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US commercial real
estate overview

Dan McCarthy and Craig Brown
Dechert LLP

Year in review: tentative steps in the right direction

2025, while not the full-blown recovery that some participants were hoping for, exhibited
some signs of the gradual recovery of the commercial real estate (CRE) market that
some observers expected. Factors that tempered growth appear to relate primarily to
macroeconomic factors, such as capital availability, costs of capital and continuing higher
interest rates. Further factors such as trade and regulatory unpredictability and flat
fundamentals such as rent growth and vacancies may also have weighed on some sectors.
Real estate price levels remained high and price levels for building supplies increased.
These factors may have suppressed transaction volume and new development activity.

However, overall investment volume in the CRE market as of early 2025 increased for the
first time since 2022, and new loan volume increased to a level not seen since early 2023
(see Deloitte Insights, 2026 commercial real estate outlook). Further, the Federal Reserve’s
rate cuts in late 2025 signalled a potential shift to a more favourable rate environment on
the horizon, which could boost the market in a number of ways, including new transaction
volume, reviving of stalled deals and increased refinancing. The rate cuts enacted through
November 2025 likely will not have a transformative impact, especially considering that
treasury rates and mortgage rates remained stubborn even as federal rate cuts were
enacted. Continued rate cuts and corresponding interest rate reductions in the CRE market
could, however, boost the CRE market in 2026. Early indications are that investors are
optimistic about a more favourable rate environment on the horizon (see CoStar News, Fed
cuts key interest rate for second time this year).

Favoured sectors

Looking ahead to 2026, sectors in which market players are feeling optimistic include digital
assets, such as data centres and cell towers, as well as industrial (including logistics) and
multi-family assets. In several markets, even office assets are returning to favour.

Throughout 2025, demand for data centres exceeded supply, which led many projects to
be leased prior to completion and strong growth is expected to continue in 2026. As of
late 2025, observers, including Federal Reserve Chair Jerome Powell, generally see this
demand as likely to continue regardless of interest rate behaviour as high interest in artificial
intelligence continues to drive investment (see CoStar News, Fed cuts key interest rate for
second time this year). The Al boom could, of course, have an impact on other CRE sectors
if human workforces are reduced as result, which appears to be on the horizon, but the
significance in relation to the CRE market remains to be seen.
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Demand for industrial assets saw a slowdown in the second quarter of 2025, possibly
due to uncertainty around the effects of tariffs and possible shifting of supply chain routes
in response. However, this may not be indicative of long-term issues, as the logistics
subcategory should continue to be an area of strength given the ever-increasing demands
of e-commerce giants.

Multifamily owners were expected to regain rent pricing power in 2025 but construction in
the multifamily sector has been outpacing demand in some areas, creating a surplus of
units that has caused rent growth to slow, which may continue through 2026 (see Wall Street
Journal, Renters have the upper hand. And they are probably keeping it). Overall, despite
potential challenges regarding rent growth in some cases, in many markets, apartments
are being leased at record levels and optimism in the multifamily market remains, both with
respect to standalone assets and mixed-use developments (those incorporating residential,
retail and/or office space into a single project), which offer built-in diversification and have
proven to be desirable both in urban and suburban markets (see American Ventures
Insights, Top CREtrends for 2026). In certain other markets, including New York, where
rent control rules and regulation of development stymie new construction, multifamily
rental affordability continues to be an issue. Further, development starts overall were
down significantly in 2025, which could further drive demand and incentivise developers,
especially if lower financing costs are on the horizon, though more expensive building
supplies could weaken enthusiasm (see CRE Daily, Fed cuts rates as CRE awaits real

impact).

Retail has been an interesting sector in recent years. Aside from the growth in popularity
of mixed-use development, experiential retail and necessity-based shopping centres have
each been a bright spot in the post-pandemic world. Retail inventory growth has also
been the slowest among the major sectors in recent years, which could drive increased
development in growing markets (see Oxford Economics: 2026 US CRE Supply Outlook).

Given the structural challenges in the market, the office sector will likely continue to be a
difficult one. In the near term, however, office sector may benefit from increased employer
office attendance requirements and low levels of new construction in recent years, which
may increase investor interest. Lower interest rates could also make refinancing office
assets easier for owners and help ease the long-feared potential mortgage default crisis
in the sector. In some markets, however, demand for class-A space has been high. With
new developments at an all-time low, the demand in those markets has begun to benefit
lower-quality assets as well.

CRE financing

Much has been written about the potential debt maturity crisis in CRE and significant
amounts of CRE debt are set to mature in 2026, with a large portion being lower interest
rate debt originated when rates were lower in 2022 and years prior. As interest rates are
currently higher and likely to stay that way, this could make refinancings difficult, which
might increase stress on owners but could also increase supply and drive prices lower.
Lower prices could compound issues for owners trying to offload assets. This remains to
be seen.
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In 2025, however, new loan volume increased to a level not seen since 2023. All CRE
sectors saw an increase in the number of active lenders with alternative debt sources being
the primary driver. These include private credit funds and family offices, but activity among
traditional lenders such as banks and commercial mortgage-backed securities lenders also
increased. Competition among lenders of all kinds for high-quality assets is likely to continue
in 2026 as large quantities of capital are ready for deployment in the CRE market (see
Deloitte Insights, 2026 commercial real estate outlook).

Potential influx of retirement investments

One interesting development in 2025 was an executive order signed on 7 August 2025,
titled 'Democratizing Access to Alternative Assets for 401(k) Investors' (the Order). The
Order directs certain federal agencies to facilitate access to 'alternative assets' for individual
retirement accounts by revising applicable regulations and guidance. 'Alternative assets' as
defined by the Order include direct and indirect investments in real estate, private equity
investments and projects financing infrastructure development, among other things. The
Department of Labor was directed to examine past guidance regarding fiduciary duties
applicable to asset allocation that involves alternative assets and to clarify its position on
alternative assets and related fiduciary duties under the Employee Retirement Income
Security Act (ERISA). The Order also directs the Securities and Exchange Commission
to consider ways to facilitate access to investments in alternatives assets.

It is estimated that there is approximately US$12 trillion held in individual retirement
accounts as of 2025. Implementing the regulatory action required by the Order will take
some time and it will then remain to be seen how much of an effect the Order has on actual
investment allocations. However, the Order’s potential to create an influx of capital into the
CRE market is an interesting prospect moving forward.

Looking ahead to 2026

With respect to expectations for 2026, optimism among market participants is generally
down from the highs of 2025 but the majority view is still that the market will remain on
an upward trajectory in 2026 (see Deloitte Insights, 2026 commercial real estate outlook).
The same macroeconomic factors that appear to have curbed growth in 2025 appear to be
on the minds of investors as they consider the outlook for 2026: capital availability, interest
rates and cost of capital. The Federal Reserve’s cutting of interest rates late in 2025 seems
to have further elevated the optimism and, as has been the case in recent years, correlating
reductions in mortgage rates have the potential to spark investment and refinancing if they
do, in fact, come to fruition.
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Dominican Republic

Alfredo Guzman Saladin, Fabio J Guzman Ariza, Marianne Olivares
Guzman Ariza
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GENERAL
Legal system

1 | How would you explain your jurisdiction’s legal system to an investor?

For the first 100 years since achieving independence in 1844, the Dominican Republic had
a legal system based on French law, specifically on the Napoleonic Codes — Civil, Civil
Procedure, Commercial, Criminal and Criminal Procedure — under a constitution based on
the American model, with three branches of government: a strong presidency, a legislature
and a judiciary with the power to strike down acts of the other branches found to be
unconstitutional.

Since the first half of the twentieth century, however, there has been a move away from
the French model, with the adoption of many statutes and codes inspired by other legal
systems.

Examples include:

+ Land Registry Law of 1920, founded on the Torrens system of Australian origin;
« Labour Code of the 1950s and 1992, modelled on South American codes;

« a new Code of Criminal Procedure of 2002, based on the same adversarial
principles that govern American criminal litigation;

* a new arbitration statute of 2008, taken from the model arbitration code prepared
by the United Nations; and

» a new bankruptcy and insolvency statute of 2015, greatly influenced by American
bankruptcy law.

The Constitution of the Dominican Republic lays out the fundamental framework for
the organisation and the operation of the Dominican government and its institutions,
and recognises an impressive list of civil rights for all individuals — Dominicans and
non-Dominicans — including an equal protection clause for non-Dominican citizens and
investors. Article 25 of the Constitution expressly states that foreign nationals are entitled
to the same rights and duties in the Dominican Republic as Dominican nationals, except,
understandably, for the right to take part in political activities. Article 221 of the Constitution
sets forth that the government will ensure equal treatment under the law for local and
foreign investments.

Individuals and entities, domestic and foreign, have a quick and inexpensive remedy for the
protection of their constitutionally protected rights: the writ of amparo, which is granted by
all courts and is subject to an appeal to the Constitutional Court.

Cases in Dominican courts are decided by judges, not by juries. Judges rule based on the
texts of the Constitution and existing statutes, the precedents of the Constitutional Court
(which are binding), and the precedents of other courts (which are not binding). They do
not rule in equity, as in some common law countries, but the principle of good faith is
recognised by statutory law and grants the courts some discretion. Punitive damages are
not awarded in injury cases — just compensatory damages.
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Regarding evidence, parol evidence is admissible in criminal, labour and commercial
matters, and, under certain circumstances, in civil and real estate matters.

Finally, real estate laws are national in scope and application.

Law stated - 22 October 2025

Land records

2 [ Does your jurisdiction have a system for registration or recording of ownership,
leasehold and security interests in real estate? Must interests be registered or
recorded?

The Dominican Republic has employed, since 1920, the Torrens system for real estate
registration purposes. This system was developed in Australia in the nineteenth century and
is now widely used in many countries. In the Torrens title system, a register of land holdings
is maintained by the government, which guarantees an indefeasible title to the properties
included in the register. Land ownership is transferred through registration of title instead of
using deeds. The registrar has a duty to ensure that only legally valid changes are made to
the register. Any interest affecting or limiting the ownership rights of the registered owner,
such as mortgages, easements, liens, etc, must also be registered. Interest in real estate
(property, mortgages, privileges, etc) is only valid and enforceable against third parties
upon registration at the office where the register is located (called ‘Registry of Title’ in
the Dominican Republic). Once registered, the system guarantees title and priority on a
first-come, first-served basis.

In the Torrens system a third party, acting in good faith, can rely on the information in the
land register as to the ownership of a property and the other rights and interests that may
affect it. In a property purchase, the buyer is not required to look beyond the record in the
register. In contrast, in a common law system, a vendor cannot transfer to a purchaser a
greater interest than he or she owns, and the seller’s title is as good or as defective as
the weakest link in the chain of title, which necessitates a chain-of-title investigation at the
record office.

As in most jurisdictions under the Torrens system, there are still some parcels of land in the
Dominican Republic that are unregistered. However, most properties in the country — and
100 per cent of commercial properties — fall under the registered category. Unregistered
property is governed by the French ‘ministerial’ system, whereby deeds affecting real estate
are filed at a specific register that only serves as a recorder of documents, without any type
of guarantee.

Law stated - 22 October 2025

Registration and recording

3 | What are the legal requirements for registration or recording conveyances, leases
and real estate security interests?
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The legal requirements for recording conveyances are as follows:

+ a deed of sale (sales contract), authenticated by a Dominican notary;

« a certificate of title, issued to the owner by the Registry of Title — a completely
different document from the deed of sale, which serves as the only proof of
ownership;

« certification showing that the seller is up to date with its property taxes;

* a receipt attesting to the payment of the real estate transfer taxes (currently 3 per
cent of the government-appraised value of the property). The buyer is exempt from
this tax in some cases (eg, first purchases in certain tourism projects and low-cost
housing acquired with a bank loan);

+ a copy of the identity card or passport of the parties, or tax card if a legal entity
(non-resident foreigners need to provide an additional identity card from their
country of origin in addition to their passports); and

* a copy of evidence of purchase price or mortgage payment through a non-cash
method, for operations involving more than 1 million Dominican pesos.

Registration rules are established by the General Director of the Registries of Title and
are applicable nationwide. The Dominican Civil Code states that buyers pay all the fees,
expenses and taxes required for conveyances, unless agreed otherwise by the parties.

Law stated - 22 October 2025

Foreign owners and tenants

4 | What are the requirements for non-resident entities and individuals to own or lease
real estate in your jurisdiction? What other factors should a foreign investor take into
account in considering an investment in your jurisdiction?

There are no restrictions on foreign individuals or entities owning or leasing real estate in
the Dominican Republic. The process for purchasing or leasing real estate for foreigners
is exactly the same as for Dominicans; there are no national defence or security
limitations. Foreign individuals and entities and Dominicans must register locally with the
tax authorities before registering purchases of real estate. Individuals must submit their
application directly at the Internal Revenue office, while entities must first register at the
Chamber of Commerce and obtain a mercantile registry certificate, before applying for their
tax number. These are mere formal requirements that can be easily fulfilled.

Law stated - 22 October 2025

Exchange control

5 |If a non-resident invests in a property in your jurisdiction, are there exchange control
issues?
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Real estate can be purchased and sold in Dominican pesos or US dollars. There are neither
controls nor restrictions on foreign currency exchange in place. Under current foreign
investment laws, foreigners can freely repatriate capital and profits from their investment
in the Dominican Republic.

Law stated - 22 October 2025

Legal liability

6 | What types of liability does an owner or tenant of, or a lender on, real estate face?
Is there a standard of strict liability and can there be liability to subsequent owners
and tenants including foreclosing lenders? What about tort liability?

Owners and tenants face a standard strict tort liability (custody-based liability) for real
estate they own or lease for damages suffered by third parties on their property, if the
property has played an active role in causing the damage, and for environmental damages.

Only current owners or tenants at the time of occurrence of the damage can be held liable,
not subsequent owners or tenants. Lenders are exempt.

Law stated - 22 October 2025

Protection against liability

7 |How can owners protect themselves from liability and what types of insurance can
they obtain?

Owners can protect themselves by acquiring a civil liability insurance policy. The
environmental law requires mandatory insurance for projects that require a permit from
the Ministry of Environment. There are no legal structures in place that can shield owners
from their liabilities.

Law stated - 22 October 2025

Choice of law

8 | How is the governing law of a transaction involving properties in two jurisdictions
chosen? What are the conflict of laws rules in your jurisdiction? Are contractual
choice of law provisions enforceable?

The Dominican Civil Code mandates that all matters concerning real estate in the
Dominican Republic are subject only to local law, no matter who owns the property (ie, a
Dominican citizen or a foreign individual entity) or the place where the contract was signed.
This is a rule of public order that cannot be amended or waived by the contracting parties.
If a transaction involves properties from another jurisdiction as well, then the part of the
transaction that refers to the Dominican real estate must be governed by Dominican law,
hence all closing documentation must be drafted and executed according to Dominican
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laws. Nevertheless, for estate purposes, Law 544—14, a conflict of laws statute, allows
foreigners to have their national law determine the rules of inheritance in connection with
real estate located in the Dominican Republic; previously, Dominican inheritance rules
applied in all cases.

In contractual matters not involving real estate, the parties can choose the applicable law
as long as they do not breach public order provisions under Dominican law. For example,
labour relations in the Dominican Republic must be governed by Dominican law.

Law stated - 22 October 2025

Jurisdiction

9 | Which courts or other tribunals have subject-matter jurisdiction over real estate
disputes? Which parties must be joined to a claim before it can proceed? What is
required for out-of-jurisdiction service? Must a party be qualified to do business in
your jurisdiction to enforce remedies in your jurisdiction?

The Real Estate Registration Law provides a special jurisdiction for disputes over the
registered real estate, consisting of land courts of original jurisdiction, with a single judge,
as a court of first instance, and superior land courts, with five judges, as appeal courts.
Both decide on matters of fact and law. Decisions of a superior land court may be appealed
before the Supreme Court, which only verifies the correct application of the law.

All affected parties in a suit must be duly notified by a bailiff before it can proceed. For
parties domiciled abroad, notice is served through a special procedure established for this
purpose through the Dominican consulate in the country where the party is domiciled.

A foreign party does not need to be qualified to do business in the Dominican Republic and
is not required to post a litigation bond to sue for remedies in the Dominican Republic.

Law stated - 22 October 2025

Commercial versus residential property

10 |How do the laws in your jurisdiction regarding real estate ownership, tenancy
and financing, or the enforcement of those interests in real estate, differ between
commercial and residential properties?

In general, Dominican law does not distinguish between commercial and residential
properties: the same rules apply for both. However, properties held by commercial entities
are taxed differently from those owned by individuals.

A 1 per cent annual tax is assessed on real property owned by individuals, based on the
cumulative value of the properties owned by the same individual, as appraised by the
government authorities. Properties are valued without taking into account any furniture or
equipment to be found in them. For built lots, the 1 per cent is calculated only for values
exceeding US$160,000. For unbuilt lots, the 1 per cent tax is calculated on the actual
appraised value without the US$160,000 exemption. Individuals pay this tax every year on
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or before 11 March, or in two equal instalments: 50 per cent on or before 11 March, and
the remaining 50 per cent on or before 11 September. The 6.8 million pesos threshold is
adjusted annually for inflation.

The following properties are exempt from the property tax:

* built properties valued at US$160,000 or less;
 farms; and

* houses inhabited by owners who are at least 65 years old and have no other property
in their name.

Properties held in the name of a corporation or other entities do not at present pay a
property tax per se; however, a 1 per cent tax is levied on company assets, including real
estate.

There are also different tax treatments with regard to leasing to individuals or to corporate
entities: leases to entities are subject to value-added tax and leases by individual landlords
are subject to a 10 per cent withholding tax that is credited toward the landlord’s annual
income tax.

Law stated - 22 October 2025

Planning and land use

11 | How does your jurisdiction control or limit development, construction, or use of real
estate or protect existing structures? Is there a planning process or zoning regime in
place for real estate?

All planning and land use matters are handled by municipalities, the Ministry of Tourism (in
tourist areas) and the Ministry of Environment.

The municipalities and the Ministry of Tourism establish the general rules regarding
use (eg, residential, commercial, industrial, mixed, density or maximum height). Any
construction or development that may affect the environment must also be approved by
the Ministry of Environment.

Law stated - 22 October 2025

Government appropriation of real estate

12 | Does your jurisdiction have a legal regime for compulsory purchase or condemnation
of real estate? Do owners, tenants and lenders receive compensation for a
compulsory appropriation?

The Constitution and Law 344 of 1943 establish the legal regime for the government’s
compulsory purchase or condemnation of real estate. The Dominican Constitution states
that:
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No person shall be deprived of his or her property, except on justified grounds
of public utility or social interest, for which a person shall be paid a fair value
before expropriation, as determined by the mutual consent of the parties or
by the judgment of a court of competent jurisdiction, pursuant to the law. In
case of the declaration of a State of Emergency or Defence, compensation
may not be paid before the expropriation.

Law 344 establishes the specific procedure that the government must follow in any case
of expropriation. Because the provisions of this law are of public order, allocations cannot
be modified by contractual arrangements between the parties.

Law stated - 22 October 2025

Forfeiture

13 | Are there any circumstances when real estate can be forfeited to or seized by the
government for illegal activities or for any other legal reason without compensation?

The Constitution allows the government to seize property without compensation if a
definitive court ruling has confirmed that the property has been obtained through illegal
acts (eg, drug trafficking or money laundering).

Law stated - 22 October 2025

Bankruptcy and insolvency

14 | Briefly describe the bankruptcy and insolvency system in your jurisdiction.

Under Law 14115, foreclosure or sequestration processes pursued by creditors affecting
more than 50 per cent of a commercial debtor’s assets, among other conditions, can trigger
a bankruptcy and restructuring process.

Aside from exceptions for certain regulated industries, such as banks and stock
exchange-related entities, as well as government-owned entities, the law is applicable
to any Dominican or foreign entity or commercial individual person with a permanent
establishment in the country.

All of the following processes against the debtor will be deemed as automatically stayed
or prohibited once the court approves the bankruptcy petition:

« all legal, administrative, tax or arbitration claims or lawsuits, including foreclosure
and sequestration processes;

» computation of liquidated damages clauses and contractual or judicial penalties;

« disposition of a debtor’s assets, including the filing of a non-registered deed of sale,
unless otherwise authorised by the law; and

« payment against debts originated prior to the restructuring request.
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These processes will remain stayed during the restructuring plan’s execution, thereby
prohibiting any asset seizure actions by the creditors. The stay will be lifted if the
restructuring plan fails and the court authorises the debtor’s asset liquidation.

During the restructuring’s conciliation and negotiation stage, all creditors, including secured
ones (registered securities, mortgages and pledges, etc), that wish to have voting rights
assigned to them for the execution of the restructuring plan must formally register their
credits before the Bankruptcy Court, prior to the court-appointed mediator’s submittal of
his or her final report to the court.

Law stated - 22 October 2025

INVESTMENT VEHICLES
Investment entities

15 | What legal forms can investment entities take in your jurisdiction? Which entities
are not required to pay tax for transactions that pass through them (pass-through
entities) and what entities best shield ultimate owners from liability?

There are no restrictions regarding the structure or legal form of a foreign entity. If it is
duly incorporated and recognised in the jurisdiction where it was formed, an entity can do
business in the Dominican Republic upon registration at the Chamber of Commerce and
Internal Revenue. However, trusts as they are known in most common law jurisdictions
are not recognised as legal entities and cannot, therefore, directly hold property in the
Dominican Republic.

As for Dominican entities, Dominican company law allows different types of commercial
companies (eg, individually owned enterprises, or limited liability companies (LLCs)) and
corporations (eg, regular or simplified stock corporations), all of which provide limited
liability for their owners or shareholders. There are other investment entities recognised
under the law, such as business partnerships, limited partnerships and per share limited
partnerships, but they are seldom used because they do not offer full liability shields to
their members and are subject to the same tax treatment as the other entities. Also, Law
189-11 introduced, in 2011, local fiduciary vehicles as a holding option.

Local law does not recognise the concept of pass-through entities. Any entity, local or
foreign, is taxed as an entity, regardless of its legal structure, except real estate assets
held through a closed-end investment fund approved by the Dominican Republic Security
and Exchange Superintendency. These funds are considered fiscally neutral investment
vehicles and, as such, are not subject to income tax; their shareholders or beneficiaries,
however, will pay income tax on income received from the funds.

