopers
Auditores, S.L., for which the corresponding limited review report was issued on 19 September
2016 which did not disclose any significant matters.



Appraisals of the property assets, intangible assets, financial assets and investments in associates
of Metrovacesa, S.A. prepared by the independent valuers Savills Consultores Inmobiliarios.



Total spin-off plan of Metrovacesa, S.A. approved by the Extraordinary General Meetings of
Metrovacesa, S.A. and Merlin Properties SOCIMI, S.A. held on 15 September 2016.



Management services agreement that Merlin will provide to Testa Residencial.

The unaudited pro forma condensed consolidated financial information has been prepared for illustrative
purposes only. The pro forma condensed consolidated balance sheet was prepared by aggregating the
condensed consolidated balance sheet of the Merlin Group as at 30 June 2016, prepared in accordance
with IAS 34, the condensed consolidated balance sheet of the commercial business unit of the
Metrovacesa Group as at 30 June 2016, obtained from management accounts, plus the pro forma
adjustments estimated as if the transaction had been performed on 30 June 2016. It was not necessary
to apply consolidation adjustments, as no balances were recognised between the two groups.
The pro forma condensed consolidated statement of profit or loss was prepared by aggregating the
condensed consolidated statement of profit or loss of the Merlin Group for the six-month period ended
30 June 2016, prepared in accordance with IAS 34, the condensed consolidated statement of profit or
loss of the commercial business unit of the Metrovacesa Group for the six-month period ended 30 June
2016, obtained from management accounts plus the pro forma adjustments estimated as if the
transaction had been performed on 1 January 2016. It was not necessary to apply consolidation
adjustments, as no balances were recognised between the two groups.
For a proper interpretation of the pro forma condensed financial information and of the explanatory
notes thereto, they must be read in conjunction with the consolidated financial statements of the Merlin
Group and of the Metrovacesa, S.A. Group for 2015, prepared in accordance with International Financial
Reporting Standards as adopted by the European Union, and the interim condensed consolidated
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financial statements of the Merlin Group and the Metrovacesa Group prepared in accordance with
IAS 34.
The directors of Merlin Group have prepared the unaudited pro forma condensed consolidated financial
information voluntarily, pursuant to the requirements of European Commission Regulation (EC) No
809/2004 of 29 April, and to the content of the Recommendations of the Committee of European
Securities Regulators (CESR), now the European Securities and Markets Authority (ESMA) for the
implementation of the aforementioned regulation (CESR/05-054-b) (ESMA/2011/81).
The accounting policies applied by the Merlin Group in the preparation of the interim condensed
consolidated financial statements of June 2016 prepared in accordance with IAS 34, were taken into
account in the preparation of the pro forma condensed financial information.
3.

Hypotheses and assumptions applied
In the preparation of the pro forma condensed financial information the following assumptions were
applied:


The acquisition of the Commercial business Unit of Metrovacesa was considered to be fully
completed on 30 June 2016, for the purposes of preparing the pro forma condensed consolidated
balance sheet and at 1 January 2016 for the purposes of preparing the pro forma condensed
consolidated statement of profit or loss. Merlin's directors will recognise this acquisition in
accordance with International Financial Reporting Standard no. 3 ("IFRS 3"), Business
Combinations, implying full pro forma consolidation at 30 June 2016 of the condensed
consolidated balance sheet and at 1 January 2016 of the pro forma condensed consolidated
statement of profit or loss of Metrovacesa's Commercial business Unit.



The spin-off of Metrovacesa's Residential business Unit, its contribution to Testa Residencial and
the resulting loss of control thereover by Merlin Properties were considered to be fully completed
on 30 June 2016, for the purposes of preparing the pro forma condensed consolidated balance
sheet and at 1 January 2016 for the purposes of preparing the pro forma condensed consolidated
statement of profit or loss. Merlin's directors will account for the investment in Testa Residencial,
S.A. using the equity method in accordance with International Financial Reporting Standard no. 28
("IFRS 10"), implying pro forma consolidation using the equity method at 30 June 2016 of the
condensed consolidated balance sheet as and at 1 January 2016 of the pro forma condensed
consolidated statement of profit or loss except for the calculation the net assets of Testa
Residential and Residential Business Unit of Metrovacesa which has been done to June 30, 2016,
as indicated in Adjustment 4..