Law stated - 22 October 2025

Foreign investors

16 | What forms of entity do foreign investors customarily use in your jurisdiction?
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The most common entity used by foreign investors is a local LLC. Some, preoccupied with
the complexities of reporting a foreign entity to the tax authorities in their home jurisdiction,
prefer to register their domestic entity in the Dominican Republic. Finally, high-income

individuals with complex estate planning in place use the structures existing in their estate
plan to acquire Dominican assets.

Law stated - 22 October 2025

Organisational formalities

17 | What are the organisational formalities for creating and maintaining the above
entities? What requirements does your jurisdiction impose on a foreign entity? Does
failure to comply incur monetary or other penalties? What are the tax consequences

for a foreign investor in the use of any particular type of entity, and which type is
most advantageous?

The five basic steps for incorporating any local entity are:

* registering the company’s name before the National Office of Industrial Property;

« the signing of the by-laws;
« payment of the incorporation tax (1 per cent of capital);

« recording the incorporation documents at the Chamber of Commerce and obtaining
the mercantile registry certificate; and

« registering the company at Internal Revenue and obtaining a tax number.

The three basic steps for registering a foreign entity in the Dominican Republic (permanent
establishment) are:

« translating into Spanish and authenticating the incorporation documents (by-laws,
certificate of incorporation, designation of directors, etc);

+ recording the incorporation documents at the Chamber of Commerce and obtaining
the mercantile registry certificate; and

* registering the company at the Internal Revenue and obtaining a tax number.

All foreign and local entities are taxed equally regardless of structure: a flat 28 per cent on
net corporate profits and 10 per cent tax on dividends or profits sent abroad.

The Dominican tax code has a general anti-tax avoidance provision (‘substance over form

principle) and specific rules for the sale of shares of foreign entities that own assets in the
Dominican Republic.

All companies registered in the Dominican Republic, regardless of whether they are local or
foreign entities, including those with no income or operations, must file income tax returns
with the Dominican Republic’s Tax Office every year. Aside from the penalties on overdue
taxes, which amount to 11.1 per cent for the first month and 5.1 per cent for each additional
month, entities that do not comply with the filings and subsequent payments of both income

and asset taxes run the risk of having the Tax Office begin a lien registration process against
the entity’s properties.
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Law stated - 22 October 2025

ACQUISITIONS AND LEASES

Ownership and occupancy

18 | Describe the various categories of legal ownership, leasehold or other occupancy

interests in real estate customarily used and recognised in your jurisdiction.

Dominican real estate law recognises the following interests in real estate:
+ absolute ownership;
¢ usufruct;

* easements;

betterments;

leases;

condominium regimes; and

privileges and mortgages.

It does not recognise cooperative ownership arrangements or other occupancy interests.

Law stated - 22 October 2025

Pre-contract

19 | What are the typical pre-contractual steps?

Non-binding agreements do not really fit into the Dominican legal system and are rarely
used. A general rule of the Civil Code establishes that with an agreement on the property
and the sale price, the sale is perfected between the parties, even if the property has
not been delivered or the price paid. Although this rule can be waived, it is customary to
characterise any agreement — including term sheets — as binding, meaning that penalties
are applicable if, for example, the buyer decides not to buy or the seller decides not to sell,
even in cases when the above-cited rule is subject to a suspensive condition. An agreement
is usually considered binding and will be treated by the courts accordingly.

Customarily, real estate transactions in the Dominican Republic do not follow the North
American pattern of a written offer tendered by the buyer to the seller, followed by the
seller’s written acceptance, or the signing of a non-binding term sheet or letter of intent.
Instead, after an oral agreement is reached by the buyer and seller on the price, a binding
promise of sale is prepared and signed by the parties. A property is usually only taken off
the market if a binding contract with a non-refundable deposit is in place.

Real estate brokers are not regulated in the Dominican Republic.

Law stated - 22 October 2025
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Contract of sale

20 | What are typical provisions in a contract of sale?

A well-drafted contract of sale should contain, as a minimum, the following provisions:

« full name and particular of the parties (if the seller is married, the spouse must also
be part of the contract, since Dominican law does not generally allow the sale of
any property without the consent of both spouses);

+ legal description of the property;
* purchase price and payment terms;

+ obligation of the seller to deliver to the buyer at closing the documentation required
for registering the purchase (certificate of title, tax receipts, etc);

« default clauses;
« date of delivery of the property; and

« representations by the parties and remedies in case of breach of contract.

The amount of the down payment depends on the circumstances of the sale, especially
on when the buyer will take possession of the property. Before delivery, payment of 10
per cent of the purchase price is common. If possession is to take place from the time of
signing the promise of sale, then a much higher amount might be due, up to the amount
of the sale price, even if the title does not change hands. Escrows are used but are not
mandatory and not always accepted by the seller; it is normally used when a part of the
payment is subject to certain conditions (eg, delivery of title, city hall construction permits)
or the payment is going to be done by several bank transfers.

Generally, the seller pays all taxes and utilities up to the date of closing. Unless agreed
to otherwise, the seller bears the risk of loss until closing except if the buyer has taken
possession of the property.

Law stated - 22 October 2025

Environmental clean-up

21 | Who takes responsibility for a future environmental clean-up? Are clauses regarding
long-term environmental liability and indemnity that survive the term of a contract
common? What are typical general covenants? What remedies do the seller and
buyer have for breach?

Issues of environmental clean-ups in real estate transactions are still very rare in the
Dominican Republic. So far, this has been a problem only in the mining sector. Therefore,
there are no general covenants in use. Of course, the parties to a contract are free to insert
mutually agreed terms regarding long-term environmental liability and indemnity issues.

Law stated - 22 October 2025
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Lease covenants and representation

22 | What are typical representations made by sellers of property regarding existing
leases? What are typical covenants made by sellers of property concerning leases
between contract date and closing date? Do they cover brokerage agreements and
do they survive after property sale is completed? Are estoppel certificates from
tenants customarily required as a condition to the obligation of the buyer to close
under a contract of sale?

The general recommendation for any real estate acquisition is to have the seller deliver the
property without any tenants, considering the costs and duration of eviction procedures
under Dominican law. The final payment should always be made subject to such a delivery
without tenants or any other type of occupation.

If the buyer is interested in taking on the existing lease, the representations are extensive,
starting with requesting full disclosure of the entire landlord-tenant subleases, related
documents, lease receipts, etc. Leases survive a sale, but brokerage agreements do not.
Requesting estoppel certificates from the tenants is not common in the Dominican Republic
and the tenant is not obliged to sign them.

Law stated - 22 October 2025

Leases and real estate security instruments

23 |Is a lease generally subordinate to a security instrument pursuant to the provisions
of the lease? What are the legal consequences of a lease being superior in priority to
a security instrument upon foreclosure? Do lenders typically require subordination
and non-disturbance agreements from tenants? Are ground (or head) leases treated
differently from other commercial leases?

In general, leases are not registered at the Registry of Title and are, therefore, subordinate
to aregistered security instrument, such as a privilege or mortgage. However, in the unlikely
case that a lease has been registered before a security interest, the creditor must respect
the terms of the lease.

Banks usually require a first-rank mortgage and will not accept subordination to a lease.
Ground or head leases are not treated differently from other commercial leases.

Law stated - 22 October 2025

Delivery of security deposits

24 | What steps are taken to ensure delivery of tenant security deposits to a buyer? How
common are security deposits under a lease? Do leases customarily have periodic
rent resets or reviews?
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Dominican law requires landlords to deposit mandatory security deposits (in an amount
equivalent to one, two or three months of rent, depending on the term of the lease) at the
government-controlled Agricultural Bank.

Leases commonly provide for periodic rent increases.

Law stated - 22 October 2025

Due diligence

25 | What due diligence should be conducted before executing a contract? Is any due
diligence customarily permitted or conducted after contract but before closing?
What is the typical method of title searches and are they customary? How and to
what extent may acquirers protect themselves against bad title? Discuss the priority
among the various interests in the estate. Is it customary to obtain government
confirmation, a zoning report or legal opinion regarding legal use and occupancy?

The typical real estate due diligence overseen by the buyer’s attorney regarding title
consists of the following:

+ obtaining a certification from the Registry of Title stating the legal status of the
property;

+ obtaining a certified report from an independent surveyor confirming that the official
survey coincides with the property and that there are no overlapping surveys;

« obtaining a certificate from the Internal Revenue stating that the property tax, if any,
has been paid;

+ confirming that the property to be purchased may be used for the purposes sought
by the buyer;

« investigating whether a third party is occupying the property;

« investigating the property’s environmental status; and

« ensuring that the seller, especially if a corporation, has the authority to sell and can
convey clear title.

As noted above, under the Torrens system, there is no need to do a chain-of-title search.
Title insurance is available but is not used frequently for various reasons — especially limited
protection and costs — even though the indemnity fund contemplated by the Real Estate
Registration Law has not functioned properly.

The Real Estate Registration Law establishes that whoever registers first has priority over
those who register after. Registration is deemed to be complete on the date the application
is submitted for registration provided that the application is approved, not on the date the
Registry of Title issues the corresponding certificate. Priority among different interested
parties can be contractually reordered.

Law stated - 22 October 2025

Structural and environmental reviews
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26 |Is it customary to arrange an engineering or environmental review? What are the
typical requirements of such reviews? Is it customary to get representations or an
indemnity? Is environmental insurance available?

Structural reviews by engineers or architects can be obtained but are not very common.
There is no standard procedure: it is usually the buyer and the solicitor who instruct
the engineer about the scope of the review. The sales contract may establish specific
representations concerning the structure and environmental issues and the corresponding
sanctions in the event of non-compliance (eg, penalties, indemnity, right to rescind, etc),
but they are not customary.

Environmental insurance is available.

It is customary to review all permits regarding existing structures or projects. Legal opinion
letters are only used for internal purposes.

Any real estate project, subdivision or infrastructure must apply for and obtain
environmental approval from the Ministry of the Environment and Natural Resources,
pursuant to the General Law on the Environment and Natural Resources 64—00, which
regulates environmental pollution, the generation and control of toxic and hazardous
substances, and the treatment of domestic and municipal waste, among other matters.
Environmental due diligence is highly advisable for purchases of undeveloped land, as well
as off-plan property purchases.

Law stated - 22 October 2025

Review of leases

27 | Do lawyers usually review leases or are they reviewed on the business side? What
are the lease issues you point out to your clients?

Leases are usually prepared and reviewed by lawyers. Dominican law is very protective
of tenants’ rights and there is no fast and efficient eviction procedure in place. Key lease
issues include:

* the lease’s term;

« tacit renewal clauses;

« ownership of betterments made by tenant during the lease;

« default clauses and waiver of certain tenant-friendly statutory provisions;

* a clear distinction between minor and major repairs and who will be the responsible
party to cover these; and

+ specific use of the property during the lease term (eg, the type of business or
whether it will be a family’s residence).

Very often, the tenant has to find a guarantor to co-sign the lease.

Law stated - 22 October 2025
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Other agreements

28 | What other agreements does a lawyer customarily review?

The buyer’s lawyer has to carefully review any agreement regarding the property, including:

 service agreements;
* brokerage agreements;
« previous sale agreements if the price has not been paid in full; and

» the agreements on which any registered interest is founded (eg, easement
agreements and mortgage contracts).

The lawyer should also review carefully the seller’'s marital status, and, if he or she is
married, review any existing marriage contract. Dominican law does not generally allow
the sale of any property without the consent of both spouses.

Law stated - 22 October 2025

Closing preparations

29 |How does a lawyer customarily prepare for a closing of an acquisition, leasing or
financing?

The lawyer’s preparation for closing involves obtaining, reviewing or preparing the following:

« certification from the Registry of Title stating the legal status of the property;

+ a certified report from an independent surveyor confirming that the official survey
coincides with the property and that there are no overlapping surveys;

« a certification from the Internal Revenue stating that the property tax, if any, has
been paid;

« pertinent permits or zoning reports;
« reports from engineers, if applicable;

* any agreements, receipts and discharges (services, employees and tenants) related
to the property;

« the identification and marital documents of the parties, and, if entities, the complete
corporate documentation (by-laws, mercantile registry certification, tax ID, corporate
resolution, etc);

+ if the property is a condominium unit:
« a copy of the condominium declaration;
* a copy of the condominium regulations;

* a copy of the approved construction plans;
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certification from the condominium administration showing the seller is
current with condominium dues; and

« copies of the minutes of the last three condominium meetings;

« information as to how payment of the price of sale will be made;
« the contract of sale; and

« the closing checklist.

Law stated - 22 October 2025

Closing formalities

30 |Is the closing of the transfer, leasing or financing done in person with all parties
present? Is it necessary for any agency or representative of the government or
specially licensed agent to be in attendance to approve or verify and confirm the
transaction?

The closing usually takes place in the lawyer’s office with all the parties present or
represented by power-of-attorney. It is not necessary for any agency or representative of
the government or specially licensed agent to be in attendance to approve or verify and
confirm the transaction, except for a notary public, who must be present to attest to the
signatures of the parties.

At the closing, the buyer’s lawyer receives two originals of the contract of sale — one for
registration purposes and the other for his or her file — and the seller’s original certificate
of title.

Ideally, the signing of the contract of sale, payment of the purchase price and delivery of the
seller’s documentation will happen simultaneously. Regarding financing, the bank usually
insists on registering the mortgage first before disbursing the funds to the seller.

Law stated - 22 October 2025

Contract breach

31 | What are the remedies for breach of a contract to sell or finance real estate?

If the seller backs down after signing a binding promise of sale or similar contract, the
purchaser can:

« enforce the sales agreement (specific performance) by filing suit at the Land Court
demanding the transfer of property (the suit is automatically recorded as a lien on
the property at the Registry of Title);

« ask for specific performance plus damages; or

« sue to rescind the contract and obtain damages.

Similarly, the borrower can sue the bank for specific performance and damages.
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The seller is allowed to retain either the purchaser's down payment or any other funds
that have been advanced against the purchase price provided that the purchase contract
contains a liquidated damages clause authorising this deduction.

Both seller and purchaser may claim damages.

Law stated - 22 October 2025

Breach of lease terms

32 [ What remedies are available to tenants and landlords for breach of the terms of
the lease? Is there a customary procedure to evict a defaulting tenant and can a
tenant claim damages from a landlord? Do general contract or special real estate
rules apply? Are the remedies available to landlords different for commercial and
residential leases?

Tenants can sue landlords for the specific performance of any obligation assumed by
the landlord in the lease and damages. The landlord, likewise, can sue for specific
performance and damages, as well as for eviction; remedies available to landlords do not
differ depending on whether the nature of the lease is commercial or residential.

The customary procedure to evict a defaulting tenant is to sue in court. The process is very
time-consuming for two reasons:

« before suing, the landlord is required in many cases to go through an administrative
procedure that usually grants the tenant grace periods of six months or more; and

« eviction orders by lower courts are subject to appeals to two higher courts, which
lengthens the process to three or more years if the tenant retains the services of a
savvy lawyer; evictions cannot be enforced while appeals are pending.

General contract law applies to the lease but is limited by various statutes that protect the
tenants. For example, if there is no escalating clause for rent in a lease, the landlord cannot
raise it unilaterally without undertaking a lengthy administrative procedure.

Law stated - 22 October 2025

FINANCING

Secured lending

33 | Discuss the types of real estate security instruments available to lenders in your
jurisdiction. Who are the typical providers of real estate financing in your country?
Are there any restrictions on who may provide financing?

Mortgages (financing from third parties) and privileges (seller’s financing) are customary
security interests. Both grant the lender a registered right on the property (collateral)
that can be enforced in case of default through a foreclosure process, not an automatic
defeasible conveyance in case of default. In both cases (mortgages and privileges), in
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the event of default, the enforcement is made through a foreclosure process before the
competent Civil and Commercial Court of First Instance.

Law stated - 22 October 2025

Leasehold financing

34 |Is financing available for ground (or head) leases in your jurisdiction? How does the
financing differ from financing for land ownership transactions?

There is no financing available for ground leases.

Law stated - 22 October 2025

Form of security

35 | What is the method of creating and perfecting a security interest in real estate?

Mortgages are created by a contract between the owner and the lender, or by a tripartite
agreement between seller, buyer and the lending institution. The contract is authenticated
by a Dominican notary and then registered at the Registry of Titles after payment of the 2
per cent mortgage tax.

Privileges of the unpaid seller are automatic: upon review of the registration application
submitted to the Registry of Titles, the registrar will register a privilege in favour of the seller
if he or she can determine from the documents in the file that part of the price of sale has
not been paid. The registration of the privilege is tax-exempt.

The registration of a security interest, be it a mortgage or a privilege, is perfected by filing
the documentation at the Registry of Title in the jurisdiction where the property is located.
The documents required for filing a mortgage are:

* a mortgage contract;
« original of the certificate of title of the borrower;
* mortgage tax receipt; and

« certification attesting to the payment of property taxes.

For a privilege, the documents required are the same as for a sale.

Law stated - 22 October 2025

Valuation

36 | Are third-party real estate appraisals required by lenders for their underwriting of
loans? Are there government or industry standards for appraisals? Must appraisers
have specific qualifications or required government or industry certifications? Who
is required to order the appraisal?
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Lenders customarily require third-party real estate appraisals when underwriting loans. The
appraiser, usually a surveyor or engineer, must be a recognised professional accredited
by the Dominican Institute of Appraisers. The lending institution is required to order an
appraisal prior to approving the credit facility.

Law stated - 22 October 2025

Legal requirements

37 | What would be the ramifications of a lender from another jurisdiction making a loan
secured by collateral in your jurisdiction? What is the form of lien documents in your
jurisdiction? What other issues would you note for your clients?

A foreign lender does not need specific authorisation to do business in the Dominican
Republic. To register a mortgage in its favour, the foreign lender should obtain a local tax
number. Once this tax number has been obtained, the lender is no longer subject to the
general withholding taxes established for payments sent abroad (28 per cent in general,
or 10 per cent for interest paid to foreign financial institutions). The lender will be taxed as
a permanent establishment, under the same conditions as a Dominican entity.

Regarding required documents and registration taxes, the same rules that apply for local
lenders apply to foreign lenders:

Mortgages are created by a contract between the owner and the lender, or by a
tripartite agreement between the seller, buyer and the lending institution. The contract is
authenticated by a Dominican notary and then registered at the Registry of Titles after
payment of the 2 per cent mortgage tax.

The registration of security interests is perfected by filing the documentation at the Registry
of Title in the jurisdiction where the property is located. The documents required for filing
a mortgage are:

* a mortgage contract;
« original of the certificate of title of the borrower;
* mortgage tax receipt; and

« certification attesting to the payment of property taxes.

Mortgages and underlying credits can be transferred without paying additional taxes.

Law stated - 22 October 2025

Loan interest rates

38 | How are interest rates on commercial and high-value property loans commonly set?
What rate of interest is legally impermissible in your jurisdiction and what are the
consequences if a loan exceeds the legally permissible rate?
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Local interest rates are commonly set to the Dominican market standard rate, published
by the Central Bank of the Dominican Republic.

Loans can be obtained in local currency or in US dollars.
References to Libor or any other international indexes are only used in international loans.

There is no effective consumer protection in place for unreasonably high interest rates. A
usury law dating from 1919 was nullified in 2002.

Law stated - 22 October 2025

Loan default and enforcement

39 | How are remedies against a debtor in default enforced in your jurisdiction? Is
one action sufficient to realise all types of collateral? What is the time frame for
foreclosure and in what circumstances can a lender bring a foreclosure proceeding?
Are there restrictions on the types of legal actions that may be brought by lenders?

The remedies against a debtor in default are enforced through a specific judicial procedure
at the first instance court. It is a three-step procedure, usually based on monetary default:
the creditor notifies a specific notice of payment to the debtor; when the notice expires
without payment being fulfilled by the debtor, then the creditor files an embargo at the
Registry of Title to completely block any further registrations on the property and then
initiates the court procedure for the foreclosure, which ends in a public auction sale of the
foreclosed property. All the rules regarding foreclosure are of public order. Foreclosure can
only be judicial; non-judicial foreclosure is prohibited by law. Defaults other than monetary
defaults are possible (unauthorised distribution of dividends, unauthorised changes in the
corporate structure, etc) if properly established in the loan documents or mortgage act and
proven by the creditor.

The usual time for an ordinary foreclosure is around six to 12 months. Financial institutions
benefit from an expedited procedure that takes around three to six months. In any case,
dilatory procedures can be initiated by the debtor or by any other party with a registered
right on the property.

Law 189-11 introduced trusts and collateral agent structures for mortgage securities as
an alternative to standard mortgage-foreclosure processes, providing better protection of
collateral and including an expedited foreclosure procedure, now available to all types of
creditors after a 2017 court ruling.

Aside from the mentioned judicial foreclosure process, there are no other legal avenues
available to enforce a loan against a defaulting debtor.

Law stated - 22 October 2025

Loan deficiency claims

40 | Are lenders entitled to recover a money judgment against the borrower or guarantor
for any deficiency between the outstanding loan balance and the amount recovered

Real Estate 2026 | Dominican Republic Explore on Lexology [




RETURN TO CONTENTS RETURN TO SUMMARY

in the foreclosure? Are there time limits on a lender seeking a deficiency judgment?
Are there any limitations on the amount or method of calculation of the deficiency?

Yes. The statute of limitations for suing for recovery is 20 years. There are no limits on the
amount or method of calculation of the deficiency.

Law stated - 22 October 2025

Protection of collateral

41 [What actions can a lender take to protect its collateral until it has possession of the
property?

Throughout the foreclosure process, the debtor remains the owner of the property until it is
sold to the highest bidder or adjudicated to the lender. Once the foreclosure procedure has
begun and has been registered at the Registry of Titles, the property is blocked from any
registration by third parties. In addition, the lender can request an injunction designating
a judicial administrator. By law, the lender also has a preferential right to collect any rent
produced by the collateral during the foreclosure process.

There are no risks of liability during the foreclosure process or to possession since control
of the property can only be granted if, at the end of the foreclosure process, the property
is adjudicated to the creditor in case bidders do not show up or meet the minimum bid at
the public auction.

Law stated - 22 October 2025

Recourse

42 | May security documents provide for recourse to all of the assets of the borrower?
Is recourse typically limited to the collateral and does that have significance in
a bankruptcy or insolvency filing? Is personal recourse to guarantors limited to
actions such as bankruptcy filing, sale of the mortgaged or hypothecated property
or additional financing encumbering the mortgaged or hypothecated property or
ownership interests in the borrower?

Yes, security documents may provide recourse to all the assets of the borrower. It is
customary to insert a clause to that effect in all bank loans.