As indicated in Note 1 to the pro forma condensed financial information, Merlin's directors
considered the following assumptions with regard to the consideration transferred for the
acquisition of Metrovacesa's Commercial business Unit:
o

The value of the shares to be issued (146,740,750 shares) as consideration is
obtained from the market price of Merlin's shares at 15 September 2016 (the date of
the Extraordinary General Meetings of Merlin and Metrovacesa to approve the spin-off
plan), which was EUR 9.88.

o

The best estimate of Merlin's directors in relation to the costs of the capital increase
and those relating to the acquisition of Metrovacesa's commercial business unit is that
they will amount to EUR 0,4 million and EUR 12 million, respectively. In this regard,
the costs of the capital increase are recognised in Group equity and those incurred in
the acquisition were taken to the pro forma consolidated statement of profit or loss
(Adjustment 3). Such costs do not have a continuing impact on the financial
statements of Merlin.



In relation to the calculation of the fair value of the net assets of Testa Residencial (prior to the
transaction), the directors took into consideration the appraisals by independent valuers at 30 June
2016.



In addition, in accordance with the spin-off plan approved by the Extraordinary General Meetings
of Merlin and Metrovacesa, the spin off balances sheets are as of December 31, 2015. For the
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purposes of preparing the pro forma condensed consolidated financial information it has been
carried out the split of net assets and results of Metrovacesa, S.A. and subsidiaries as of June 30,
2016 since such financial statements are the closest to the date of the competition of the
transaction. The spin-off balance sheets and statement of profit or loss of Metrovacesa, S.A. and
subsidiaries between Commercial, Residential and Non-strategic business units has been made
taking into consideration the spin-off plan (which identifies the corresponding real estate assets to
each business unit and the distribution of financial debt and treasury), as well as management
information corresponding to each of the aforementioned business units. The division is as follows
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The advisory, strategic planning and management services that will be provided by Merlin to Testa
Residential from the completion of the spin-off, has been considered in force since January 1, 2016.
4.

Pro forma adjustments
Adjustments for the dividend distribution of Metrovacesa, S.A. and Merlin Properties SOCIMI,
S.A. (Adjustments 1 and 2 in the pro forma condensed consolidated balance sheet)
As indicated in the spin-off plan, before it is registered at the Mercantile Registry, the following dividends
will be distributed:
-

Distribution by Metrovacesa of an extraordinary dividend or the distribution of reserves to its
shareholders amounting to a maximum of EUR 50,000 thousand. This amount was divided
among the three spun-off business units of Metrovacesa following the same criterion
established in the spin-off plan for the distribution of the cash of Metrovacesa, S.A.: 74%
commercial assets, 16% residential assets and 10% non-strategic assets. Therefore the
amount considered in the preparation of the pro forma condensed consolidated balance sheet
totals EUR 37,000 thousand.

-

Distribution by Merlin of an interim dividend or the distribution of reserves to its shareholders
amounting to a maximum of EUR 66,221 thousand.

These adjustments were reflected in the pro form condensed consolidated balance sheet as a reduction
to “Cash and Cash Equivalents” and “Total Equity”.
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Adjustment for the capital increase by the Merlin Group and business combination (Adjustment
3 in the pro forma condensed consolidated balance sheet)
This adjustment reflects the pro forma impact of the acquisition of Metrovacesa's commercial business
unit by Merlin, as well as the capital increase performed by the latter as consideration therefor.
Capital increase
As indicated in Note 1, due to the spin-off, the shareholders of Metrovacesa will receive as consideration
shares of Merlin. For these purposes, in order to execute the transaction, a capital increase will be
performed at Merlin with a charge to the non-monetary contributions relating to the net assets of
Metrovacesa's commercial business unit (see note 3).
On 15 September 2016, the General Meeting of Merlin approved a capital increase consisting of the
issue of 146,740,750 new shares of EUR 1 par value each, with a share premium of EUR 10.40 per
share issued. Both the par value of the shares issued and the corresponding share premium will be paid
in full as a result of the en bloc transfer by universal succession to Merlin of the net assets of
Metrovacesa's commercial business unit.
The fair value of the shares issued at the acquisition date totals EUR 1,449,799 thousand, which is
obtained by multiplying the number of shares issued by their market price (EUR 9.88 per share) at the
acquisition date, which was considered to be the date on which the General Meetings approved the
spin-off plan and the capital increase (15 September 2016). The difference between that amount and
that corresponding to the net assets received in the spin-off of the commercial business unit (EUR
1,705,163 thousand after considering the distribution of the extraordinary dividend described in
Adjustment 1) totals EUR 255,364 thousand and is recognised with a reduction to equity in the pro
forma consolidated balance sheet.
Additionally, the best estimate of Merlin's directors is that the costs incurred in the capital increase will
total EUR 400 thousand.
Business combination
With regard to the acquisition of Metrovacesa's Commercial business Unit, the preliminary purchase
price allocation process was carried out based on appraisals performed by an independent valuer. In
this regard, the fair values obtained do not differ significantly from those included in the interim
condensed consolidated financial statements and explanatory notes thereto of Metrovacesa, S.A. and
subsidiaries at 30 June 2016, as Metrovacesa chose the option of recognising its investment property at
fair value in accordance with IAS 40.
However, under IFRS 3, provisional amounts recognised in a business combination may be adjusted
within a maximum period of one year to reflect the new information obtained about facts and
circumstances that existed at the acquisition date which, if known, would have affected the
measurement of the amounts recognised at that date.
The summary of the business combination is as follows:
Thousands
of euros
Purchase price (a)
Net assets spun-off from the commercial business
at 30 June 2016
Dividends distributed by Metrovacesa (Adjustment 1)
Adjustment of deferred tax assets
Adjusted net assets spun-off from the commercial
business at 30 June 2016
Gain obtained in the business combination