The existence of such a clause has no significance in a bankruptcy or insolvency filing.
Personal recourse is not limited to actions such as bankruptcy filing, etc. The lender has
a choice to foreclose on the collateral or collect from other assets of the borrower. As for
guarantors, personal recourse against them is also unlimited: a special clause to that effect
is customarily included in the mortgage contract.

Law stated - 22 October 2025

Real Estate 2026 | Dominican Republic Explore on Lexology [




RETURN TO CONTENTS RETURN TO SUMMARY

Cash management and reserves

43 |Is it typical to require a cash management system and do lenders typically take

reserves? For what purposes are reserves usually required?

Financial institutions usually require the necessary reserves to pay taxes and insurance.
For commercial loans, it is common for financial institutions to only require segregated
accounts rather than lockboxes.

Law stated - 22 October 2025

Credit enhancements

44 | What other types of credit enhancements are common? What about forms of
guarantee?

The main method used by local banks for credit enhancement is to establish a scrutinised
structure with two main elements: first, the loan is usually granted as a line of credit
and any disbursement is subject to specific conditions (completion of a construction
phase, obtaining of a specific permit). Second, the bank is in control of a segregated
account, which constitutes the only account that the borrower can use for receiving funds
and making payments. Banks also require borrowers to issue personal and corporate
promissory notes as an independent credit enhancement, which may be executed against
any of their assets in the case of default.

Law stated - 22 October 2025

Loan covenants

45 | What covenants are commonly required by the lender in loan documents?

The commonly required covenants are the following:

« a prohibition from disposing of the collateral in any possible way (sale, pledging as
collateral for any other loan, etc);

* maintenance of an insurance policy in favour of the lender;

+ a prohibition from merging with another entity or acquiring other major assets
without the approval of the lender;

« a prohibition from implementing changes to the corporate structure without the
approval of the lender;

+ a prohibition from disbursing company dividends without the approval of the lender;
and

« controlling and inspection structures.

Real Estate 2026 | Dominican Republic Explore on Lexology [




RETURN TO CONTENTS RETURN TO SUMMARY

These requirements usually do not depend on the asset class, but the situation of the
borrower.

Law stated - 22 October 2025

Financial covenants

46 | What are typical financial covenants required by lenders?

Typical financial covenants required by lenders are based on loan-to-value ratios (usually
anywhere between 50:100 and 70:100), debt-service coverage ratios and financial
reporting requirements. Ongoing appraisals are usually only required in specific cases.

Law stated - 22 October 2025

Secured movable (personal) property

47 | What are the requirements for creation and perfection of a security interest in
movable (personal) property? Is a ‘control’ agreement necessary to perfect a security
interest and, if so, what is required?

The first requirement for the creation and perfection of collateral of movable property,
according to Dominican law, is always a notarised contract in Spanish that establishes or
confirms the debt and describes the collateral to be pledged. Depending on the asset, there
might be additional requirements, such as handing over the movable asset to the lender
and registration at the Civil Registry (regular civil pledge) or registration of opposition at
the Internal Revenue (vehicles).

Chattel mortgages, created by the Agricultural Promotion Law 6,186 of 1963, are
commonly used for securing machinery, inventory and other movable assets. This type
of pledge enables the debtor to keep possession of the asset while the security is in
place. In the case of chattel mortgages, registration is made by filing the documents in
the appropriate court.

As for aircraft, security agreements need to be drafted before a notary public and executed
and filed at the Civil Registry Office and the National Institute of Civil Aviation. Securities
over ships are registered at the Industry and Commerce Department.

As for intangible assets, they can be securitised as follows.

Company shares

Securitisation will depend on the type of entity (stock corporation, simplified stock
corporation or limited liability company) and on the procedure established by the company’s
by-laws.
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In most cases, a shareholder who wishes to pledge his or her shares to a third party must
notify other shareholders, directly or via the board of directors, to receive approval prior to
executing a share pledge agreement and registering the pledge in the company register.

All pledges over shares must also be registered at the Chamber of Commerce of the

company’s domicile.

Contractual rights

This requires the execution of a pledge agreement, its notification to the contract’s
counterparty and registration of the notified documentation at the corresponding Civil
Registry Office.

Receivables

Securitisation is done through the execution of a pledge agreement, its notification to the
corresponding debtors and registration of the notified documentation at the corresponding
Civil Registry Office.

Intellectual property
This is achieved by the execution of a pledge agreement and its registration at the National
Office of Intellectual Property.

Law stated - 22 October 2025

Single purpose entity (SPE)

48 | Do lenders require that each borrower be an SPE? What are the requirements to
create and maintain an SPE? Is there a concept of an independent director of SPEs
and, if so, what is the purpose? If the independent director is in place to prevent a
bankruptcy or insolvency filing, has the concept been upheld?

No. SPEs do not exist in the Dominican Republic. This does not prevent an SPE from a
foreign jurisdiction from registering and doing business in the Dominican Republic.

Law stated - 22 October 2025

UPDATE AND TRENDS

International and national regulation

49 | Are there any emerging trends, international regulatory schemes, national
government or regulatory changes, or other hot topics in real estate regulation in

your jurisdiction?

There are no updates at this time.
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Single purpose entity (SPE)

UPDATE AND TRENDS

International and national regulation
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GENERAL
Legal system

1 | How would you explain your jurisdiction’s legal system to an investor?

The Finnish legal system is a civil law system. Injunctions may be obtained to prevent
an action. Courts may rule in equity but it is quite rare that an agreement between two
companies would be amended for reasons of equity. Parol rule is not generally applicable,
but the parties typically agree that the final agreement supersedes all the previous written or
oral agreements or other understandings between the parties. Oral contracts are generally
binding (however, certain transactions such as a direct real estate transfer will need to be
made in written form). The laws applicable to real estate are national in scope but the local
municipalities and cities have power on local planning and decision-making.

Law stated - 21 October 2025

Land records

2 | Does your jurisdiction have a system for registration or recording of ownership,
leasehold and security interests in real estate? Must interests be registered or
recorded?

In the Finnish real estate system, land and water territory is divided into real property
units and other register units. The latter mainly consists of public and common water areas
and such areas are generally not transferable. The Finnish Real Estate Formation Act
(554/1995, as amended) defines real property as an independent unit of land ownership
(including water areas belonging to such unit), which under the Real Estate Register Act
(392/1985) is to be entered into the Real Estate Register maintained by the National Land
Survey of Finland (referred to as real property unit). Such real estate units each have their
own registration number and, in addition to the land and water area, the units consist of
components and accessories thereof and easements vested therein.

Title transfers to the buyer are in accordance with the parties’ agreement and is not
dependent on registration of the buyer's title. However, a transfer of title must be registered
with the Title and Mortgage Register, which is also maintained by the National Land Survey
of Finland. Prior registration has priority in the case of conflicting transfers of title.

Further, certain land lease agreements and transfers of such leases must be registered
with the Title and Mortgage Register. Mortgages may be registered to encumber any
freehold properties and leasehold properties that are subject to mandatory registration.
Mortgages must be registered in order to become effective. The priority of mortgages is
determined based on the dates on which the application for mortgage has been registered
with the Title and Mortgage Register.

Law stated - 21 October 2025
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Registration and recording

3 | What are the legal requirements for registration or recording conveyances, leases

and real estate security interests?

Under the Finnish Land Code (540/1995, as amended), title registration of freehold title and
registrable leasehold titles must be applied for within six months of executing the document
transferring ownership. In the case of a direct real estate transfer, the tax is 3 per cent of
the transfer price on transfers concluded on or after 12 October 2023 and 4 per cent of
the transfer price on transfers concluded prior to 12 October 2023. The fees payable to the
National Land Survey for the registration of title and other rights are nominal. Itis the buyer's
responsibility to pay the taxes and fees (unless otherwise agreed between the parties). A
3 per cent tax is typically avoided by selling the shares in a holding company owning the
real estate rather than directly selling the real estate, in which case the applicable tax is
only 1.5 per cent of the transfer price on transfers concluded on or after 12 October 2023
and 2 per cent of the transfer price on transfers concluded prior to 12 October 2023.

Special rights over a real estate, such as lease rights or rights to extract land or resources
or another comparable right of extraction as well as different kinds of easements may
be registered but are not mandatory (unless regulated in other legislation such as, for
example, mining legislation). A land lease agreement (a leasehold) is subject to mandatory
registration if the leasehold (1) is in force for a fixed term, (2) is transferable without the
landowner’s consent and (3) if the leased area has buildings belonging to the tenant or the
terms of the lease provide that such buildings may be built on the leased area.

Mortgages may be registered on any freehold properties. Mortgages may also be
registered on such leasehold properties which are subject to mandatory registration of the
leasehold title.

Law stated - 21 October 2025

Foreign owners and tenants

4 | What are the requirements for non-resident entities and individuals to own or lease
real estate in your jurisdiction? What other factors should a foreign investor take into
account in considering an investment in your jurisdiction?

Total holdings of foreign property investors accounted for around 36 per cent of the total
Finnish real estate investment market at the end of 2024. Finnish legislation is generally
rather liberal in terms of foreign investment and allows both direct investment in property
and into domestic companies holding Finnish real estate, subject to the below exceptions.

Acquisition of Finnish real estate by buyers located outside the EU/EEA is subject to
permission by the Ministry of Defence, on grounds of national security interests (if more
than 10 per cent of the ownership or control of the buyer entity is outside the EU/EEA,
the buyer entity is deemed to be located outside the EU/EEA for the purposes of the Act
on Permissibility of certain Real Estate Acquisitions 470/2019, as amended). The Finnish
Ministry of Defence may permit an acquisition based on an application by the buyer. If the
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permit is not granted, the government has a right of redemption or pre-emption. The permit
must be applied for either before or within two months of the transaction. The limitations
pertain to freehold title of real estate. Tenancy is not limited.

In relation to indirect property investment (and as further defined in the Act on the
Monitoring of Foreign Corporate Acquisitions in Finland (172/2012), as amended), foreign
buyers must apply for prior approval from the Ministry of Employment and the Economy
(the MEA) for an acquisition resulting in the buyer holding more than one-tenth, one-third,
or one-half of the voting power (or corresponding influence) of a Finnish defence company.
Foreign buyers may also submit a notification to the MEA for an acquisition resulting
in the buyer holding more than one-tenth, one-third, or one-half of the voting power (or
corresponding influence) of a company or business holding a key position in relation to
maintaining vital functions of Finnish society.

These rules are not applied to the Aland Islands (an autonomous region of Finland), which
means that foreign persons are restricted from buying real estate located on the Aland
Islands, unless specifically allowed by the government of those islands.

In March 2023, a working group considered further restrictions on foreign real estate
acquisitions and submitted its report to the Ministry of Defence. The report includes several
possibilities for improving the supervision of real estate ownership of buyers located outside
the EU/EAA. According to the working group, there is a particular need for licensing
of real estate acquisitions, especially in the case of mergers and acquisitions where a
non-EU/EAA party indirectly acquires ownership of real estate.

Finally, at the beginning of March 2023, an amendment to the Income Tax Act (1535/1992,
as amended), section 10a entered into force, which allows Finland to tax capital gains
arising from the indirect transfer of real estate property located in Finland. Even if Finnish
domestic law would allow Finland to tax capital gains in the future, an applicable tax treaty
may prevent Finland's right to tax.

Law stated - 21 October 2025

Exchange control

5 |If a non-resident invests in a property in your jurisdiction, are there exchange control
issues?
No, there are not.

Law stated - 21 October 2025

Legal liability
6 | What types of liability does an owner or tenant of, or a lender on, real estate face?
Is there a standard of strict liability and can there be liability to subsequent owners
and tenants including foreclosing lenders? What about tort liability?
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Environmental liability is determined by the ‘polluter pays’ principle, meaning that the
party who causes the damage is generally liable for the damage and remediation of the
potentially contaminated areas.

Under Finnish law, liability for environmental damage is strict (that s, it has not been limited)
and does not depend on whether the damage has been caused negligently or intentionally.

Liability for compensation lies with any of the following (Act on Compensation for
Environmental Damage (737/1994,as amended)):

 a party whose activity has caused environmental damage or loss;

* a party comparable to the person carrying out the activity that caused the
environmental damage or loss; or

» a party to whom the activity which caused the environmental damage or loss has
been assigned, if the assignee knew or should have known at the time of the
assignment about the damage or loss, or the threat of it.

In the assessment of the comparability, due consideration shall be given to the competence
of the person concerned, their financial relationship with the person carrying out the activity
and the profit they seek from the activity.

Thus, a buyer can inherit liability for environmental damage or loss if the buyer knew or
should have known at the time of the purchase about the damage or loss, or the threat of
it.

In addition, as further defined in the Environmental Protection Act (527/2014, as amended),
liability for remediation of a contaminated area can be inherited by a buyer if the buyer
knew, or should have known, at the time of the purchase, about the relevant contamination
or if the contamination has occurred with the buyer's consent.

A lender does not generally incur environmental liability in connection with real estate
financing. However, it can indirectly suffer a decrease in the value of the real estate if it turns
out to be contaminated. Furthermore, if the debtor falls into bankruptcy, the bankruptcy
estate can become liable for environmental damage in certain situations.

The Act on the Environmental Damage Fund (1262/2022, as amended) entered into force
on 1 January 2025, under which the new Environmental Damage Fund started operating.
The Environmental Damage Fund pays compensation for environmental pollution damage
where the polluter is not liable or the polluter is not known. The scope of the Fund
is wider than under the previously applicable insurance scheme (under which private
companies whose activities involve a substantial risk of environmental damage or harm
to the environment were obliged to take out environmental damage insurance), and
funding is collected from the operators of the activities causing the risk. The Fund collects
environmental damage fees, either annual payments or one-time payments, from operators
depending on the level of environmental pollution risk associated with their activities.
The appendices of the Act include detailed instructions on the fee categories, applicable
measuring units and payments under the Act. The Fund also provides discretionary grants
to bodies responsible for organising rescue services for the purchase of equipment to
combat environmental damage.

Law stated - 21 October 2025
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Protection against liability

How can owners protect themselves from liability and what types of insurance can
they obtain?

7

Owners may consider obtaining additional insurance coverage by taking out environmental
damage insurance, which covers personal injury and damage to property, minor economic
damage, the costs of remedying the damage and the restoration of the polluted
environment.

As a buyer, it is also advisable to carry out environmental due diligence before purchase
and to ensure that the purchase contract includes adequate environmental insurance and
any specific indemnities the seller may have. However, the seller will often seek to clarify
any warranties.

Warranty and indemnity insurance providers may, on a case-by-case basis, provide
insurance covering environmental issues in connection with an acquisition.

Furthermore, the Environmental Damage Fund pays compensation for environmental
pollution damage where the polluter is not liable or the polluter is not known.

Law stated - 21 October 2025

Choice of law

8 | How is the governing law of a transaction involving properties in two jurisdictions
chosen? What are the conflict of laws rules in your jurisdiction? Are contractual
choice of law provisions enforceable?

In the case of a direct real estate transfer of Finnish real estate, the transfer agreement
needs to fulfil the minimum requirements under the Finnish Land Code. In the case of an
indirect transfer of ownership of real estate (ie, through the sale of shares in a real estate
owning company), the general conflict of laws rules apply. In this case, the governing law
of the agreement may be other than the laws of Finland, but the agreement should include
the necessary Finnish law specific provisions.

Law stated - 21 October 2025

Jurisdiction

9 | Which courts or other tribunals have subject-matter jurisdiction over real estate
disputes? Which parties must be joined to a claim before it can proceed? What is
required for out-of-jurisdiction service? Must a party be qualified to do business in
your jurisdiction to enforce remedies in your jurisdiction?

At the outset, the district courts all over the country have subject-matter jurisdiction over
real estate located on their territory, but typically the sale and purchase agreement includes
provision on the location of the court or arbitration. Either party may raise a claim and
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the party does not need to be qualified to do business in Finland to enforce remedies.
Authorisation for representing the party typically derives straight from the agreement.

Law stated - 21 October 2025

Commercial versus residential property

10 |How do the laws in your jurisdiction regarding real estate ownership, tenancy
and financing, or the enforcement of those interests in real estate, differ between
commercial and residential properties?

Ownership

The laws regarding freehold title to property (direct ownership) do not differentiate as
between the purpose of use of the property. The right of ownership is not affected by
whether the property is used for residential or commercial purposes. Where property is
owned indirectly by shareholding in a mutual real estate company or a mutual housing
company, the provisions of the Housing Companies Act and (or) the Companies Act
mandate certain rights and liabilities as applicable.

Tenancy

The Act on Residential Leases (481/1995,as amended) is applicable to residential leases,
and the Act on Commercial Leases (482/1995, as amended) to leases of business
premises. Residential tenants have a slightly more extensive protection as there are certain
provisions of law that are mandatory for the benefit of residential tenant, such as that the
tenant is always allowed to compensation if the condition of the leased premises does not
correspond to what has been agreed and the tenant is not responsible for the deficiency.
Further, the notice periods in the case concerning termination of a residential lease that
is in force until further notice are (1) landlord: six months if the lease has been in force
continuously at least for one year and three months if under a year (2) tenant: one month,
and in the case of a commercial lease (1) landlord: three months unless otherwise agreed
(2) tenant: one month unless otherwise agreed.

Availability of financing depends on the quality of the target and not necessarily on the
asset type.

Enforcement

In the case where the lease agreement has been terminated and the tenant has not moved
out of the premises, the landlord is entitled to apply for eviction from the district court.
After receiving a positive ruling on the eviction, the landlord will forward the ruling to an
enforcement official who will then issue a removal notification to the tenant with a set
deadline (typically within two to three weeks of the date of notification). If the tenant has
not moved out by the set date, the enforcement official will remove the tenant’s belongings
from the premises. In aggregate, the whole eviction process typically takes from two to
six months. In the case of residential apartments, a tenant may seek postponement of the
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date of vacation of the premises through an action against the landlord on certain social
grounds. The court may grant a postponement of up to 12 months. As regards commercial
leases, the tenant may apply for postponement of vacation for up to six months only.

Law stated - 21 October 2025

Planning and land use

11 |How does your jurisdiction control or limit development, construction, or use of real
estate or protect existing structures? Is there a planning process or zoning regime in
place for real estate?

Applicable zoning and planning limits what can be constructed on real estate. However,
deviations on applicable plans or drafting of new plans may be negotiated with the relevant
city or municipality for development projects. Any new plan is subject to a right of appeal
by parties that have an interest in the plan. Also, certain existing buildings are protected
in their entirety or partially, limiting the possibility to develop or demolish the protected
building. Deviations on protection may be negotiated with the Finnish Heritage Agency.

If a building or structure does not comply with the applicable zoning or planning rules,
the local construction supervisory authority has the right to require the owner of the
building/structure to demolish or restructure the building/structure to comply with the
zoning/planning rules.

Law stated - 21 October 2025

Government appropriation of real estate

12 | Does your jurisdiction have a legal regime for compulsory purchase or condemnation
of real estate? Do owners, tenants and lenders receive compensation for a
compulsory appropriation?

Municipalities have pre-emption rights in relation to the sale of real estate in their area if
the size of real estate sold and purchased between the parties (or any entities under the
control of the parties) in the area, during the preceding two years, exceeds the threshold
of 5,000 or 3,000 square metres (depending on the municipality or city). The use of such
a right of pre-emption is subject to the land being acquired for community buildings or for
recreational or protection purposes. However, municipalities quite rarely use their priority
acquisition right with respect to the transfer of commercial real estate and often a waiver
of this right from the municipality is obtained prior to the transfer of the real estate.

Pursuant to the Land Use Act (132/1999, as amended), within local detailed plan areas, the
local authority may, without a specific permit, expropriate such public areas and such plots
of public building based on the local detailed plan which the plan designates to a municipal
agency or for other needs of the local authority. The expropriation may also be based on
an expropriation permit issued by the Ministry of the Environment. If the objectives of the
expropriation can be reached by other means, or if the inconvenience caused to a private
interest exceeds the public interest, the expropriation may not be executed.
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Property owners are entitled to compensation for the expropriation. Pursuant to the Act on
the Redemption of Immovable Property and Special Rights (603/1977, as amended), the
amount of compensation must be assessed on the basis of the fair market value of the
land.

Law stated - 21 October 2025

Forfeiture

13 | Are there any circumstances when real estate can be forfeited to or seized by the
government for illegal activities or for any other legal reason without compensation?

Under the Finnish Criminal Code (39/1889, as amended), the person who commits
the offence can lose the property related to the offence. The property must be closely
connected to the offence committed.

The court will impose a forfeiture penalty. The confiscated property is then usually sold by
forced auction; the state receives the profit from the auction as uncompensated forfeiture
of the property.

Law stated - 21 October 2025

Bankruptcy and insolvency

14 | Briefly describe the bankruptcy and insolvency system in your jurisdiction.

There are two primary insolvency regimes under Finnish law. The first, bankruptcy, is
primarily designed to liquidate and distribute the assets of a debtor to its creditors and wind
up the debtor company. The second, company reorganisation, aims to evaluate whether
the business has the ability and sufficient resources to carry on and, if so, to rehabilitate
the company's viable business, ensure its continued viability and make arrangements with
creditors (eg, a reduction of debt or extension of payment schedules).

Voluntary liquidation proceedings are primarily used to wind up solvent companies.

Separately, the Finnish Patent and Registration Office may order a company into liquidation
or that the company be de-registered if the company does not meet certain minimum
requirements of form under the Companies Act, or if the company has been placed
in bankruptcy but the bankruptcy proceedings have been terminated early because of
insufficient funds to finance the proceedings.

Bankruptcy

According to the Bankruptcy Act (120/2004, as amended), a debtor or a qualifying creditor
may file an application for bankruptcy with a court of competent jurisdiction if the debtor is
other than temporarily unable to pay its debts.
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If the application is approved, the administrator(s) will be appointed by the court. Upon
commencement of bankruptcy, the bankrupt debtor forfeits control over the assets
belonging to the bankruptcy estate and all transactions conducted by the debtor with
respect to such assets thereafter are void.

A bankruptcy covers all the liabilities of the debtor, and its objective is to liquidate the
assets of the debtor and use the proceeds received in payment of the creditors' claims.
The bankruptcy estate may (in exceptional situations) continue the company's business
operations, but the disposal of property should be realised as soon as reasonably possible.
The debtor's assets are, from the beginning of the bankruptcy, subject to the authority of
the administrator. The creditors are represented through the meeting of creditors.

Rent receivables belong to the bankruptcy estate unless the rent receivables have been
duly pledged for the benefit of the lender or security agent.