1,449,799

I

1,742,163
(37,000)
(169,268)

II
III
IV

1,535,895 V=(II+III+IV)
86,096
VI=(V-I)

Merlin's directors carried out a provisional initial allocation of the cost of the business combination and,
as a result, for the difference between the purchase value and the net assets acquired from the
Metrovacesa Group the following was recognised:
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-

A reduction in the deferred tax assets of EUR 169,268 thousand which, due to Merlin's
status as a “SOCIMI”, the directors consider may not be recovered.

-

The gain obtained on the business combination of the difference between the fair value of
the capital increase (EUR 1,449,799 thousand) and the fair value of the assets and
liabilities received (EUR 1,535,895 thousand), totalling EUR 86,096 thousand.

In addition, the best estimate of Merlin's directors is that the associated transaction costs will total EUR
12,000 thousand and they were recognised in the pro forma condensed consolidated statement of profit
or loss. Such costs do not have a continuing impact on the financial statements of Merlin.
Adjustment for the loss of control of Testa Residencial (Adjustment 4 in the pro forma
condensed consolidated balance sheet and pro forma condensed consolidated statement of
profit or loss)
As described in Note 1, Metrovacesa will spin off the entire Residential business Unit to Testa
Residencial. As consideration, Testa Residencial will perform a capital increase equivalent to the value
attributed to the spun-off assets which will be subscribed by the shareholders of Metrovacesa, who will
acquire 65.76% of the share capital of Testa Residencial.
This transaction will result in a reduction of the ownership interest of the Merlin Group in Testa
Residencial to 34.24% and the loss of its control. The investment in Testa Residencial will no longer be
fully consolidated and will be accounted for in the consolidated financial statements of the Merlin Group
using the equity method.
In accordance with IFRS 10, the Merlin Group will initially recognise the investment in Testa Residencial
at its fair value. The detail of the calculation thereof is as follows:
Thousands
of euros
Fair value of the residential net assets
Fair value of the residential net assets contributed by Metrovacesa (a)
Fair value of the net assets of Testa Residencial prior to the
transaction (b)
Fair value of Testa Residencial following the business
Combination
Investment of the Merlin Group in Testa Residencial following the
business combination
Fair value of the Merlin Group's investment
Value prior to the transactions in Merlin's consolidated financial
statements of the residential net assets
Difference between the fair value and the carrying amount
Consolidated carrying amount of the investment in Testa Residencial
following the transaction

407,798

I

193,358

II

601,156

III=I+II

34.24%
205,836

IV
V=IIIxIV

144,242
61,594

VI
VII=V-VI

205,836

VIII=VI+VII

(a) The fair value of the net assets of Metrovacesa's residential unit is detailed in "Hypotheses and
assumptions applied" in these explanatory notes and is adjusted by the amount of the dividends
distributed by Metrovacesa in relation to the Residential business Unit:
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Thousands
of euros
Fair value of the residential net assets contributed by
Metrovacesa (a)
Dividend relating to Metrovacesa's residential unit
Fair value of Metrovacesa's Residential business Unit

415,798
(8,000)
407,798

I
II
III=I-II

(b) The fair value of the net assets (prior to the transaction) of Testa Residencial is as follows:
Thousands of euros

Goodwill
Intangible assets
Investment property
Financial assets
Trade and other receivables
Other assets

Carrying amount,
Merlin Group at
30/06/16

Fair value
adjustments

(I)