Generally, a Finnish company cannot be taken out of bankruptcy proceedings once the
proceedings have been initiated. The bankruptcy proceedings end with the liquidation of
the company. However, the bankruptcy may be dissolved if the assets of the bankruptcy
estate are insufficient to cover the costs of the bankruptcy proceedings and none of the
creditors assume the costs, or if the amount of the assets of the bankruptcy estate that
would accrue to the creditors would be so small that it would be inappropriate to continue
the bankruptcy proceedings. In certain special circumstances, bankruptcy proceedings
can be converted into liquidation proceedings under the Limited Liability Companies Act
(624/2006, as amended), or to publicly funded bankruptcy proceedings.

Company reorganisation

The Company Reorganisation Act (47/1993, as amended) lays out a statutory framework
for reorganising companies that are in financial difficulties but have the potential to become
viable operations in the long run. Reorganisation proceedings are usually initiated by the
debtor-company, the creditor(s) or the person to whom the insolvency of the debtor by
reason of a circumstance other than the shareholding would be likely to cause financial
loss by virtue of a right of claim (the likely creditor) filing an application with the competent
court.

However, standard company reorganisation proceedings may not be commenced if,inter
alia, it is likely that the debtor's insolvency cannot be eliminated or there are reasonable
grounds to assume that the main target of the application for commencement of company
reorganisation proceedings is to prevent enforcement or foreclosure of a creditor or other
breach of a creditor’s right. It is also possible for the debtor-company to apply for early
reorganisation proceedings with a competent court. Early reorganisation proceedings
can be commenced if the debtor is at risk of insolvency. Unlike standard reorganisation
proceedings, early reorganisation proceedings are only prevented by issues relating to the
insolvency of the debtor.

The court shall notify the debtor's application to the creditors who are deemed to be
significant in view of the size of their claims and to any other creditors whom the court
considers it necessary to hear on the application, and shall give them the opportunity to
submit a written statement within the time limit. In the case of an application by several
creditors, the procedure may be initiated without hearing the other creditors.
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If the court approves the application and decides to commence the reorganisation
proceedings, it will simultaneously appoint an administrator. The reorganisation
administrator is entitled to review the company’s books, obtain any information on the
company’s business activities, as well as to participate in meetings of the debtor’s corporate
bodies. As a rule, the commencement of reorganisation proceedings has no effect on
the debtor’s existing contracts. However, there are some exceptions regarding premature
termination of certain contracts, for example, lease agreements. All contractual obligations
that allow the creditor or other contracting party to terminate or cancel the agreement
or otherwise unilaterally change the agreement on the basis of initiation or application of
reorganisation proceedings are invalid.

The reorganisation programme proposal will be drawn up by the administrator, and the
court will ratify it subject to the approval of all or certain specified creditors or subject to
the terms specified in the Company Reorganisation Act.

The company reorganisation programme will last for a set period, typically several years.
If the company follows the agreed payment schedule and other steps of the programme,
the company reorganisation proceedings will lapse at the end of the programme. The
programme can be terminated early if all the restructuring liabilities are repaid.

The commencement of standard reorganisation proceedings, or — if so applied by the
debtor or a creditor and decided by the relevant court — the filing of an application for
the same, imposes a moratorium on most legal proceedings and other enforcement
actions against the debtor. This creates a suspension period during which the company
reorganisation programme is drafted. The time it takes to draft the company reorganisation
programme varies significantly depending on the debtor company and its creditors, but the
average time for the drafting of the programme is nine months. The moratorium as a main
rule prohibits the enforcement and granting of security, the repayment and enforcement of
debts that have fallen due before the commencement of the reorganisation programme and
the seizure of assets. In early reorganisation proceedings, the court will decide whether
a moratorium on most legal proceedings is required. The moratorium must be imposed
in early reorganisation proceedings unless it is deemed likely to be unnecessary or the
applying debtor asks for no moratorium to be imposed.

The suspensions are in force until the company reorganisation programme has been
confirmed by the court or the proceedings have been dismissed. Debts arising after the
filing of the application of the reorganisation proceedings must be repaid as they become
due. The same applies to fees, charges and other running expenses (eg, lease payments)
based on a continuous contractual relationship or on a continuous contract on use or
possession, to the extent that these relate to the period after the filing of the application.
However, even during the moratorium, the court may upon application permit a secured
creditor to enforce its security interest:

« ifthe asset that is subject to a security is clearly not necessary for the reorganisation
procedure to succeed;

« if the debtor has failed to pay interest on the secured debt;

« if the debtor has failed to compensate any depreciation of the respective security
asset due to its use during the moratorium; or

« if the debtor has failed to maintain proper insurance on the security asset in question.
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Even though secured creditors are also subject to the moratorium on most enforcement
actions, the Company Reorganisation Act provides them with special protection in respect
of their rights as secured creditors during the proceedings. However, it should be noted that
a creditor is considered a secured creditor only to the extent that the value of the security
at the time at which the reorganisation proceedings are commenced is sufficient to cover
the debt so secured.

As a main rule, reorganisation does not affect a security. However, the reorganisation plan
may require the secured creditor to agree to the replacement of its security with another
comparable security. A secured creditor may vote against the reorganisation plan but may
not unilaterally prevent the restructuring of its receivable.

Law stated - 21 October 2025

INVESTMENT VEHICLES
Investment entities

15 | What legal forms can investment entities take in your jurisdiction? Which entities
are not required to pay tax for transactions that pass through them (pass-through
entities) and what entities best shield ultimate owners from liability?

Mutual real estate companies

The most common structure used in the Finnish real estate market for owning or
possessing real property is indirectly through a mutual real estate company (MREC).

To some extent, MRECs differ from ordinary real estate companies (RECs). For example,
whereas a REC is merely a Finnish limited liability company that owns real estate, an
MREC has certain special characteristics that include, for example:

* Rental income from a property owned by an MREC is paid directly to the
shareholder(s) of the MREC and not to the MREC itself. However, with a REC,
rental income is payable directly to the REC, and the shareholder(s) must make
a resolution in order to distribute the rent as dividends to the shareholder(s). As
opposed to a REC, an MREC receives its income from its shareholders through
the collection of monthly maintenance charges according to terms provided by the
articles of association of such MREC, which are meant to cover liabilities of the
MREC, such as:

« the costs of maintaining and upkeep the building(s) owned by the MREC;
* real estate taxes; and

- insurance payments.

With respect to partially owned entities, shares in an MREC can be deemed more
liquid than shares in a REC, as the shares in an MREC provide shareholders with
the exclusive right to possess and use an independently functioning specific part
of the premises (such as a flat or a floor of office space). With a REC, a partial
ownership, for example, 30 per cent, would entitle the shareholder to own 30 per
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cent of the building(s) owned by the REC, but not necessarily to possess certain
independently functioning specified areas within the building(s).

+ Unlike with a Finnish housing company, the purpose of use of the building(s) (or
area of the building(s)) owned by an MREC is not restricted. For example, buildings
owned by an MREC do not necessarily need to be residential apartments but can
be, for example, office space.

Limited partnerships

Another common structure in Finland for indirect property investment is the limited
partnership, where the fund management company usually functions as the general
partner.

There are significant tax advantages to these structures, since limited partnerships are
tax transparent structures and their investment income is taxed according to the relevant
investor's tax status, provided that certain conditions are met.

The investment income of limited liability companies investing in real estate is subject
to corporate taxation and could therefore be regarded as less favourable from a tax
perspective.

Special investment funds

Finnish legislation also enables the establishment of special investment funds that invest
in real estate. These funds are structures managed by a separate fund management
company. They are normally not taxable entities and are considered as fully transparent
for Finnish tax purposes. In order to qualify as tax-exempt entities, however, they must
fulfil certain criteria, such as being based on a contractual fund structure (partnership
agreement) and having not less than 30 unit holders.

Fund-of-fund structures are recognised in Finnish taxation practice and sub-funds may
also be treated as tax-exempt entities, provided they comply with the requirements set out
in Finnish investment funds laws and regulations.

Tax-exempt companies

Forming a tax-exempt listed company with a structure resembling a real estate investment
trust (REIT) is currently only possible for companies investing in residential rental property.

Under Finnish law, to maintain this tax exemption, the relevant company must (among other
things):

« pay not less than 90 per cent of its relevant annual profit as dividends; and

« be listed within three years of its foundation.

There are currently no REITs in Finland.

Real estate investments can also be made through a foreign or non-resident company.
If shares in a non-Finnish holding company (indirectly holding Finnish real estate) are
transferred between non-Finnish tax residents, tax can be avoided. However, if either of
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the parties to the transaction is a Finnish tax resident and more than 50 per cent of the
non-Finnish holding company’s assets comprise of real property located in Finland, tax at
a rate of 1.5 per cent of the relevant purchase price must be paid.

Law stated - 21 October 2025

Foreign investors

16 | What forms of entity do foreign investors customarily use in your jurisdiction?

The most popular form of entity in Finland is a limited liability company. However, the choice
depends on the transaction and the investor.

Law stated - 21 October 2025

Organisational formalities

17 | What are the organisational formalities for creating and maintaining the above
entities? What requirements does your jurisdiction impose on a foreign entity? Does
failure to comply incur monetary or other penalties? What are the tax consequences
for a foreign investor in the use of any particular type of entity, and which type is
most advantageous?

The establishment of, for example, an MREC or REC or other Finnish limited liability
company needs to be registered with the Finnish Trade Register and the registration
typically takes a few weeks. Further, in fund formation, a real estate fund needs at least
to be registered with, but may require a licence from, the Finnish Financial Supervisory
Authority (FFSA). Obtaining such licence typically takes one to two years.

Generally, from a company law perspective, provision of audited annual financial
statements and corporate decision making/governance-related responsibilities are
required after a limited liability company has been established. Further, financiers typically
impose additional reporting responsibilities, such as the provision of valuation reports
or full authorised property valuation on the properties at regular intervals. Moreover, the
FFSA constantly monitors the activities of real estate funds, and such funds must regularly
provide certain financial and other information to the FFSA. The FFSA confirms the rules
of the fund and approves any changes in the management of the fund.

Any real estate investment structures should be carefully considered and analysed before it
is established, to determine which structure works best in the case at hand to avoid paying
unnecessary tax or cash trap situations.

Law stated - 21 October 2025

ACQUISITIONS AND LEASES

Ownership and occupancy
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18 | Describe the various categories of legal ownership, leasehold or other occupancy

interests in real estate customarily used and recognised in your jurisdiction.

In Finland, the direct ownership of real estate (freehold) grants the owner the exclusive
right to:

* possess, use, manage and dispose of the land; and

* own any components or substances derived from the real estate.

However, some restrictions may limit the owner's rights, for example, planning legislation
regarding land use.

Real estate can also be jointly owned by more than one person or entity.

Ownership of housing and corporate buildings in Finland is frequently arranged through
indirect ownership through a limited liability company (typically a mutual real estate
company (MREC)) with the express purpose of owning the relevant real estate, including
the buildings on it.

If the land and buildings on it are owned by different persons, the owner of the building(s)
usually has a tenancy right (leasehold) to use the land granted by the landowner under a
fixed-term land lease. The buildings are not registered as separate units.

Most of the rights to real estate (eg, titles, encumbrances, special rights (such as
leaseholds) and security interests by way of mortgage) can be registered with the Title and
Mortgage Register. In the case of co-owners of a real estate, it is typical to agree on a joint
possession agreement containing, designating the possession of the different areas of the
property as between the co-owners, provisions on the use of the property, maintenance
responsibilities, etc, and register such agreements with the Title and Mortgage Register.
When such agreement is registered with the title and mortgage register, it will become
binding towards third parties, such as creditors of any of the owners.

In addition to rights to real estate, easements, which are permanent or exceptionally
fixed-term rights to use an area of a real estate to the benefit of another real estate
unit, can be established and registered with the Real Estate Register. Easements are
generally established through an agreement between the owners of encumbered and
benefitting real estate units and once registered, it is binding as between the real estate
units and subsequent title holders thereof. Easements may also, in certain circumstances,
be established without the consent of the owner of the encumbered real estate. Easements
may also derive from the applicable planning and zoning.

As of 2018, the formation of a three-dimensional real estate is enabled alongside the
traditional two-dimensional real estate. Title to real estate was formerly linked to an area
formed by the x- and y- coordinates of the ground level, that is, title to real estate included
also the areas above and below the ground (two-dimensional real estate). Therefore, the
underground or air space could not be separately owned in the past, and joint possession
agreements had to be used to effectively designate the ownership and possession of
the below-ground, on-ground and above-ground areas. Following the new legislation, the
dimension of real estate is also determined by the z- coordinate, making the formation of a
separate real estate of an area above or below the ground level possible (three-dimensional
real estate). It is therefore now possible to form, for example, an underground car park as
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a separate real estate unit. The first three-dimensional real estate was registered in the
city of Espoo in January 2020. In the case of multiple owners, the division of possession
of a property with underground and (or) above-ground structures is still mostly organised
through application of joint possession agreements.

As regards ownership and occupancy of any individual space in a building, such as
multi-family, retail, industrial and office, an MREC is the most used structure in Finland. An
MREC is either the owner of the freehold or leasehold title to real estate and the building(s)
on it, but pursuant to provisions the articles of association of an MREC, the shares in an
MREC provide shareholder(s) with the exclusive right to possess and use a specified part
of the premises (typically a flat or specific office space). The shareholder may lease the
specified area in its possession by virtue of the articles of association and the rental income
from such area of the property is paid directly to such shareholder(s) of the MREC and not
to the MREC itself. The articles of association of an MREC may also designate certain
areas of the property as remaining in possession of the MREC itself, typically technical
areas, storage and sometimes parking areas. Leases of any such areas are to be entered
into by the MREC itself, and income therefrom paid directly to the MREC.

Law stated - 21 October 2025

Pre-contract

19 | What are the typical pre-contractual steps?

Agreements typically entered into between the parties during the initial phase of the sale
negotiations include:

* letters of intent
« exclusivity agreements; and

* non-disclosure agreements.

A non-disclosure agreement will typically be entered into at the commencement of the
marketing of the property and it is binding. A letter of intent typically mainly reflects
the intention of the parties to further negotiate and potentially later to agree on the
contemplated sale and is not a binding agreement to execute the transaction. If any of
the terms and conditions of the letter of intent are meant to be legally binding, this should
be clearly stated in the letter of intent and often exclusivity, non-disclosure and dispute
resolution clauses are agreed as being binding on the parties. If exclusivity is agreed
between the parties, the property is not actively marketed during the exclusivity period
and no discussions on the sale of the property may be taken with any party other than the
bidder.

In direct real estate transactions, a preliminary real estate sale and purchase agreement is
sometimes executed between the parties; for example, pending the fulfilment of the agreed
conditions precedent for closing of the transaction. A preliminary agreement for direct sale
and purchase of real estate must be in the form specified in the Land Code, confirmed
by a notary public and registered in the Title and Mortgage Register. This agreement may
be agreed to only be binding on the other contracting party, and not both of the parties.
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If binding on a party, the other party may claim for execution of the sale and purchase
as agreed under the preliminary agreement and claim for damages from the other party
incurred due to a breach of the preliminary agreement. Furthermore, if the real estate is sold
to another party not party to the preliminary agreement, the buyer under the preliminary
agreement is entitled to claim for damages from the seller.

Brokers are very often involved in the early marketing of real estate sales, and usually
prepare, for example, the information memorandum and other sales material.

Financing is typically obtained via a separate work stream and brokers are not typically
involved in financing negotiations.

The brokers do not necessarily need to be qualified to broker real estate but many
professional brokers are licensed real estate agents. Most of the brokerage activity is
regulated by mandatory law which includes, for example, a vast disclosure obligation on
information to the buyer prior to purchase. There is no set cap for commission, but the
amount of commission should be reasonable considering the tasks conducted by the
broker.

Law stated - 21 October 2025

Contract of sale

20 | What are typical provisions in a contract of sale?

The main real estate provisions of a typical share purchase agreement(ie, an indirect sale
of real estate through shares of an MREC or similar company) include details of:

« the parties;
« transfer of ownership;

« the purchase price;

warranties (including full title warranty);

indemnities;

limitations of liability;

* taxes;

governing law; and

« dispute resolution.

Further, the seller is bound under Finnish law by certain statutory warranty obligations
regarding the direct sale of real estate, including those relating to:

« valid title to the real estate;
« accuracy of the information disclosed to the buyer; and

+ additional warranties given to the buyer may include those relating to:

« validity and content of any lease(s) relating to the real estate;
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« compliance with relevant laws and permits, such as environmental laws and
building permits;

« condition of buildings located on the real estate; and

« absence of any encumbrances.

The seller usually strives to limit its warranties to matters within the seller's knowledge.
The amount and quality of warranties vary heavily on a case-by-case basis depending on
the target, seller, warranty and indemnity insurance, etc. Full title warranty is, however,
typically always given by the seller. The costs and taxes relating to the time prior to and up
to closing are typically the responsibility of the seller (as is all income from the real estate,
such as rental income) and thereafter the buyer is responsible for the costs and expenses
and entitled to the profit from the real estate. The tax year is typically a calendar year.

Typically, in a professional indirect real estate sale and purchase in Finland, there is no
down payment. The title to real estate may be confirmed from the public register with
nominal cost. The state is liable for damages caused by:

+ an obvious spelling or calculation mistake;
« a mistake caused by a technical error; or

« other, similar errors or defects in the Title and Mortgage Register's records, or in
extracts obtained from the relevant register.

If the damage is caused by an error in the information sent to the Title and Mortgage
Register, the damage is not compensated by the state.

Law stated - 21 October 2025

Environmental clean-up

21 | Who takes responsibility for a future environmental clean-up? Are clauses regarding
long-term environmental liability and indemnity that survive the term of a contract
common? What are typical general covenants? What remedies do the seller and
buyer have for breach?

If environmental liability is known prior to the purchase, it is typically taken into account
in pricing. A seller's undertaking to compensate the cost of remedying a specified known
contamination may be agreed. Survival provisions are not common. A typical warranty
provided by the seller is that the seller is not aware of any environmental contamination
(save for any previous soil or other further analysis in this respect, as disclosed to the
purchaser). Only if the seller breaches this warranty (ie, if the seller would actually have
been aware of environmental contamination and did not share the information with the
buyer) would the seller need to compensate the buyer for future environmental clean-up.
Further, however, on certain individual deals the seller may provide further warranties
on environmental contamination or liability and in certain cases the buyer is able to
obtain insurance cover for environmental damage (in force typically for 12 to 24 months
post-closing). Depending on the transaction, the parties may conduct an environmental
due diligence of the property, and agree on division of liability for specific findings therein.
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Law stated - 21 October 2025

Lease covenants and representation

22 | What are typical representations made by sellers of property regarding existing
leases? What are typical covenants made by sellers of property concerning leases
between contract date and closing date? Do they cover brokerage agreements and
do they survive after property sale is completed? Are estoppel certificates from
tenants customarily required as a condition to the obligation of the buyer to close
under a contract of sale?

Lease agreements, or an agreed representative sample/templates thereof, are typically
thoroughly reviewed in due diligence. The seller typically gives a warranty on the lease
agreements being in force as disclosed, the specific content of which will depend on
the type of property (eg, large residential site versus single tenant commercial property).
Warranty on the rent roll is typically pushed by the buyer and often (but not always)
obtained. Also, information on the lease payments and tenants is disclosed in the data
room and forms part of the disclosure material, the correctness and completeness of which
is warranted by the seller.

Between signing and closing, typical covenants by the seller include that the seller will not
execute new leases (or deviate from a disclosed lease template) or amend or terminate
existing leases without the consent of the buyer and the business otherwise needs to be
typically carried out in the ordinary course (ie, all tenant improvement or other reparation
or construction work on the real estate needs to be continued in the ordinary course, etc).
If the seller or target has asset management or brokerage agreements in place, these
agreements typically terminate at closing. Estoppel certificates are not market practice in
Finland.

Law stated - 21 October 2025

Leases and real estate security instruments

23 | Is a lease generally subordinate to a security instrument pursuant to the provisions
of the lease? What are the legal consequences of a lease being superior in priority to
a security instrument upon foreclosure? Do lenders typically require subordination
and non-disturbance agreements from tenants? Are ground (or head) leases treated
differently from other commercial leases?

In the case of a land lease, any mortgage registered on the land lease has priority in
payment order over other (non-secured) creditors of the leaseholder. However, as stated
above, mortgages can only be created over such a leasehold property which is subject to
mandatory registration.

With respect to other land leases (as well as leases of office premises) the lease
receivables under the lease agreement are typically pledged to a third-party financier of the
landlord which has a priority to those lease payments by a separate security agreement. If
not pledged, the landlord has the first priority to the lease payments.
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Law stated - 21 October 2025

Delivery of security deposits

24 | What steps are taken to ensure delivery of tenant security deposits to a buyer? How
common are security deposits under a lease? Do leases customarily have periodic

rent resets or reviews?

A lease security is a commonly used instrument. A lease security in Finland is typically in
the form of a bank guarantee, deposit or pledge of a bank account, but different security
instruments may be agreed between the landlord and the tenant freely. If the lease security
is not provided on time, the landlord is entitled to terminate the lease agreement. The rents
are typically tied to a minimum fixed annual increase and (or) to increases in the Finnish
cost-of-living index over the lease period.

Law stated - 21 October 2025

Due diligence

25 | What due diligence should be conducted before executing a contract? Is any due
diligence customarily permitted or conducted after contract but before closing?
What is the typical method of title searches and are they customary? How and to
what extent may acquirers protect themselves against bad title? Discuss the priority
among the various interests in the estate. Is it customary to obtain government
confirmation, a zoning report or legal opinion regarding legal use and occupancy?

Real estate due diligence is typically performed by the relevant professionals, such as legal,
technical, environmental, financial and tax advisers. The results of due diligence are often
presented in reports, which include relevant findings and related recommendations. Due
diligence is typically conducted in stages prior to (and possibly after) the signing of the
purchase agreement, but before closing.

Due diligence typically covers:

« public registers relating to the real estate (including review of title, special rights
and mortgages and any other possible encumbrances from the Title and Mortgage
Register as well as easements registered over the real estate, zoning restrictions
and cadastral survey information from the Real Estate Register, etc);

* leases relating to the real estate, especially the terms of lease agreements and
payments of rent by the tenants;

+ pending or threatening litigation or other claims;
¢ environmental issues;

« technical investigations; and

+ tax and financial issues.