(II)
(7,075)
31,406
20,634
4,151

Fair
value
(I)+(II)
80,055
255,824
10,490
780
916

7,075
48,649
235,190
6,339
780
916

-

Total assets
Provisions
Bank borrowings
Deferred tax liabilities
Trade payables
Other liabilities

298,949
(100)
(112,078)
(39,220)
(1,143)
(2,166)

-

348,065
(100)
(112,078)
(53,268)
(1,143)
(2,166)

Total liabilities

(154,707)

-

(168,755)

Total net assets

144,242

49,116

49,116

193,358

(I) In Merlin's interim condensed consolidated financial statements at 30 June 2016 the assets are
recognised under "Non-Current Assets Classified as Held for Sale” and the liabilities under
“Liabilities Associated with Non-Current Assets Held for Sale”.
(II) Fair value adjustments: the fair values of the property assets, the intangible assets and investments
in associates were calculated using appraisals by an independent valuer. As a result of these
appraisals, the carrying amounts were adjusted by EUR 20.6 million, EUR 31.4 million and EUR 4
million, respectively.
For the purposes of the Adjustment 4 in the pro forma condensed consolidated statement of profit or
loss, it has been considered the valuation of the net assets of Testa Residential and Residential
Business Unit of Metrovacesa at June 30, 2016 (and not January 1, 2016) because the latter joined the
perimeter of Metrovacesa, S.A. throughout 2016, and therefore there is not verifiable information at
January 1, 2016.
Adjustments to account for Testa Residencial using the equity method (Adjustments 5 and 6 in
the pro forma condensed consolidated statement of profit or loss for the six-month period).
The purpose of these adjustments is to present in the pro forma condensed statement of profit or loss
the results obtained by Testa Residencial in the first six months of 2016 under “Share of Results of
Companies Accounted for Using the Equity Method”. Accordingly, in Adjustment 5, the results
contributed by Testa Residencial to the Merlin Group's consolidated statement of profit or loss at 30
June 2016 were eliminated and in Adjustment 6 the Merlin Group's share of the results of Testa
Residencial following the spin-off and the contribution of Metrovacesa's residential business unit was
included.
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Thousands
of euros
(I)
Results at 30 June 2016 of Testa Residencial (prior to the
business combination)
Results at 30 June 2016 of Metrovacesa's residential unit (a)
Total results at 30 June
Merlin's percentage of ownership
Share of results

2,274
189
2,463
34.24%
843

I
II
III=I+II
IV
V=III x
IV

(a) The result obtained by the business unit Metrovacesa residential unit corresponds to that obtained
from the asset since the contribution of the assets by the shareholders in 2016.
Adjustment to reflect the income from management services at Merlin due to the management of
Testa Residencial (Adjustment 7 of the pro forma condensed consolidated income statement).
Effective from the registration of the spin-off and under the contract to be signed by the parties, Merlin
will rend to Testa Residential advisory, strategic planning and management services. The fees for these
services amount to 7.7 million euros, increasing annually by 1.5%. The contract covers a long term
period, and establishes that in the event that certain events take place (among others, acquisition by
any third party of control over Testa residential), Merlin would be entitled to terminate the contract, being
obligated to pay Testa Residencial the amount of the fees (including the annual increase) for the
remaining years until the end of the contract. Such compensation shall be paid in cash or shares (limited
in such case to a maximum) subject to Testa Residencial discretion.
The pro- forma condensed income statement includes an income amounting to 3.8 million Euros for the
six-month period ended June 2016 as a consequence of management fee described in the previous
paragraph. In addition, EUR 1.3 million were also included in the pro forma condensed consolidated
statement of profit or loss as an adjustment to the income relating to the management services
described in the preceding paragraph due to the ownership interest held by Merlin in Testa Residencial
of 34.24%.

5.

Explanation added for translation to English
This pro-forma condensed financial information is presented on the basis of the regulatory financial
reporting framework applicable to the Merlin Group in Spain. Certain accounting practices applied by
theMerlin Group that conform with that regulatory framework may not conform with other generally
accepted accounting principles and rules.

Madrid, 14 October 2016

11

Certificate of authorisation for issue of pro forma condensed financial
information
The unaudited pro forma condensed consolidated financial information was authorised for issue by the
following members of the Board of Directors of Merlin Properties SOCIMI, S.A. at the Board Meeting
held on 14 October 2016. This unaudited pro forma condensed consolidated financial information is set
forth on 11 sheets of ordinary paper.
In witness whereof, the directors have signed below.

D. lsmael Clemente Orrego
Member of the Board
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