The special rights (such as leaseholds) that may be registered over the real estate and
mortgages have priority based on the date on which the application for registration of the
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right/mortgage was registered as received in the Title and Mortgage Register. If all the
holders of the special rights/mortgages that have a priority agree, the order of priority may
later be amended so that a later registered right/mortgage may be ranked higher in priority
to the earlier registered rights/mortgages.

Law stated - 21 October 2025

Structural and environmental reviews

26 [Is it customary to arrange an engineering or environmental review? What are the
typical requirements of such reviews? Is it customary to get representations or an
indemnity? Is environmental insurance available?

Yes. Technical due diligence and environmental due diligence are often conducted on the
target. Such due diligence requires site visits and documentation on the real estate and
is often not exhaustive (eg no deep drilling to the ground to confirm soil contamination is
typically conducted). The seller does not typically provide comprehensive warranties on the
environmental or technical condition of the target, but the targets are sold ‘as is’. In certain
deals, environmental insurance is available.

Law stated - 21 October 2025

Review of leases

27 | Do lawyers usually review leases or are they reviewed on the business side? What
are the lease issues you point out to your clients?

Usually, only lawyers review the lease agreements. However, for institutional real estate
investors, real estate investment funds and similar professional landlords, it is typical of
asset management professionals to prepare standard lease documents whereas lawyers
are involved in more complex lease cases only (such as sale and leaseback transactions).

Typical issues are:

* |ease term and termination;

« rent and any clauses affecting rent;

* purpose of use of premises (VAT-deductible or not);
 any limitations on the use of the premises;

« division of maintenance responsibilities;

* rent security;

 tenant improvements;

» mutual acceptance of the completed additional and modification works and payment
of the related costs;

« transferability of the lease;

« right of first refusal or first offer;
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« extension option;
* break option; and

« responsibilities at the end of the lease term.

Law stated - 21 October 2025

Other agreements

28 | What other agreements does a lawyer customarily review?

All service and maintenance agreements, utility agreements, municipal utility connections,
joint possession or easement agreements, security agreements, asset management
agreements and, construction agreements and related contractors’ guarantees are
reviewed.

All of the register extracts pertaining to the real estate and applicable detailed plan are also
reviewed as well as any disputes or claims, general corporate documentation, insurances,
etc.

Law stated - 21 October 2025

Closing preparations

29 | How does a lawyer customarily prepare for a closing of an acquisition, leasing or
financing?

The closing is typically divided between transaction closing and financing closing (if
acquisition financing is obtained).

Typical deliveries on the transaction or deal side include:

+ evidence of buyer's payment of purchase price and repayment of existing loans;

« resignation of the members of relevant corporate bodies and appointment of new
ones;

« share certificates, if applicable;

 signed notices to tenants notifying the tenants of the change of landlord, if
applicable;

» updated shareholder register and duly endorsed share certificates, if any, of the
target company, or, in the case of a direct sale, issuing of an application to register
the title of the buyer with the Title and Mortgage Register, accompanied by the
signed sale and purchase agreement;

« security release letter;

« transferring to the buyer any lease security;
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delivery of the decisions of the relevant corporate bodies of the parties authorising
the deal;

« delivery of data room material; and

« any other deal specific deliveries (eg waivers by third parties)

Typical deliveries on the financing sideinclude:

« completion of the deal-side deliveries;

« delivery of constitutional documents and real estate register extracts with respect
to each company and each real estate;

copies of board and shareholder resolutions (or similar) of each group company
approving the financing;

director’s certificate and signature samples of signatories;

sub-financing agreement (SFA)/loan agreements;

fee letters;

structure chart;

valuations;

rent roll;

‘know your customer’ documentation;

security release letter;

financial statements;

evidence of insurance cover;

inter-creditor agreement (ICA) or other subordination agreement

 security agreements and all perfection measures required thereunder (such as
notices, applications to register mortgages, etc);

legal opinion(s);

asset management agreement(s) and related deeds of adherence;

funds flow;

utilisation request(s);

.

evidence of payment of any costs and expenses;

intra-group and shareholder loan agreements; and

any other deal specific deliveries.

Law stated - 21 October 2025

Closing formalities

30 |[Is the closing of the transfer, leasing or financing done in person with all parties
present? Is it necessary for any agency or representative of the government or
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specially licensed agent to be in attendance to approve or verify and confirm the
transaction?

In the case of a share deal, closing can be done both remotely and (or) in person at the
offices of a law firm. Financing closings are customarily completed remotely, if possible (eg
share certificate(s) might need to be endorsed in person). Direct real estate transactions
will always need to be closed in person as a notary public must be present at the closing
and notarise the transfer agreement. In the case of a share deal, the closing may take
place either in-person or completely or partly remotely. Leasing closing can, in most cases,
be done completely remotely but in the case of high-profile leases closing is also done in
person.

Law stated - 21 October 2025

Contract breach

31 | What are the remedies for breach of a contract to sell or finance real estate?

The remedies depend on what has been agreed under the agreement and the type of
breach. If the sale and purchase has been agreed (signed) and all the closing conditions
have been fulfilled, but the other party refuses to close, the sale and purchase agreement
can typically be specifically enforced by the other party in court or through arbitration.
Alternatively, liquidated damages or a down payment may have been agreed for the failure
to close. Depending on the type of the breach, a breach of the terms of the relevant
financing agreement may entitle the lender to accelerate the loan thereunder and enforce
the security created over the financed real estate.

Law stated - 21 October 2025

Breach of lease terms

32 | What remedies are available to tenants and landlords for breach of the terms of
the lease? Is there a customary procedure to evict a defaulting tenant and can a
tenant claim damages from a landlord? Do general contract or special real estate
rules apply? Are the remedies available to landlords different for commercial and
residential leases?

The remedies depend on what has been agreed under the agreement and the type of
breach and lease. Most of the provisions of lease agreements can be agreed freely between
the parties, but in the case of residential leases certain provisions derive from mandatory
law and cannot be agreed otherwise to the detriment of the tenant.

As for remedies, for example, if the tenant fails to pay rent, the landlord is typically entitled
to deduct the default payment from the lease security and (or) terminate the lease. Also,
damages or payment of late interest are typically available.
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If the leased premises are not in the agreed condition or the tenant may not use the
leased premises, the tenant is typically entitled to rent reduction, rent-free periods and (or)
termination of the lease and claim for damages.

In the case where the lease agreement has been terminated and the tenant has not moved
out of the premises, the landlord is entitled to apply for eviction from the district court. After a
positive ruling on the eviction, the landlord will forward the ruling to an enforcement official,
who will then issue a removal notification to the tenant with a set deadline (typically within
two to three weeks of the date of notification). If the tenant has not moved out by the set
date, the enforcement official will remove the tenant’s belongings from the premises. In
aggregate, the whole eviction process typically takes from two to six months.

Law stated - 21 October 2025

FINANCING

Secured lending

33 | Discuss the types of real estate security instruments available to lenders in your
jurisdiction. Who are the typical providers of real estate financing in your country?
Are there any restrictions on who may provide financing?

Typically, lenders protect themselves by means of a security package that includes:

+ a real estate mortgage (including mortgage over freehold and (or) qualifying
leasehold properties, as applicable);

« a pledge of rental income;

« a pledge of shares (in the case of indirect real estate ownership);

« a pledge of the borrower's and other group companies’ bank accounts;
« a pledge of insurance receivables; and

« a pledge of intra-group and shareholder receivables.

A real estate mortgage can be regarded as the most important security interest in relation
to real estate, but in indirect ownership a share pledge may be superior, as the enforcement
of a share pledge is more flexible than enforcement of a real estate mortgage.

The creation of a mortgage is agreed upon under a security agreement. The owner of
the real estate can apply to the National Land Survey to register for the mortgage if the
owner's title has been registered with the Title and Mortgage Register. The mortgage and
the holder of the mortgage are also registered (electronically) by the National Land Survey.
Accordingly, the security over real estate is perfected by recording the secured creditor as
the holder of the mortgage in the Title and Mortgage Register.

No notarial deed is needed.
No mortgage tax is payable on the registration of a mortgage.

Enforcement of mortgage requires first obtaining an enforcement title from a district court,
after which an enforcement official will conduct a sale of the property. However, the
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enforcement of a share pledge in a real estate owning company does not require obtaining
of enforcement title but the share pledge may be enforced (ie, sold) directly by the pledgee
outside of court proceedings and is therefore more flexible than enforcement of a mortgage.

Banks are the most common providers of financing. Real estate bonds and debt funds
are also used. Crowdfunding platforms have also increased in popularity lately. Generally,
financing is available for each asset type and for development, construction, renovation and
mere purchase of plots, but the quality, location and type of the asset or project naturally
affect the terms of and availability of financing.

There are generally no restrictions on who may provide financing in Finland. In essence,
non-bank lenders do not require a licence. For bank lenders, a licence/passport is required
only if they solicit an entity in Finland.

Law stated - 21 October 2025

Leasehold financing

34 |Is financing available for ground (or head) leases in your jurisdiction? How does the
financing differ from financing for land ownership transactions?

Financing is generally available for land lease plots and other leases but may not be
available if the terms of the lease are not good enough (eg, with respect to the lease term,
tenant, cash flow, location and renovation needs etc). Land leases are typically made for
long periods (eg, 50 to 80 years) and are registered to the name of pledgor, which gives
the pledgor’s lease priority over the landowner’s right to the leased land during the validity
of the land lease.

Only such land leaseholds which are (1) in force for a fixed term, (2) transferable without
the landowner’s consent and (3) the terms of which provide that the leased area includes
buildings that belong to the tenant or buildings belonging to the tenant may be built on
the leased area, may be mortgaged and used as a security. The fact whether the land
leasehold qualifies for a mortgage as per the above will have an impact on the financing
available.

Law stated - 21 October 2025

Form of security

35 | What is the method of creating and perfecting a security interest in real estate?

The creation of mortgage is agreed upon under a security agreement. The owner of the real
estate can apply to the National Land Survey to register mortgage if the owner's title has
been registered with the Title and Mortgage Register. The mortgage and the holder of the
mortgage are also registered (electronically) with the Title and Mortgage Register by the
National Land Survey. Accordingly, the security over real estate is perfected by recording
the secured creditor as the holder of the mortgage in the Title and Mortgage Register.
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Law stated - 21 October 2025

Valuation

36 | Are third-party real estate appraisals required by lenders for their underwriting of
loans? Are there government or industry standards for appraisals? Must appraisers
have specific qualifications or required government or industry certifications? Who
is required to order the appraisal?

Yes, lenders commonly require third-party appraisals of financed real estate assets. The
Finnish Chambers of Commerce have certain requirements for valuation (the appraiser
must be certified as a Finnish Authorised Real Estate Appraiser (AKA) or a Real Estate
Appraiser approved by the Finnish Chamber of Commerce (KHK)) and the Act on Real
Estate Funds (1173/1997, as amended) and related government decree and the Act on
Alternative Investment Fund Managers (162/2014, as amended) apply to the valuation
of real estate assets of real estate funds. Typically, the third-party appraisal needs to be
executed by an appraiser from a pool agreed between the borrower and the lender. The
borrower is required to order and pay for the appraisals.

Law stated - 21 October 2025

Legal requirements

37 | What would be the ramifications of a lender from another jurisdiction making a loan
secured by collateral in your jurisdiction? What is the form of lien documents in your
jurisdiction? What other issues would you note for your clients?

Generally, there is no need for a licence for a foreign lender lending money to a Finnish
borrower secured by a Finnish real estate asset, but this depends on the regulatory status
of the lender and whether solicitation of a Finnish borrower has taken place. Typically,
lenders protect themselves by means of a security package that includes:

+ a real estate mortgage (including mortgage over freehold and (or) qualifying
leasehold properties, as applicable);

« a pledge of rental income;
« a pledge of shares (in the case of indirect real estate ownership);

+ a pledge of the borrower's and other group companies' right to use their bank
accounts;

« a pledge of insurance receivables; and

+ a pledge of intra-group and shareholder receivables.

A security agreement is entered into between the pledgor and the financier to agree on the
above security.

Real estate mortgage
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Perfection ofa real estate mortgage requires registering the mortgage with the Title and
Mortgage Register and recording the secured creditor as the holder of the mortgage.

Rental income

Perfection ofa pledge of rental income requires notification of the pledge to the tenants and
instructing them to make payments to the pledgee.

Shares

Perfection ofa pledge of shares is carried out by notifying the company the shares of which
are being pledged and registering the pledge to the shareholder register of the company as
well as duly endorsing in blank the related share certificate(s), if any, and delivering them
to the pledgee. In the event the shares to be pledged have been entered in the Residential
and Commercial Property Information System, the pledge is perfected electronically by
recording the secured creditor as the pledgee.

Bank accounts

A pledge of bank accountsis perfected by notifying the account bank of the pledge and
blocking the user rights of the bank account holder to the bank account.

Insurance receivables

A pledge of insurance receivablesis perfected by notifying the insurance provider of the
pledge and recording the financier as the beneficiary to the insurance policy.

The creation of any of the above security instruments does not give rise to any taxes or
stamp duty in Finland, and may be assigned without payment of any tax. The creation of
security only gives rise to minor registration fees. Any assignment of security will need to
be perfected as per the above.

Law stated - 21 October 2025

Loan interest rates

38 | How are interest rates on commercial and high-value property loans commonly set?
What rate of interest is legally impermissible in your jurisdiction and what are the
consequences if a loan exceeds the legally permissible rate?

In commercial real estate financing, the loan typically has a fixed margin of plus three
months, six months or 12 months of the EURIBOR rate. The interest rate is not generally
restricted in agreements between commercial entities but may be adjusted or set aside
if found unreasonable. However, in practice, commercial entities may freely agree on the
interest rate, and lowering the interest rate due to reasons of equity is highly unusual.

Law stated - 21 October 2025
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Loan default and enforcement

39 | How are remedies against a debtor in default enforced in your jurisdiction? Is
one action sufficient to realise all types of collateral? What is the time frame for
foreclosure and in what circumstances can a lender bring a foreclosure proceeding?
Are there restrictions on the types of legal actions that may be brought by lenders?

The general prerequisite for the enforcement of a security is that the secured claims
have become due and payable (whether through scheduled maturity or acceleration or
otherwise) and remain unpaid. The lender, or the security agent acting on behalf of the
lender(s), may in such a case proceed to enforcement.

A pledge of most movable assets, such as shares in a mutual real estate company (MREC)
or a real estate company (REC), bank accounts, rent and inter-company receivables
and insurance proceeds, may be enforced without a court judgment or the involvement
of an enforcement official, which typically allows for a swift realisation of the security.
Typically, a pledge of the REC/MREC shares is realised by means of a private sale, and
the timing depends on how quickly a buyer can be sourced. Appropriation of the collateral
(ie, assumption of title) is not allowed (except for certain financial collateral), but the lender
or security agent must pay to the debtor any amount of the net realisation proceeds that
is not used to satisfy the secured claim (and such other claims that the lender or security
agent may be entitled to charge and set off from the proceeds).

However, if a judgment has been obtained, the lender or security agent may also choose to
enforce the security through enforcement officials. Similarly, should the value of the security
be insufficient to fully discharge the debt, the lender or security agent will have to obtain
a judgment in order to seek attachment of other assets of the debtor by the enforcement
officials.

For the enforcement of real estate mortgages or business mortgages, a judgment must
first be obtained, and the realisation process must be conducted by enforcement officials.
The enforcement time for real estate mortgages and business mortgages is, accordingly,
considerably longer and the process is much more regulated and less within the control of
the lender or security agent.

The possibility and method of enforcement also depends on when the enforcement takes
place (prior to or during the insolvency proceedings of the debtor).

Law stated - 21 October 2025

Loan deficiency claims

40 | Are lenders entitled to recover a money judgment against the borrower or guarantor
for any deficiency between the outstanding loan balance and the amount recovered
in the foreclosure? Are there time limits on a lender seeking a deficiency judgment?
Are there any limitations on the amount or method of calculation of the deficiency?

Should the value of the security be insufficient to fully discharge the debt, the lender or
security agent will have to obtain a judgment in order to seek attachment of other assets of
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the debtor by the enforcement officials. If any guarantees have been issued for the benefit
of the lender to secure payments by the debtor, such guarantees may be enforced freely
by the lender or security agent, subject to the conditions of the guarantee.

Law stated - 21 October 2025

Protection of collateral

41 | What actions can a lender take to protect its collateral until it has possession of the
property?

These aspects would typically be covered by the representation and undertaking of the
borrower included in the financing agreements and the lender requiring the borrower to
comply with these (under the threat of damages). In many cases, the finance documents
also give the lender the right to act independently of the borrower to maintain the value of
security assets. In certain cases, seeking an injunction or attachment from the court could
also be an option.

Law stated - 21 October 2025

Recourse

42 | May security documents provide for recourse to all of the assets of the borrower?
Is recourse typically limited to the collateral and does that have significance in
a bankruptcy or insolvency filing? Is personal recourse to guarantors limited to
actions such as bankruptcy filing, sale of the mortgaged or hypothecated property
or additional financing encumbering the mortgaged or hypothecated property or
ownership interests in the borrower?

Security documents provide recourse only to the collateral they purport to grant security
over. Typically, a third-party guarantee would, however, cover all receivables of the lender
from the debtor.

Law stated - 21 October 2025

Cash management and reserves

43 |ls it typical to require a cash management system and do lenders typically take
reserves? For what purposes are reserves usually required?

No direct lock box is typically introduced under the finance documents, but the loan
covenants (eg loan-to-value ratio (LTV) and interest coverage ratio (ICR)) include some
requirements for the borrower’s cash flow and value of financed assets. Also, the bank
account structure of the borrower group is typically carefully considered so that the lender
may control the money flow of the group.

Law stated - 21 October 2025
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Credit enhancements

44 | What other types of credit enhancements are common? What about forms of

guarantee?

In addition to security, guarantees are typically obtained or required, which includes
guarantees by all the group companies or only by the parent company. Such guarantees
may usually be enforced by the lender or security agent directly without limitation in the
event of a payment default by the borrower.

Law stated - 21 October 2025

Loan covenants

45 | What covenants are commonly required by the lender in loan documents?

Covenants typically required by the lender follow the covenants of a loan market
association-based facility agreements and include restrictions to, inter alia, financial
indebtedness, distributions, granting of security and guarantees and corporate
restructurings, such as mergers and demergers.

Law stated - 21 October 2025

Financial covenants

46 | What are typical financial covenants required by lenders?

LTV and ICR, and financial reporting (including updated valuations of properties) are
required by lenders.

Law stated - 21 October 2025

Secured movable (personal) property

47 | What are the requirements for creation and perfection of a security interest in
movable (personal) property? Is a ‘control’ agreement necessary to perfect a security
interest and, if so, what is required?

If not separately pledged, the movable property of the pledgor may be pledged by
registering a business mortgage (aka a floating charge) over such property of the pledgor.
The business mortgage is second in priority to such other secured creditors that have a
separate pledge over certain movable property. Further, only 50 per cent of the lender’s
total receivables that are secured by the business mortgage pledge have a higher priority
in enforcement than the other (ordinary) creditors of the debtor and the remaining 50 per
cent ranks pari passu with the other (ordinary) creditors of the debtor.
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A business mortgage pledge is created by agreeing on the same under the terms of
a security agreement, after which the pledgor will issue a so-called business mortgage
promissory note and register the promissory note and the business mortgage with
the Finnish Trade Register. The Finnish Trade Register will, after registration, deliver
the promissory note to the possession of the lender or security agent. In the case of
enforcement of the business mortgage, the lender or security agent will need to have the
original business mortgage note in its possession.

Law stated - 21 October 2025

Single purpose entity (SPE)

48 | Do lenders require that each borrower be an SPE? What are the requirements to
create and maintain an SPE? Is there a concept of an independent director of SPEs
and, if so, what is the purpose? If the independent director is in place to prevent a
bankruptcy or insolvency filing, has the concept been upheld?

No, borrowers are not required to be SPEs.

Law stated - 21 October 2025

UPDATE AND TRENDS

International and national regulation

49 | Are there any emerging trends, international regulatory schemes, national
government or regulatory changes, or other hot topics in real estate regulation in
your jurisdiction?

At the beginning of March 2023, an amendment to the Income Tax Act (1535/1992, as
amended), section 10a, entered into force, which allows Finland to tax capital gains arising
from the indirect transfer of real estate property located in Finland. Even if Finnish domestic
law would allow the right to tax capital gains in the future, an applicable tax treaty may
prevent the Finnish right to tax.

The Land Code (540/1995) was amended at the end of 2024. The amendments permit
entering into preliminary real estate sale and purchase agreements without using the
public purchase witness, and the registration of a contract for the division of property even
when there is no more than one party to it at the time of registration as well as the public
registration of a negative-pledge undertaking.

The Land Use and Building Act (132/1999, as amended) has been amended such that
it is effectively split into two pieces of legislation — a new Building Act which governs,
for the most part, the permitting of construction works and the remaining Land Use and
Building Act which is now called plainly the Use Act, focused on, for example, planning and
zoning. The amendments became fully effective on 1 January 2025. The New Building Act
(751/2023) features numerous improvements in the building permitting process, designed
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to expedite the permitting process and reduce bureaucracy. The provisions not covered by
the new Building Act have essentially remained unchanged.

Short-term renting of apartments has been a widely debated topic in the Finnish media and
political space, due to the perceived negative effects of, for example, AirBnB and similar
businesses on the supply of affordable rental apartments in some cities and towns as well
as possible disturbances caused by frequent visitors in apartment buildings. Until now,
short-term rental of residential apartments has not been specifically regulated. To address
the issue the Finnish Parliament has approved an amendment to the Building Act whereby
short term-renting of apartments will become regulated and the Act will provide criteria
enabling one to identify which activities will constitute accommodation business and which
are considered to be normal residential use. This is expected to clarify the assessment of
the compatibility of certain short-term rental operations with applicable detailed plans and
building permits. The amendment will become effective on 1 January 2026.

Law stated - 21 October 2025
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Legal system

1 | How would you explain your jurisdiction’s legal system to an investor?

German law is regulated by various statutory standards. Case law plays virtually no role
and is merely used to interpret individual statutory provisions.

A key aspect of German law is freedom of contract.

German real estate law essentially consists of the categories ‘tenancy law’ and ‘real estate
transactions’. Both categories are regulated in the German Civil Code ().

So-called ‘social tenancy law’ applies, which protects residential tenants in particular. The
protection of commercial tenants is less pronounced by law, as they are considered to be
less in need of protection due to their economic situation.

Real estate transactions involve the purchase and sale of real estate (buildings and
special property, such as apartments). Here, the laws grant purchasers and sellers rights
and obligations in a balanced manner. Due to the economic significance of real estate
transactions, these must also be notarised.

Supplementary provisions for the processing of real estate transactions are regulated in
the Land Register Regulations (GBO).

The acquisition of real estate takes place in two stages: first, the parties conclude a contract
under the law of obligations, which requires notarisation (Beurkundung). However, the
transfer of ownership only takes place once the result of the contract has been entered
in the land register.

The basic tax treatment of real estate transactions is regulated nationwide. Only the amount
of real estate transfer tax can vary between individual federal states (3.5-6.5 per cent).

The legal process involves three stages. After the first instance, an appeal instance can
be called upon to fully review the first instance judgment. The third instance (the Federal
Supreme Court) only reviews the previous decisions for legal errors.

Law stated - 2 October 2025

Land records

2 [ Does your jurisdiction have a system for registration or recording of ownership,
leasehold and security interests in real estate? Must interests be registered or
recorded?

In Germany, (almost) all properties are recorded in the land registers. There are also land
registers for special ownership of buildings (eg, condominiums). The land registers are kept
in the local district courts.

The building is considered part of the property and cannot be sold separately.
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Each land register consists of four sections: the designation of the property, the owner
(section 1), encumbrances on the property that are not mortgages (section 2) and
mortgages (eg, land charges, section 3).

For the acquisition of a property right (eg, the purchase of a property), entry in the land
register is mandatory.

The purchaser of a property can therefore rely on the accuracy of the land register.

Law stated - 2 October 2025

Registration and recording

3 | What are the legal requirements for registration or recording conveyances, leases
and real estate security interests?

Any changes to or establishment of property rights (eg acquisition of ownership, registration
or transfer of mortgages) must be registered in the land register in notarised form. The
changes only become effective once they have been entered in the land register.

Rental agreements and lease agreements are not publicly registered. Both contracts are
transferred to the purchaser automatically when a property is sold (section 566 BGB).

Law stated - 2 October 2025

Foreign owners and tenants

4 | What are the requirements for non-resident entities and individuals to own or lease
real estate in your jurisdiction? What other factors should a foreign investor take into
account in considering an investment in your jurisdiction?

The acquisition of real estate by foreigners is generally possible and permissible without
restriction in Germany.

However, the purchase of a residential property does not automatically entitle each
foreigner to live in the property. For this, a non-EU foreigner generally needs a residence
permit or a visa.

When the contract of sale is notarised, it is read out by the notary. The notary must be
convinced that the foreigner understands the German language. Otherwise, a translator
must be consulted. Alternatively, the foreigner can be represented at the notarisation.

Foreigners who are not resident in Germany are subject to ‘limited income tax liability’
in Germany. This means that the foreigner must pay income tax on the income earned
in Germany (eg, rental income). Double taxation agreements between Germany and the
foreigner’s country of origin must be taken into account.

The sale of real estate is tax-free after 10 years.

Additional taxes in the foreigner’s country of origin are also possible.
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Details should be coordinated with a tax advisor.

Law stated - 2 October 2025

Exchange control

5 |If a non-resident invests in a property in your jurisdiction, are there exchange control
issues?

In general, there is no foreign exchange control with regard to real estate transactions by
foreigners in Germany.

Details should be coordinated with a tax advisor.

Law stated - 2 October 2025

Legal liability

6 | What types of liability does an owner or tenant of, or a lender on, real estate face?
Is there a standard of strict liability and can there be liability to subsequent owners
and tenants including foreclosing lenders? What about tort liability?

As a consequence of the legal right of ownership, the owner is liable for the condition of
the property. This means that he or she is generally liable if a person is harmed by the

property.

Furthermore, the owner is liable for the removal of any contamination of the building and
the land and for property taxes.

In relation to the purchaser, the seller is generally liable for a defect-free property. Liability
can be limited by contract, with the exception of liability for intent.

Similarly, the owner owes the tenant, in principle, a defect-free rental property and the
absence of defects during the rental period (section 535 | BGB). This obligation can also
be partially waived by contract.

The tenant is generally only liable in the event of damage to the rented property.

Law stated - 2 October 2025

Protection against liability

7 |How can owners protect themselves from liability and what types of insurance can
they obtain?

Accurate commercial, legal and technical due diligence should be carried out during the
acquisition process.
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A lawyer should also be consulted for the coordination, drafting and negotiation of the
purchase agreement.

After the purchase, the owner should take out various building insurance policies, in
particular property liability insurance and natural hazard insurance. The costs of both
insurances may be contractually passed on to the tenant.

Law stated - 2 October 2025

Choice of law

8 | How is the governing law of a transaction involving properties in two jurisdictions
chosen? What are the conflict of laws rules in your jurisdiction? Are contractual
choice of law provisions enforceable?

German law applies to real estate located in Germany. This applies both to real estate
transactions and to disputes under tenancy law.

Foreign law can also be agreed for share deals (sale of shares in real estate companies).

Law stated - 2 October 2025

Jurisdiction

9 [ Which courts or other tribunals have subject-matter jurisdiction over real estate
disputes? Which parties must be joined to a claim before it can proceed? What is
required for out-of-jurisdiction service? Must a party be qualified to do business in
your jurisdiction to enforce remedies in your jurisdiction?

The civil courts have jurisdiction over disputes between sellers and purchasers and
between landlords and tenants.

The administrative courts have jurisdiction for disputes between the owner and authorities
(eg, due to building planning law).

An action is generally only directed against another party to the contract or the authority.
Another party does not have to be involved.

There are no special requirements for out-of-jurisdiction service.

Parties do not have to be qualified to do business in Germany to enforce remedies in your
jurisdiction.

With the exception of the local courts, parties must be represented by a lawyer in court.
Nevertheless, it is also strongly advisable to instruct a lawyer for legal disputes at the local
court.

Law stated - 2 October 2025

Commercial versus residential property
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10 [How do the laws in your jurisdiction regarding real estate ownership, tenancy
and financing, or the enforcement of those interests in real estate, differ between

commercial and residential properties?

Germany has a so-called ‘social tenancy law’, which particularly protects residential
tenants. The protection of commercial tenants is less pronounced by law, as those are
considered to be less in need of protection due to their economic situation.

Social tenancy law has no influence on a transaction.

Residential and commercial real estate are financed in the same way.

Law stated - 2 October 2025

Planning and land use

11 | How does your jurisdiction control or limit development, construction, or use of real
estate or protect existing structures? Is there a planning process or zoning regime in
place for real estate?

Large parts of Germany (especially cities) are subject to development plans. Development
plans are issued by the cities or municipalities. The development plans regulate the
permitted development of a specific area.

In areas, which are not covered by development plans, development is generally permitted
if this does not conflict with public interests, adequate development is ensured and certain
economic and ecological requirements are met (section 35 German Federal Building Code
(BauGB)).

For the construction of a building an individual building permit is required. Building permits
are granted by the local authorities on the basis of the development plans. Depending on
the individual case, a building permit may also be subject to ancillary conditions (eg, fire
protection).

Law stated - 2 October 2025

Government appropriation of real estate

12 | Does your jurisdiction have a legal regime for compulsory purchase or condemnation
of real estate? Do owners, tenants and lenders receive compensation for a
compulsory appropriation?

Expropriation is only possible in exceptional cases.

In the event of expropriation, the previous owner must be adequately compensated by the
state.

Law stated - 2 October 2025
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Forfeiture

13 | Are there any circumstances when real estate can be forfeited to or seized by the

government for illegal activities or for any other legal reason without compensation?

Property can only be confiscated in the context of criminal proceedings if it has been used
for criminal activities.

Law stated - 2 October 2025

Bankruptcy and insolvency

14 | Briefly describe the bankruptcy and insolvency system in your jurisdiction.

The reasons for opening insolvency proceedings are (imminent) insolvency and (balance
sheet) over-indebtedness.

The insolvency application can be filed by the insolvency debtor or a creditor.

If insolvency proceedings are opened, an insolvency administrator is appointed by the
insolvency court, who then has the right (instead of the insolvency debtor) to manage and
dispose of the assets.

Tenancy agreements continue to exist in the event of the insolvency of the tenant or
landlord. However, the insolvent tenant has a special right of termination (section 109
Insolvency Code (InsQ)), irrespective of the agreed term of the contract.

Law stated - 2 October 2025

INVESTMENT VEHICLES

Investment entities

15 | What legal forms can investment entities take in your jurisdiction? Which entities
are not required to pay tax for transactions that pass through them (pass-through
entities) and what entities best shield ultimate owners from liability?

Real estate can be acquired using any legal form. Usually, the legal form of the GmbH
(limited liability company) or the legal form of the GmbH & Co KG (limited partnership with
a limited liability company as general partner) are used.

Both legal forms have the advantage that the shareholders only have limited liability (with
their deposit). Hence both legal forms allow ultimate owners to be shielded from liability.

Law stated - 2 October 2025

Foreign investors
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16 | What forms of entity do foreign investors customarily use in your jurisdiction?

Foreign investors usually acquire real estate in the legal form of a GmbH (limited liability
company) or in the legal form of a GmbH & Co KG (limited partnership with a limited liability
company as general partner).

Both legal forms have the advantage that the shareholders only have limited liability (with
their deposit). Hence both legal forms allow ultimate owners to be shielded from liability.

Law stated - 2 October 2025

Organisational formalities

17 | What are the organisational formalities for creating and maintaining the above
entities? What requirements does your jurisdiction impose on a foreign entity? Does
failure to comply incur monetary or other penalties? What are the tax consequences
for a foreign investor in the use of any particular type of entity, and which type is
most advantageous?

In order to be active in legal transactions, companies must be entered in the commercial
register.

The founding of a company takes place at a notary'’s office. Articles of association must be
drawn up, the share capital must be paid in and (at least) one managing director must be
appointed. The share capital must be at least €25,000.

There are no special requirements for existing foreign companies.

The tax consequences depend on the individual case and should be discussed with a tax
advisor.

Law stated - 2 October 2025

ACQUISITIONS AND LEASES

Ownership and occupancy

18 | Describe the various categories of legal ownership, leasehold or other occupancy

interests in real estate customarily used and recognised in your jurisdiction.

A distinction must be made between (normal) ownership and joint ownership.

Joint ownership is only relevant when purchasing individual units of a property divided
according to the Act on the Ownership of Apartments (WEG). This is uncommon in the case
of commercial properties. Due to the WEG, the purchaser acquires the special ownership
of a unit (usually an apartment) and a corresponding co-ownership share of the property.

There is also the hereditable building right. This grants the beneficiary the right to have a
building on or under the surface of a (third-party) property. As hereditable building rights
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are usually granted for a maximum of 99 years, this form of investment is not considered
very attractive.

Rooms or buildings are usually leased to the respective users. The landlord must make the
leased property available to the tenant and the tenant must pay rent in return (main duties).

Less common is the usufructuary leasing of rooms, buildings or land. In the case of a lease,
the tenant is entitled to the use of the leased object and the enjoyment of its fruits. This is
primarily relevant for agricultural land.

Law stated - 2 October 2025

Pre-contract

19 | What are the typical pre-contractual steps?

It is common to instruct an estate agent if the purchaser does not yet have a specific
property in mind. In addition, it often makes sense to commission an estate agent to find
tenants.

As the purchase of a property must be notarised, prior (simple) letters of intent are not
binding. Nevertheless, letters of intent and exclusivity agreements are usually concluded
in order to at least take the property off the market.

Non-binding letters of intent are also conceivable when letting space but are not very
common.

Law stated - 2 October 2025

Contract of sale

20 | What are typical provisions in a contract of sale?

A purchase agreement typically contains the following provisions:
« parties to the purchase agreement;
« designation of the property (including encumbrances due to the land register);
» purchase price, due date provisions;

» tax agreements;

transfer of ownership;

.

condition of the object of purchase, statute of limitations;

regulations on tenancies;

« assumption of other contracts;

rights of withdrawal;

cost regulations; and
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« regulations on the execution of the purchase contract.

Law stated - 2 October 2025

Environmental clean-up

21 | Who takes responsibility for a future environmental clean-up? Are clauses regarding
long-term environmental liability and indemnity that survive the term of a contract
common? What are typical general covenants? What remedies do the seller and
buyer have for breach?

In general, the owner is responsible for environmental clean-up if the polluter cannot be
held liable.

In purchase contracts, the seller can exempt the purchaser from environmental liability.
Whether such an agreement can be enforced from the purchaser’s point of view is a matter
for negotiation.

The consequences in the event of necessary environmental clean-up could be claims for

damages or the purchaser’s right to withdraw from the purchase contract.

Law stated - 2 October 2025

Lease covenants and representation

22 | What are typical representations made by sellers of property regarding existing
leases? What are typical covenants made by sellers of property concerning leases
between contract date and closing date? Do they cover brokerage agreements and
do they survive after property sale is completed? Are estoppel certificates from
tenants customarily required as a condition to the obligation of the buyer to close
under a contract of sale?

Tenancy agreements are automatically transferred to the purchaser upon acquisition of the
property (section 566 BGB).

As rental agreements are often of great importance to the purchaser due to the resulting
rental income, it is common for the seller to assume liability with regard to rental
agreements for:

« the unterminated existence of the rental agreement;
« arentroll;
+ the non-existence of rent reductions;
« the non-existence of legal disputes with tenants; and
« the existence of agreed rental deposits.
It is usually agreed that between the conclusion of the purchase contract and the transfer of

ownership (which can take several months), the seller may only make significant changes
to the contract (eg, terminations, rent reductions) with the consent of the purchaser.
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Law stated - 2 October 2025

Leases and real estate security instruments

23 |Is a lease generally subordinate to a security instrument pursuant to the provisions
of the lease? What are the legal consequences of a lease being superior in priority to
a security instrument upon foreclosure? Do lenders typically require subordination
and non-disturbance agreements from tenants? Are ground (or head) leases treated
differently from other commercial leases?

Tenancy agreements are automatically transferred to the purchaser upon acquisition of the
property (section 566 BGB).

Exceptionally, the purchaser from an insolvency administrator (section 111 InsO) and
the purchaser in the context of a forced sale (section 57a Act on Enforced Auction and
Receivership (ZVG)) have a special right of termination for commercially used properties.

In order to avoid these cases, some tenancy agreements provide the entry of a tenant
easement in the land register. This grants the tenant the right to use the rented property
— after termination of the rental agreement — on the basis of the easement in the land
register.

This legal situation is independent of the type of tenancy agreement.

Law stated - 2 October 2025

Delivery of security deposits

24 | What steps are taken to ensure delivery of tenant security deposits to a buyer? How
common are security deposits under a lease? Do leases customarily have periodic
rent resets or reviews?

Rental security is usually agreed in rental agreements. In commercial tenancy law, these
are usually guarantees or cash deposits. Cash deposits are common in residential tenancy
law.

In purchase agreements, the transfer of rental security to the purchaser is regularly agreed.

In commercial leases, rent adjustment options are generally agreed (rent scales or rent
adjustments based on statistical data).

For residential leases (only), the German Civil Code (BGB) also provides rent increase
options without a contractual agreement (section 558 BGB).

Law stated - 2 October 2025

Due diligence

25|

Real Estate 2026 | Germany Explore on Lexology [



RETURN TO CONTENTS RETURN TO SUMMARY

What due diligence should be conducted before executing a contract? Is any due
diligence customarily permitted or conducted after contract but before closing?
What is the typical method of title searches and are they customary? How and to
what extent may acquirers protect themselves against bad title? Discuss the priority
among the various interests in the estate. Is it customary to obtain government
confirmation, a zoning report or legal opinion regarding legal use and occupancy?

Before entering into contract negotiations, the potential contractual partner is usually
checked.

At the same time, the land register should be checked for both the potential object of
purchase (what encumbrances are there?) and the ownership position of the potential
seller.

The following types of due diligence are usually carried out during the contract negotiations,
but in any case before the contract is concluded:

* legal due diligence;

« tax due diligence;

« technical due diligence; and

+ environmental due diligence.
In the case of the planned acquisition of company shares, a financial due diligence of the
relevant company should also be carried out.

The existence and scope of the object of purchase and the ownership position of the
potential seller are of course essential.

In principle, there is no sequence between the aforementioned types of due diligence. In
this respect, the specific individual case is decisive. Identified risks can be secured by
contractual warranties from the seller.

The examination of the planning law situation is part of the legal due diligence and is
carried out on the basis of the relevant development plans. Additional official appraisals
are generally not required.

Law stated - 2 October 2025

Structural and environmental reviews

26 |Is it customary to arrange an engineering or environmental review? What are the
typical requirements of such reviews? Is it customary to get representations or an
indemnity? Is environmental insurance available?

An engineering or environmental review is part of the technical due diligence.

The inspection relates to the functionality and legal admissibility of the technical systems
as well as any environmental damage.
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The handling of any environmental damage should be regulated in the purchase contract.
The seller usually tries to limit his liability for environmental damage. This depends on the
individual case.

Insurance for environmental damage is possible in individual cases, but is usually very
expensive.

Law stated - 2 October 2025

Review of leases

27 [ Do lawyers usually review leases or are they reviewed on the business side? What
are the lease issues you point out to your clients?

Rental agreements are reviewed from both an economic and a legal perspective.
The economic review includes in particular the rent amount and the term.

The legal review includes in particular the admissibility and effectiveness of individual
clauses. In addition to the effectiveness of the transfer of the maintenance burden to the
tenant, from 1 January 2025 it is particularly a question of compliance with the text form
(sections 550, 126b BGB). For a transition period until 1 January 2026, existing tenancy
agreements must even comply with the stricter written form (section 126 BGB). These are
the most economically relevant issues. In the event of a breach of the text form or written
form, long-term tenancy agreements can be terminated with six months' notice to the end
of a quarter. As the existence of written form errors must be examined primarily on the
basis of the case law of the Federal Court of Justice and case law on the text form does
not yet exist, it is advisable to consult experienced tenancy lawyers. The first court rulings
regarding the text form are expected during the course of 2026. Accordingly, rulings by the
highest courts are not expected until 2027 at the earliest.

Law stated - 2 October 2025

Other agreements

28 | What other agreements does a lawyer customarily review?

Under German law, only tenancy agreements and employment contracts are automatically
transferred to the purchaser.

Therefore, the examination of other contracts in the course of a real estate purchase is of
secondary importance.

If shares in a real estate company are acquired, all contracts relating to the property
must be reviewed, in particular management contracts, maintenance contracts, insurance
contracts and financing contracts.

Law stated - 2 October 2025
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Closing preparations

29 | How does a lawyer customarily prepare for a closing of an acquisition, leasing or

financing?

Real estate transactions usually have a signing day and a closing day.
The contract is signed on the signing day.

Various contractual conditions must then be fulfilled by the closing day. If the conditions are
not met, there will be no closing. Both parties therefore usually endeavour to bring about
the prerequisites (eg, payment of the purchase price, handover of documents, deletion of
land register encumbrances, provision of security deposits).

In the case of rental agreements, the tenant must provide rental security by the closing date
and the landlord must hand over the rental property in the contractually agreed condition.

Law stated - 2 October 2025

Closing formalities

30 |Is the closing of the transfer, leasing or financing done in person with all parties
present? Is it necessary for any agency or representative of the government or
specially licensed agent to be in attendance to approve or verify and confirm the
transaction?

While the signing of purchase agreements must take place before a public notary, there
are no specific formalities for the closing. The notary, who supervises the execution of the
purchase agreement, often informs the parties that the closing requirements have been
met and the resulting closing day.

The closing of rental agreements usually takes place between representatives of the
landlord and the tenant and essentially involves handing over the keys.

Lawyers are only involved in the closing in exceptional cases.

Law stated - 2 October 2025

Contract breach

31 | What are the remedies for breach of a contract to sell or finance real estate?

In the event of breaches of contract, the other party has claims for damages for each type
of contract and — in the event of significant breaches of contract — a right of termination.

In addition, contracts usually contain modifications to the aforementioned rights (eg,
limitations of liability) and often contractual penalties.

Law stated - 2 October 2025
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Breach of lease terms

32 | What remedies are available to tenants and landlords for breach of the terms of
the lease? Is there a customary procedure to evict a defaulting tenant and can a
tenant claim damages from a landlord? Do general contract or special real estate
rules apply? Are the remedies available to landlords different for commercial and
residential leases?

The rights of both parties to the tenancy agreement are regulated in the sections 535-580a
BGB.

As with other types of contract, the parties may be entitled to claims for damages and (or)
an extraordinary right of termination without notice. In addition, the tenant has the right to
reduce the rent in the event of defects in the rented property.

The main reasons for termination by the landlord are rent arrears (of at least two months'
rent) or other continued breaches of the rental agreement by the tenant. The most important
reasons for termination by the tenant are significant defects in the rented property.

In the event of termination without notice by the landlord, the tenant is obliged to vacate
the property upon receipt of the notice of termination. If the eviction is not pursued within
a reasonable period of time, the landlord can file an action for eviction.

The only significant legal difference between terminations under commercial tenancy law
and residential tenancy law is that the residential tenant can cancel the termination without
notice if he settles the entire rent arrears.

Law stated - 2 October 2025

FINANCING

Secured lending

33 | Discuss the types of real estate security instruments available to lenders in your
jurisdiction. Who are the typical providers of real estate financing in your country?
Are there any restrictions on who may provide financing?

Land charges are the usual instrument for securing loans. These are entered in the land
register. On the basis of the registered land charge, the lender can enforce the property if
the owner defaults on payment.

Other possible securities are the assignment of rent receivables and the pledging of
accounts.

Typical real estate lenders are banks, savings banks and insurance companies.

As theoretically anyone can grant loans, care should be taken to ensure that the bank has
a German or EU banking licence.

Law stated - 2 October 2025
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Leasehold financing

Is financing available for ground (or head) leases in your jurisdiction? How does the
financing differ from financing for land ownership transactions?

34

The above comments on secured lending apply accordingly to the financing of leaseholds.

Any overlaps with owner financing must be considered on a case-by-case basis.

Law stated - 2 October 2025

Form of security

35 | What is the method of creating and perfecting a security interest in real estate?

A land charge is created by agreement and registration. This means that the owner and
the creditor agree on the land charge. The entry of the land charge requires notarisation.
The application for entry in the land register is usually made by the notary.

Law stated - 2 October 2025

Valuation

36 | Are third-party real estate appraisals required by lenders for their underwriting of
loans? Are there government or industry standards for appraisals? Must appraisers
have specific qualifications or required government or industry certifications? Who
is required to order the appraisal?

In any case, it makes sense to obtain a valuation report before purchasing a property or
obtaining financing.

Banks and other professional real estate financiers have valuations drawn up on the basis
of internal specifications or require this from the borrower.

Valuers must have a special qualification. The highest standard is guaranteed by ‘publicly
appointed’ experts who are also consulted by the courts.

Law stated - 2 October 2025

Legal requirements

What would be the ramifications of a lender from another jurisdiction making a loan
secured by collateral in your jurisdiction? What is the form of lien documents in your
jurisdiction? What other issues would you note for your clients?

37

Foreign lenders require a German banking licence or an EU licence.
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Otherwise, the same regulations apply as for German lenders.

Law stated - 2 October 2025

Loan interest rates

38 | How are interest rates on commercial and high-value property loans commonly set?
What rate of interest is legally impermissible in your jurisdiction and what are the
consequences if a loan exceeds the legally permissible rate?

The interest rate is made up of a reference interest rate and an additional margin. The
EURIBOR (Euro Interbank Offered Rate) is often used as the reference interest rate.

In addition to the interest, there are additional fees charged by the lender.

Excessive interest rates are illegal and void. If interest is to be regarded as excessive, it
must be assessed on the basis of the risk-relevant circumstances of the individual case.

Law stated - 2 October 2025

Loan default and enforcement

39 | How are remedies against a debtor in default enforced in your jurisdiction? Is
one action sufficient to realise all types of collateral? What is the time frame for
foreclosure and in what circumstances can a lender bring a foreclosure proceeding?
Are there restrictions on the types of legal actions that may be brought by lenders?

Every enforcement in Germany requires a ‘title’. A typical example of a title is a court
decision, in particular a judgment. As part of loan agreements, lenders obtain an
enforceable copy of the land charge deed. With this document, the lender can initiate
enforcement against the property, ie, foreclosure, without a court judgment.

Subject to any contractual provisions to the contrary, the lender can apply for foreclosure
of the property if the borrower defaults.

The duration of the proceedings depends on the court. A duration of more than half a year
does not seem unrealistic.

Law stated - 2 October 2025

Loan deficiency claims

40 | Are lenders entitled to recover a money judgment against the borrower or guarantor
for any deficiency between the outstanding loan balance and the amount recovered
in the foreclosure? Are there time limits on a lender seeking a deficiency judgment?
Are there any limitations on the amount or method of calculation of the deficiency?

Lenders can also assert claims against the borrower or a guarantor in court.
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The usual limitation rules of the BGB apply.

In the event of insolvency of the debtor, the legal proceedings are interrupted by law
(section 240 German Code of Civil Procedure (ZPO)).

Law stated - 2 October 2025

Protection of collateral

41 [ What actions can a lender take to protect its collateral until it has possession of the
property?

Enforcement from the land charge is not about the lender becoming the owner of the
property, but about the lender being satisfied from the proceeds of the forced sale of the
property.

The protection of the collateral is based on the loan agreement. The borrower cannot
dispose of this without the consent of the lender.

Law stated - 2 October 2025

Recourse

42 | May security documents provide for recourse to all of the assets of the borrower?
Is recourse typically limited to the collateral and does that have significance in
a bankruptcy or insolvency filing? Is personal recourse to guarantors limited to
actions such as bankruptcy filing, sale of the mortgaged or hypothecated property
or additional financing encumbering the mortgaged or hypothecated property or
ownership interests in the borrower?

As part of the loan agreement, the borrower usually submits to enforcement against his
personal assets in addition to enforcement against the property.

Enforcement from a court decision, in particular a judgment, can also take place against
the borrower's personal assets. Liability is only limited to the extent of the claim.

In the event of the borrower's insolvency, the court proceedings are interrupted by law
(section 240 ZPO).

Law stated - 2 October 2025

Cash management and reserves

43 |Is it typical to require a cash management system and do lenders typically take
reserves? For what purposes are reserves usually required?

In individual cases, lenders require the establishment of reserve accounts, for example, for
foreseeable payment obligations of the borrower.
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The requirement for a cash management system is unusual.
Law stated - 2 October 2025

Credit enhancements

44 | What other types of credit enhancements are common? What about forms of
guarantee?

In addition to land charges and reserve accounts, guarantees and letters of comfort from
parent companies and the assignment of claims against third parties are occasionally

required.
Law stated - 2 October 2025

Loan covenants

45 | What covenants are commonly required by the lender in loan documents?

In addition to the main obligations of the borrower (repayment obligation and its
collateralisation), information obligations are regularly agreed and adequate insurance

cover for the property is required.
Law stated - 2 October 2025

Financial covenants
46 | What are typical financial covenants required by lenders?

Lenders often require certain loan-to-value ratios, loan-to-cost ratios and a defined
minimum rental income, which must be proven on a regular basis.

Law stated - 2 October 2025

Secured movable (personal) property

What are the requirements for creation and perfection of a security interest in
movable (personal) property? Is a ‘control’ agreement necessary to perfect a security

interest and, if so, what is required?

47

The pledging or transfer by way of security of movable property shall be governed by a

corresponding contract.
Law stated - 2 October 2025
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Single purpose entity (SPE)

48 | Do lenders require that each borrower be an SPE? What are the requirements to
create and maintain an SPE? Is there a concept of an independent director of SPEs
and, if so, what is the purpose? If the independent director is in place to prevent a
bankruptcy or insolvency filing, has the concept been upheld?

Lenders do not usually require the borrower to be an SPE. This would not always make
sense from the lender's point of view, as a large company can naturally provide more
collateral as a borrower. On the other hand, it may make sense for a borrower to establish
a limited liability SPE in order to shield the shareholders from liability.

If an SPE is a German company, German company law applies to the founding and
existence of the SPE.

There is no concept of an independent managing director.

Law stated - 2 October 2025

UPDATE AND TRENDS

International and national regulation

49 | Are there any emerging trends, international regulatory schemes, national
government or regulatory changes, or other hot topics in real estate regulation in
your jurisdiction?

Recently, various laws on energy saving and sustainability have been passed in Germany
on the basis of EU regulations. For some owners, especially of older properties, the
implementation of these laws is associated with considerable costs. Costs may also
increase for new buildings.

In general, there are economic uncertainties due to various current trouble spots (Ukraine,
Middle East), which can lead to cost increases in all areas and difficulties in recruiting
workers.

Law stated - 2 October 2025
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Legal system

1 | How would you explain your jurisdiction’s legal system to an investor?

Hong Kong operates as a distinct common law jurisdiction within the People's Republic of
China, a status guaranteed under the principle of 'One Country, Two Systems'. Itis rooted in
the English common law tradition, and built upon a foundation of statutes and a robust body
of binding judicial precedents. It is a mature and transparent system with an independent
judiciary and the rule of law, which together provide certainty and protection for real estate
investors and property owners.

Law stated - 4 November 2025

Land records

2 | Does your jurisdiction have a system for registration or recording of ownership,
leasehold and security interests in real estate? Must interests be registered or
recorded?

Hong Kong maintains a deed registration system. This system records the documents
affecting land rather than registering a guaranteed title. The Land Registry maintains
a public record of all registered deeds, such as assignments, charges, and long-term
leases. Registration is not mandatory for a document to be valid between the immediate
parties, but it is crucial for establishing priority against subsequent third-party interests. An
unregistered instrument is void against a bona fide purchaser for valuable consideration
who subsequently registers their interest. The system is entirely public, and searches
can be conducted online, which simplifies due diligence, clarifies ownership, and reduces
transactional risk. A forthcoming title registration system will be introduced with conclusive
evidence of title and indemnity protections.

Law stated - 4 November 2025

Registration and recording

3 | What are the legal requirements for registration or recording conveyances, leases
and real estate security interests?

For an instrument to be registered at the Land Registry:

« the instrument shall be a registrable instrument affecting land, which includes
conveyances on sale, legal charges/mortgages, etc (mandatory);

« the instrument, if chargeable with stamp duty, should be stamped by the Inland
Revenue Department (mandatory); and
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the stamped instrument should be presented for registration within one month of
its execution to preserve its priority back to the execution date (not mandatory-
). Registration after this one-month period sets priority back to the registration
date (instead of the execution date) and risks losing priority to a later-in-time but
earlier-registered interest.

Law stated - 4 November 2025

Foreign owners and tenants

4 | What are the requirements for non-resident entities and individuals to own or lease
real estate in your jurisdiction? What other factors should a foreign investor take into
account in considering an investment in your jurisdiction?

Hong Kong has an open real estate market where foreigners, whether individuals or
companies, can freely buy or lease any property type, residential or commercial. At present,
foreign investors enjoy the same legal rights and pay the same stamp duty rates as locals.

However, if foreign buyers intend to apply for mortgages, they should be aware that
local banks apply strict know- your- customer (KYC) and anti-money laundering (AML)
checks. Generally, no restrictions limit foreign ownership, but international investors should
consider local banks financing policies and compliance requirements.

Law stated - 4 November 2025

Exchange control

5 |If a non-resident invests in a property in your jurisdiction, are there exchange control
issues?

A cornerstone of Hong Kong's status as an international financial hub is the absence of
foreign exchange controls. There are no restrictions on the inward or outward remittance
of funds for the purpose of real estate investment, rental income repatriation, or capital
proceeds from a sale. This feature enhances its attractiveness as a real estate investment
jurisdiction.

Law stated - 4 November 2025

Legal liability
6 | What types of liability does an owner or tenant of, or a lender on, real estate face?

Is there a standard of strict liability and can there be liability to subsequent owners
and tenants including foreclosing lenders? What about tort liability?

Owners, tenants and lenders may be exposed to various types of liability:
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title liability: owners (and by extension, lenders in possession) must comply with
covenants in government leases and deeds of mutual covenant and care for their
property and shared areas. Breaching these could create title defects, making it
difficult for owners or lenders to convey a good title to subsequent purchasers;

contractual liability: this arises from breaking promises or terms in leases,
agreements, or service contracts;

tort liability: with respect to negligence, owners and occupiers have a duty to keep
premises safe for visitors, and can be held liable for injury or property damage from
unsafe conditions; and

strict liability: applies in limited cases, such as under the rule in Rylands v Fletcher,
for harm caused by dangerous things escaping from land.

Law stated - 4 November 2025

Protection against liability

7 | How can owners protect themselves from liability and what types of insurance can
they obtain?

Owners can reduce risks by:

 purchasing comprehensive insurance, covering building structure, liability, business
interruption, etc;

* using corporate structures like special purpose vehicles to hold individual properties
separately to isolate risks;

« carefully drafting contracts and leases to clearly assign responsibilities and risks,
including indemnities; and

» conducting regular property inspections to catch issues early.

Law stated - 4 November 2025

Choice of law

8 | How is the governing law of a transaction involving properties in two jurisdictions
chosen? What are the conflict of laws rules in your jurisdiction? Are contractual
choice of law provisions enforceable?

Hong Kong courts apply established common law conflict of laws rules that differentiate
between proprietary and contractual matters:

) Immovable property (land): Issues relating to title, transfer, or interests in land are
governed by lex situs, meaning the law of the place where the land is located.

Real Estate 2026 | Hong Kong Explore on Lexology [




RETURN TO CONTENTS RETURN TO SUMMARY

This law is mandatory and supersedes any contractual choice of law, especially
regarding transfers or mortgages.

) Contractual obligations: The governing law for contracts, such as loan agreements,
is determined by the parties’ explicit choice. Hong Kong courts uphold this party
autonomy principle, enforcing contractual choice of law clauses that are made in
good faith and lawful. This chosen law governs contract interpretation, validity, and
breach.

Law stated - 4 November 2025

Jurisdiction

9 | Which courts or other tribunals have subject-matter jurisdiction over real estate
disputes? Which parties must be joined to a claim before it can proceed? What is
required for out-of-jurisdiction service? Must a party be qualified to do business in
your jurisdiction to enforce remedies in your jurisdiction?

Hong Kong courts and tribunals have specific subject-matter jurisdiction over real estate
disputes as follows:

) Lands Tribunal: handles land-related matters like compulsory land sale applications,
government rates valuation, landlord-tenant disputes including recovery of
premises, building management issues, and compensation claims from government
land resumption.

) District Court: deals with contract, tort, and equity claims up to HK$3 million; equity
claims related wholly or partly to land up to HK$7 million. For land possession
cases, the relevant value cap is an annual rent, rateable value, or annual value not
exceeding HK$320,000.

) Court of First Instance (High Court): the main court for high-value claims (above
HK$3 million) and complex litigation such as complicated title disputes matters.

Regarding parties:

all persons with an interest in the subject matter of the dispute should be joined
in the proceedings. This includes legal or beneficial owners, mortgagees, and all
contracting parties.

For service outside Hong Kong:
court permission is required before serving a writ out of jurisdiction; and

for land-related claims, such service is generally allowed.

Regarding foreign entities:
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they do not need to be registered or qualified to do business in Hong Kong solely to
initiate, defend legal proceedings, or enforce judgments.

Law stated - 4 November 2025

Commercial versus residential property

10 [How do the laws in your jurisdiction regarding real estate ownership, tenancy
and financing, or the enforcement of those interests in real estate, differ between
commercial and residential properties?

Commercial properties:

« flexibility: commercial leases tend to offer more flexibility in terms, such as longer
lease terms, rent review mechanisms, and renewal options;

+ covenants: landlords and tenants often negotiate complex covenants related to use,
maintenance, and rent adjustments; and

* legal protections: less statutory regulation, providing parties with freedom of
contract.

Residential properties:

* legal protections: rely more on statutory provisions, notably the Residential
Properties (First-hand Sales) Ordinance, which regulates the sale of new residential
units, ensuring transparency and fairness; and

« restrictions: generally, less flexibility and more straight forward mechanism for rent
reviews or renewal.

Law stated - 4 November 2025

Planning and land use

11 | How does your jurisdiction control or limit development, construction, or use of real
estate or protect existing structures? Is there a planning process or zoning regime in
place for real estate?

The development of land in Hong Kong is controlled by several key regulatory layers.

Town planning regime

The Town Planning Board, under the Town Planning Ordinance, oversees zoning and land
use planning. It sets rules on matters like permitted land uses and development density to
guide orderly urban development.

Building control
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The Buildings Department administers the Buildings Ordinance, regulating building
construction, building structures and safety standards. It can take enforcement action
against unauthorised building works.

Land grant conditions

The Lands Department issues land grants that include conditions on land use, building
height, building repair and maintenance, and environmental matters. Failure to comply with
these conditions results in a title defect, meaning the ownership title may not be considered
marketable or suitable for sale or mortgage purposes.

Law stated - 4 November 2025

Government appropriation of real estate

12 | Does your jurisdiction have a legal regime for compulsory purchase or condemnation
of real estate? Do owners, tenants and lenders receive compensation for a
compulsory appropriation?

The legal basis for compulsory purchase in Hong Kong includes:

* Land (Compulsory Sale for Redevelopment) Ordinance: allows owners holding at
least 65 per cent of undivided shares in old buildings to apply to the Lands Tribunal
for a compulsory sale order, enabling redevelopment against minority owners; and

« government land resumption: the government can compulsorily resume land under
the land grant and statutes like the Lands Resumption Ordinance and the Railways
Ordinance for public purposes, providing compensation to owners.

Together, these regimes enable redevelopment and urban renewal, balancing majority
owner rights, minority protections, and public interest.

Law stated - 4 November 2025

Forfeiture

13 | Are there any circumstances when real estate can be forfeited to or seized by the
government for illegal activities or for any other legal reason without compensation?

Real estate in Hong Kong can be forfeited or seized by the government without
compensation if the owner breaches the land grant, which provides the government with
right of re-entry. lllegal activities on the property clearly breach the land grant, enabling
forfeiture. Generally, forfeiture enforcement requires due process.

Law stated - 4 November 2025

Bankruptcy and insolvency
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14 | Briefly describe the bankruptcy and insolvency system in your jurisdiction.

Hong Kong's insolvency regime is primarily based on the Companies (Winding Up
and Miscellaneous Provisions) Ordinance (Cap 32) for companies and the Bankruptcy
Ordinance (Cap 6) for individuals. The fundamental aim is the collective and pari passu
(equal) distribution of the insolvent entity's assets among its creditors. However, secured
creditors enjoy priority and have the right to enforce their security against the charged
assets to recover their debt.

Law stated - 4 November 2025

INVESTMENT VEHICLES

Investment entities

15 | What legal forms can investment entities take in your jurisdiction? Which entities
are not required to pay tax for transactions that pass through them (pass-through
entities) and what entities best shield ultimate owners from liability?

In Hong Kong, there is generally no restriction on what type of entity can buy or sell property.
All transfers are subject to stamp duty. The most common vehicle used by investors is a
private company limited by shares as a special purpose vehicle. This is a separate legal
entity offering limited liability to its shareholders.

Hong Kong companies should comply with registration, annual filings, and other regulatory
requirements. They pay profits tax but capital gains are not taxed. This structure balances
legal protection, tax efficiency, and operational compliance for property holding and
investment.

Law stated - 4 November 2025

Foreign investors

16 | What forms of entity do foreign investors customarily use in your jurisdiction?

Foreign investors often prefer private offshore companies limited by shares for Hong Kong
real estate investments because these companies are easy to set up, require minimal
disclosure, and provide limited liability protection. There are no special legal restrictions
preventing foreign companies from owning property in Hong Kong. They enjoy the same
property rights as local entities.

Law stated - 4 November 2025

Organisational formalities

17 | What are the organisational formalities for creating and maintaining the above
entities? What requirements does your jurisdiction impose on a foreign entity? Does
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failure to comply incur monetary or other penalties? What are the tax consequences
for a foreign investor in the use of any particular type of entity, and which type is
most advantageous?

In Hong Kong, sophisticated buyers or investors prefer the option of setting up an offshore
company. In terms of organisational formalities:

» a Hong Kong company should be incorporated with the Companies Registry, keep
a registered office in Hong Kong, file annual returns, and notify the Registry of
changes in directors, registered office, or share capital. Non-compliance can lead
to fines or being struck off;

+ an offshore company does not need to register in Hong Kong if it only owns property
for self-use and carries on no business locally. But if it rents out the property or
trades in real estate, it should register as a 'non-Hong Kong company' and obtain a
business registration certificate; and

« tax-wise, Hong Kong follows a territorial system: only profits sourced in Hong Kong
are taxable. There is no capital gains tax, no withholding tax on dividends, and no
sales or VAT taxes.

Law stated - 4 November 2025

ACQUISITIONS AND LEASES

Ownership and occupancy

18 | Describe the various categories of legal ownership, leasehold or other occupancy

interests in real estate customarily used and recognised in your jurisdiction.

Ownership

In Hong Kong, almost all land is leasehold, with the government granting land leases
ranging from 50 to 999 years, often renewable. True freehold land is practically non-existent,
with the only exception being St John's Cathedral.

Occupancy interests

These include leases and tenancy agreements that grant exclusive possession, and
licences, which provide personal permission to occupy without exclusive possession.

Adverse possession

Adverse possession allows a person who openly and continuously occupies land without
the owner’s permission — usually for 12 or 20 years depending on when possession
started —to claim ownership and extinguish the owner’s rights. The possessor must show
physical control and an intention to possess exclusively. However, this may change with the
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upcoming land title registration system, which will protect property titles more definitively
and largely eliminate adverse possession claims.

Law stated - 4 November 2025

Pre-contract

19 | What are the typical pre-contractual steps?

Typical pre-contractual steps when buying property in Hong Kong include:
* engaging an estate agent to identify suitable properties;
« inspecting the physical condition of the property;

» conducting a land search via the Land Registry public system to check ownership
and encumbrances;

* negotiating key commercial terms with the seller; and

* paying an initial deposit, usually 3-5 per cent of the purchase price, upon signing a
preliminary agreement for sale and purchase prepared by the estate agent.

Law stated - 4 November 2025

Contract of sale

20 | What are typical provisions in a contract of sale?

In Hong Kong, buying property typically starts with a preliminary agreement prepared by an
estate agent, accompanied by an initial deposit. Within 14 days, the parties sign a formal
sale and purchase agreement drafted by lawyers. This formal agreement usually includes:

 a detailed property description;

 purchase price and payment terms (with further deposit payable by buyer upon
signing, all deposits totalling about 10 per cent of the purchase price);

« seller's duty to provide and prove good title;
+ seller’s representations and undertakings; and
« provisions for apportionment of outgoings like rates and management fees.
The formal agreement is legally binding and sets out the terms for completing the

transaction. Breach by either party can lead to a claim for specific performance, compelling
the defaulting party to fulfil their contractual obligations.

Law stated - 4 November 2025

Environmental clean-up
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21 | Who takes responsibility for a future environmental clean-up? Are clauses regarding
long-term environmental liability and indemnity that survive the term of a contract
common? What are typical general covenants? What remedies do the seller and
buyer have for breach?

In Hong Kong, the responsibility for environmental remediation typically lies with the current
owner of the property. However, such obligations are not prevalent in the local property
market.

Law stated - 4 November 2025

Lease covenants and representation

22 | What are typical representations made by sellers of property regarding existing
leases? What are typical covenants made by sellers of property concerning leases
between contract date and closing date? Do they cover brokerage agreements and
do they survive after property sale is completed? Are estoppel certificates from
tenants customarily required as a condition to the obligation of the buyer to close
under a contract of sale?

Seller's warranties

The seller formally represents to the buyer that:

« a complete copy of the tenancy agreement has been disclosed;
« all rent has been paid by the tenant and is up to date; and

« they will inform the buyer if the tenant breaches the lease at any point before closing.
Brokerage fees

The terms for the real estate agent's commission are typically detailed in the initial
preliminary sale and purchase agreement prepared by the agent.

Tenant estoppel certificates

Unlike some other jurisdictions, it is not standard practice nor common in Hong Kong to
require tenants to sign estoppel certificates.

Delivery as a key term

A fundamental term of the sale is whether the property is sold with the tenant in place or
with vacant possession (empty).

Failure to deliver the property in the specifically agreed-upon state upon completion is
considered as repudiation. This gives the purchaser the right to rescission and seek
remedies, such as refund of deposits and damages.
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Law stated - 4 November 2025

Leases and real estate security instruments

23 | Is a lease generally subordinate to a security instrument pursuant to the provisions
of the lease? What are the legal consequences of a lease being superior in priority to
a security instrument upon foreclosure? Do lenders typically require subordination
and non-disturbance agreements from tenants? Are ground (or head) leases treated
differently from other commercial leases?

A lease granted and registered before the mortgage is created (‘senior') will have priority
and will not be disturbed by mortgagee proceedings.

A lease granted after the mortgage (‘junior') without the mortgagee's consent is generally
subordinate and may be extinguished upon mortgagee action by the lender.

As such, tenants should require landlords (whose property is mortgaged) to provide written
proof that the lender has given its express consent to the granting of the lease. That way,
the tenant’s lease would not be disturbed upon the lender's mortgagee actions, provided
the tenant is not in default.

Law stated - 4 November 2025

Delivery of security deposits

24 | What steps are taken to ensure delivery of tenant security deposits to a buyer? How
common are security deposits under a lease? Do leases customarily have periodic
rent resets or reviews?

The steps taken to ensure delivery of tenant security deposits are:

 security deposit transfer: the sale and purchase contract requires the seller to
transfer all tenant security deposits to the buyer upon closing; and

* release of seller liability: since the original seller remains liable to the tenant, the
buyer is required to provide a formal undertaking to the seller, agreeing to assume
responsibility for returning the deposits to the tenant at the end of the lease.

Market norms

Security deposits are standard practice in both commercial and residential leases.

Rent review clauses are common in commercial leases but are not typically found in
residential leases.

Law stated - 4 November 2025

Due diligence
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25 | What due diligence should be conducted before executing a contract? Is any due
diligence customarily permitted or conducted after contract but before closing?
What is the typical method of title searches and are they customary? How and to
what extent may acquirers protect themselves against bad title? Discuss the priority
among the various interests in the estate. Is it customary to obtain government
confirmation, a zoning report or legal opinion regarding legal use and occupancy?

Pre-contract:

» Land Register check: Review the Land Register at the Land Registry to verify
ownership and any registered encumbrances. Note that the current deed registration
system does not guarantee title.

« Site inspection: Physically inspect the property. The buyer accepts the property
'as-is' per the contract.

« Existing use and condition: The government and lawyers do not provide confirmation
on existing land use or tenancy status; buyers must conduct their own checks.

+ Bankruptcy and winding-up search: Check if the seller faces bankruptcy or litigation
risks that could affect the transaction or title.

Post-contract:

« Title investigation: Between contract and closing, the buyer’s lawyer reviews title
deeds including the land grant and intermediate title document (being a conveyance
dating back to at least 15 years ago) to verify title status. Failure by the seller to prove
and give good title allows the buyer to rescind the contract.

* Priority of interests: Registered interests are prioritised based on the date of
execution (if registered within one month), or the registration date (if registered after
one month). Buyer’s lawyers will register the signed contract to secure priority for
the buyer.

Law stated - 4 November 2025

Structural and environmental reviews

26 |ls it customary to arrange an engineering or environmental review? What are the
typical requirements of such reviews? Is it customary to get representations or an
indemnity? Is environmental insurance available?

In Hong Kong, engineering assessments and environmental site assessments are
generally not standard practice during property transactions. Such evaluations are usually
conducted only for special-use properties such as data centres with specific operational
requirements.

Law stated - 4 November 2025

Review of leases
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Do lawyers usually review leases or are they reviewed on the business side? What
are the lease issues you point out to your clients?

27

In Hong Kong, leases are reviewed by lawyers. The following key issues should be
highlighted to clients to help them understand their rights, obligations and manage risks

effectively:
* lease length, renewal rights;
« break options that allow early termination;
* methods and timing for rent reviews;

« restrictions on assigning or transferring the lease, including rights to share with
associates (alienation clauses);

* repair and maintenance duties of both tenant and landlord;
« do’s and don’ts in lease compliance; and

« insurance obligations.

Law stated - 4 November 2025

Other agreements

28 | What other agreements does a lawyer customarily review?

For leasing, lawyers customarily review all ancillary agreements, such as licences for
use of specific areas, air-conditioning units installations or telecommunications apparatus

installations.

For acquisition, lawyers review and prepare all contracts documents required to complete
the transaction, other than the initial preliminary sale and purchase agreement typically

prepared by real estate agents.

Law stated - 4 November 2025

Closing preparations

29 | How does a lawyer customarily prepare for a closing of an acquisition, leasing or
financing?

Acquisition:
« finalise all transaction documents for the sale and purchase;

« conduct final pre-completion land, company, bankruptcy searches to confirm
ownership and seller’s status;

 prepare completion statement detailing amounts paid and payable, collect payment
from buyer and forward it to the seller;
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» prepare apportionment accounts allocating outgoings like government rent and
rates, management fees between parties;

+ witness execution of the assignment by the parties; and

+ arrange stamping of the assignment with the Stamp Office, and registration with the
Land Registry.

Financing:
» prepare and review loan agreements, mortgage documents, and other security
instruments including guarantee;
« witness execution of the mortgage documents by the parties;

» ensure compliance with loan drawdown conditions, arrange and assist with
drawdown; and

« arrange registration of the mortgage with the Land Registry and, in the case of a
corporate borrower, the Companies Registry.

Leasing:
« finalise all leasing documents;
+ collect rental and deposit payment from the tenant and forward it to the landlord;
« witness execution of the lease documents by the parties; and

« arrange stamping of the assignment with the Stamp Office, and registration with the
Land Registry.

Law stated - 4 November 2025

Closing formalities

30 |Is the closing of the transfer, leasing or financing done in person with all parties
present? Is it necessary for any agency or representative of the government or
specially licensed agent to be in attendance to approve or verify and confirm the
transaction?

In Hong Kong, closing of a property acquisition typically happens by way of an undertaking,
rather than all parties being present, as follows:

) the buyer signs the assignment in escrow at their lawyer’s office and pays the
balance of the purchase price in advance;

on closing, the buyer’s lawyer delivers the signed assignment and payment to the
seller's lawyer, against the seller's undertaking to deliver keys, and the assignment
is counter-signed by the seller;

the seller’s lawyer instructs the real estate agent to release the keys to the buyer
immediately or, if the keys are held by the seller’s lawyer, hands them directly to the
buyer's lawyer; and

Real Estate 2026 | Hong Kong Explore on Lexology [




RETURN TO CONTENTS RETURN TO SUMMARY

) the seller’s lawyer then provides the buyer with the assignment counter-signed by
the seller, usually within one week after closing.

This process is standard practice to facilitate a smooth and efficient closing without all
parties physically coming together.

Law stated - 4 November 2025

Contract breach

31 | What are the remedies for breach of a contract to sell or finance real estate?

For breach of sale contract, the remedies are:

+ specific performance: whereby a court order requires the defaulting party to proceed
with the transaction;

» deposit remedies:

« seller may retain deposit if buyer defaults; and

* buyer may recover deposit if seller defaults;

monetary damages: compensation for losses caused by the breach.

For breach of financing contract, such breaches are rare as lenders typically:
« conduct due diligence before commitment;
« include precise conditions in loan agreements; and

» being licensed banks and financial institutions in Hong Kong, honour their
obligations unless the borrower fails to meet conditions for loan drawdown.

Law stated - 4 November 2025

Breach of lease terms

32 | What remedies are available to tenants and landlords for breach of the terms of
the lease? Is there a customary procedure to evict a defaulting tenant and can a
tenant claim damages from a landlord? Do general contract or special real estate

rules apply? Are the remedies available to landlords different for commercial and
residential leases?

Landlord remedies

The main remedy is lease forfeiture, typically via court-supervised bailiff enforcement for
repossession.

Landlords can sue for rent arrears and damages for other lease breaches.
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Tenants have statutory rights to relief against forfeiture — if arrears are paid within a
court-specified timeframe, the lease may be revived despite the breach.

For breaches other than non-payment of rent, landlords should serve a notice requiring the
tenant to remedy the breach before termination.

Courts usually allow tenants to rectify breaches, especially in residential leases.

Tenant remedies

Tenants may claim damages against landlords for breach of lease obligations, such as
failure to repair.

They can seek specific performance to enforce landlord compliance with lease terms.

If wrongfully evicted, tenants may seek court’s relief.

Eviction procedure

Landlords must give written notice specifying the breach and allow time for remedy.
If the tenant fails to comply, the landlord can seek possession via court order and bailiffs.

Self-help eviction is prohibited.

Commercial versus residential leases

* Remedies are broadly similar.
+ Commercial leases rely primarily on contract terms with more flexibility.

» Some special leases (eg, sub-divided units) have additional statutory protections
limiting landlords’ rights.

Law stated - 4 November 2025

FINANCING

Secured lending

33 | Discuss the types of real estate security instruments available to lenders in your
jurisdiction. Who are the typical providers of real estate financing in your country?
Are there any restrictions on who may provide financing?

The principal security instrument is a legal charge and mortgage.

The typical providers of real estate financing are licensed banks and licensed money
lenders.

While these institutions dominate the market, there are no legal restrictions preventing
other entities (eg, private credit funds) from providing financing, provided that these other
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lenders observe the Money Lenders Ordinance (unless exemption applies under the said
Ordinance).

Law stated - 4 November 2025

Leasehold financing

34 |Is financing available for ground (or head) leases in your jurisdiction? How does the
financing differ from financing for land ownership transactions?

In Hong Kong, since virtually all land is held on a leasehold basis under government
land grants, interests derived from these leases can be mortgaged and are commonly
mortgaged in the property market.

Law stated - 4 November 2025

Form of security

35 | What is the method of creating and perfecting a security interest in real estate?

A security interest in real estate is created by executing a deed of legal charge. The legal
charge is effective upon signing.

Perfection of this security interest is achieved by registering the charge at the Land Registry
within the one-month statutory period to preserve priority. For a corporate borrower,
the charge should also be registered with the Companies Registry within one month of
its creation, otherwise it may be void against liquidators and creditors of the corporate
borrower.

Law stated - 4 November 2025

Valuation

36 | Are third-party real estate appraisals required by lenders for their underwriting of
loans? Are there government or industry standards for appraisals? Must appraisers
have specific qualifications or required government or industry certifications? Who
is required to order the appraisal?

Third-party appraisals are typically required by lenders for real estate loans in Hong Kong.
Certified valuation experts, such as surveyors, prepare valuation reports to assess the
property’s market value, which lenders rely on to determine loan amounts. These valuation
reports are generally commissioned by the lender but the cost is borne by the borrower.

Law stated - 4 November 2025

Legal requirements
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37 | What would be the ramifications of a lender from another jurisdiction making a loan
secured by collateral in your jurisdiction? What is the form of lien documents in your

jurisdiction? What other issues would you note for your clients?

It is legally permissible for a foreign lender to make a loan secured by Hong Kong real
estate. The key legal principle is that the legal charge over the property shall be governed
by Hong Kong law (the lex situs principle) and shall comply with the local formalities, even
if the underlying facility agreement itself is governed by a different jurisdiction's law.

The primary security document for securing loans against real estate is a legal charge. It
has to be executed as a deed under Hong Kong law. The charge should be registered with
the Land Registry, and in the case of a corporate Hong Kong borrower, the Companies
Registry.

Lawyers are advised to take heed of the following issues with respect to their clients'
interests:

« Title investigation: due diligence against title should be conducted through lawyers
to ensure a good, marketable and unencumbered title is charged.

* Money Lenders Ordinance: local legal advice should be obtained to ensure
compliance with the Ordinance (or if exemption applies).

» Enforcement procedures: foreign lenders should understand the local enforcement
mechanisms for mortgagee actions, including timelines, court processes, and
associated costs like bailiff involvement for possession recovery.

+ Know-your-client (KYC) and anti-money laundering (AML) requirements: if loan
drawdown is processed through local banks, lenders should be aware of the rigorous
KYC and AML checks, which can cause additional time and expenses.

» Tax considerations: foreign lenders may also face Hong Kong profits tax obligations
if their lending operations is considered as carrying on a business by Hong Kong
tax authorities.

Law stated - 4 November 2025

Loan interest rates

38 | How are interest rates on commercial and high-value property loans commonly set?
What rate of interest is legally impermissible in your jurisdiction and what are the
consequences if a loan exceeds the legally permissible rate?

Interest rates in Hong Kong are typically negotiated directly between lenders and
borrowers, often based on benchmarks such as the Hong Kong Interbank Offered
Rate (HIBOR) or the Prime Rate. Residential mortgage rates are generally lower, while
commercial mortgage loans attract higher rates reflecting risk and market conditions.
Under the Money Lenders Ordinance, charging rates over 48 per cent per annum are
illegal, and rates above 36 per cent are presumed extortionate and may be re-opened by
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the courts to ensure fairness between the parties. Non-compliance may render the loan
unenforceable.

Law stated - 4 November 2025

Loan default and enforcement

39 | How are remedies against a debtor in default enforced in your jurisdiction? Is
one action sufficient to realise all types of collateral? What is the time frame for
foreclosure and in what circumstances can a lender bring a foreclosure proceeding?
Are there restrictions on the types of legal actions that may be brought by lenders?

In Hong Kong, remedies against a debtor in default include the following key enforcement
methods:

» Power of sale: The lender (mortgagee) can sell the property without a court order
under the power explicitly provided by the legal charge or mortgage. This is the most
common remedy, allowing the lender to recover the debt by selling the property
in good faith and taking reasonable care to obtain a true market value. However,
lenders will need a court order to recover vacant possession with a court bailiff’s
assistance.

» Foreclosure: This is a court procedure where the ownership is transferred to the
lender to satisfy the debt. It is rarely used today due to its complexity and it prevents
the lender from claiming any deficiency after sale.

* Appointment of receiver: Commonly used for high-value or commercial properties,
the lender may appoint a receiver who takes control of the property, manages i,
collects income, and sells it to satisfy the debt. The receiver receives remuneration
and operates under powers given in the security documents and acts in the interest
of the lender.

One action is generally not sufficient to realise all types of collateral because different
types of security (eg, legal mortgage, equitable charge, personal guarantees) may require
distinct enforcement procedures. The timeframe varies according to court processes and
schedules, often taking several months or longer.

Law stated - 4 November 2025

Loan deficiency claims

40 | Are lenders entitled to recover a money judgment against the borrower or guarantor
for any deficiency between the outstanding loan balance and the amount recovered
in the foreclosure? Are there time limits on a lender seeking a deficiency judgment?
Are there any limitations on the amount or method of calculation of the deficiency?

In Hong Kong, lenders may pursue a personal judgment (deficiency judgment) against
the borrower and any guarantors for the shortfall between the outstanding debt and the
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net sale proceeds realised from enforcement of collateral, unless foreclosure orders have
transferred full ownership to the lender.

The limitation period for bringing such a claim is generally six years from when the cause
of action accrues, or 12 years on a judgment debt from when the judgment became
enforceable.

Law stated - 4 November 2025

Protection of collateral

41 [What actions can a lender take to protect its collateral until it has possession of the
property?

Before taking possession, a mortgagee in Hong Kong has limited direct remedies against
the borrower apart from monitoring and warning the borrower of default. However, because
the legal charge or mortgage is publicly registered at the Land Registry, the borrower could
not dispose of the property freely unless the charge is discharged. This registration acts
as a deterrent against unauthorised dealings by the borrower.

Law stated - 4 November 2025

Recourse

42 | May security documents provide for recourse to all of the assets of the borrower?
Is recourse typically limited to the collateral and does that have significance in
a bankruptcy or insolvency filing? Is personal recourse to guarantors limited to
actions such as bankruptcy filing, sale of the mortgaged or hypothecated property
or additional financing encumbering the mortgaged or hypothecated property or
ownership interests in the borrower?

Security documents in Hong Kong may provide full or limited recourse depending on how
they are drafted and agreed by parties. Recourse is usually not limited to collateral, though
collateral elevates the lender to secured creditor status with priority in insolvency.

For recourse to non-collateral assets, lenders should pursue bankruptcy or winding-up
proceedings, where such assets rank equally with other unsecured creditors without
priority. Personal recourse to guarantors typically involves insolvency actions or
enforcement actions.

Law stated - 4 November 2025

Cash management and reserves

43 |lIs it typical to require a cash management system and do lenders typically take
reserves? For what purposes are reserves usually required?
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In Hong Kong, whether cash management or reserves are required depends on the
property use and loan complexity. For self-use mortgaged properties, lenders usually
do not require cash management or reserves. However, if the property generates rental
income, lenders typically require all rental income to be paid into a designated account
at their bank. Cash reserves are generally required only for complex or syndicated loans
involving additional collateral like share charges or floating charges.

Law stated - 4 November 2025

Credit enhancements

44 | What other types of credit enhancements are common? What about forms of
guarantee?

Lending banks in Hong Kong typically require insurance coverage over the mortgaged
property in their favour. Additionally, they often seek extra credit support such as corporate
guarantees from the borrower's parent company or personal guarantees from the ultimate
beneficial owners to strengthen repayment assurance.

Law stated - 4 November 2025

Loan covenants

45 | What covenants are commonly required by the lender in loan documents?

Loan agreements for real estate loans often include key covenants (other than the most
obvious repayment covenant):

+ drawdown conditions: title should be good, marketable and unencumbered. Security
documents should be duly executed;

* negative pledge: no additional security may be created over assets;
« use restrictions: loan proceeds must be used as agreed; and

« insurance: property should be fully insured with lender as beneficiary.

Law stated - 4 November 2025

Financial covenants

46 | What are typical financial covenants required by lenders?

Typical financial covenants often include:

* maintaining specified financial ratios such as loan- to-value ratio;

« restrictions on incurring additional debt without lender approval; and
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« regular delivery of audited financial statements and compliance certificates.

Law stated - 4 November 2025

Secured movable (personal) property

47 | What are the requirements for creation and perfection of a security interest in
movable (personal) property? Is a ‘control’ agreement necessary to perfect a security
interest and, if so, what is required?

Our team focuses on real estate matters relating to immovable properties.

Law stated - 4 November 2025

Single purpose entity (SPE)

48 | Do lenders require that each borrower be an SPE? What are the requirements to
create and maintain an SPE? Is there a concept of an independent director of SPEs
and, if so, what is the purpose? If the independent director is in place to prevent a
bankruptcy or insolvency filing, has the concept been upheld?

Whether lenders require borrowers to be an SPE is a commercial decision. It is not typical
in Hong Kong property lending market.

Law stated - 4 November 2025

UPDATE AND TRENDS

International and national regulation

49 | Are there any emerging trends, international regulatory schemes, national
government or regulatory changes, or other hot topics in real estate regulation in
your jurisdiction?

The key trends shaping Hong Kong's real estate landscape include:

+ land title registration: Hong Kong will start to implement a land registration system
where the Title Register is conclusive evidence of ownership, gradually replacing
the existing deeds system;

» ESG and sustainable finance: growing emphasis on environmental, social, and
governance criteria, with an increase in green building certifications and sustainable
development initiatives;

« stricter sales regulation: enhanced government regulation for first-hand property
sales, promoting transparency through tighter rules on brochures, show flats, and
price listings to protect consumers; and
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proptech adoption: increasing use of technology in real estate, including Al for virtual
viewings, building management, etc.

Law stated - 4 November 2025
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GENERAL
Legal system

1 | How would you explain your jurisdiction’s legal system to an investor?

The Indian legal system bears the influence of the English common law system, which is
reliant on the value of binding case law precedents, rulings on equity and the principles
of natural justice. Despite the influence of the English common law system, the Indian
legal system has also incorporated elements of civil law, such as certain investigative
powers of the judiciary relating to the institution of commissions of enquiry or questioning
of witnesses.

The judicial hierarchy flows upwards from the district or lower courts in every district or city
to the high courts in the states, all subject to the supervision and judgment of the apex
court of India, the Supreme Court. With respect to disputes pertaining to the transfer of
immovable property, the courts’ powers extend to granting injunctions in accordance with
the Civil Procedure Code 1908 (CPC) and ordering performance of contracts under the
Specific Relief Act, 1963 (SRA).

Broadly, the key legislation governing real estate in India includes the following:

« Transfer of Property Act, 1882 (TPA);

« Indian Contract Act, 1872 (Contract Act);

» Real Estate (Regulation and Development) Act, 2016 (RERA);
« Reqistration Act, 1908 (Registration Act);

* Indian Stamp Act, 1899 (Stamp Act); and

* Indian Easements Act, 1882 (Easements Act).

In addition, various other statutes, including the CPC, SRA and a gamut of state-specific
laws and municipal laws, deal with development and zoning norms, prescription of the
conditions for obtaining development licences, completion certificates and occupation
certificates in relation to such real estate projects.

Foreign investment in the construction and development sector is additionally regulated
by the Foreign Exchange Management Act, 1999 (FEMA) and the rules, notifications and
circulars issued thereunder and those issued by India’s central bank, the Reserve Bank of
India (RBI).

The Contract Act and the TPA permit oral agreements for the transfer of property. However,
the TPA also provides that any sale of immovable property above 100 Indian rupees
requires a written agreement to be executed and registered (under the Registration Act).

Apart from the above-mentioned state-specific laws, a central law — RERA — has been
enacted for the purposes of:

« protecting consumer interests in the real estate sector;

* regulating the construction, development, sale, advertising and marketing of real
estate projects in a time-bound, transparent and efficient manner; and
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+ creating a separate real estate regulatory authority, with state-specific and union
territory-specific jurisdictions, for the adjudication of disputes between consumers
and promoters of real estate projects.

Law stated - 27 October 2025

Land records

2 [Does your jurisdiction have a system for registration or recording of ownership,
leasehold and security interests in real estate? Must interests be registered or
recorded?

In India, all real estate transactions involving the sale, gift, exchange, conveyance or lease
of immovable property and land require registration of the definitive agreements or deeds
(such as the sale deed, gift deed, exchange, deed or conveyance deed and the lease deed),
as the case may be. In a real estate transaction, an agreement to sell, a memorandum
of understanding or a letter of intent (which provides for the execution of a definitive
agreement or deed at a later date) does not ordinarily require registration.

The law on the registration of documents in India is contained in the Registration Act, which
provides for compulsory registration of certain documents, while there are other situations
where registration of documents is optional. Registration of the following is mandatory:

« instruments of gifts of property;

* |leases of immovable property from year to year;

* non-testamentary instruments, such as deeds of exchange;
« documents assigning rents;

« sales of immovable property; and

« trust deeds evidencing an interest in immovable property with a value of 100 Indian
rupees or more.

Registration of the following is optional:
o wills;
* |leases of immovable property not exceeding one year; and

* instruments evidencing an interest in immovable property with a value of less than
100 Indian rupees.

If a document that is required to be registered under the Registration Act, is not registered,
it cannot affect any immovable property, confer any power to adopt or be received as
evidence of any transaction affecting such property. A registered instrument over the same
property will rank above an unregistered instrument covering the same property.

The government of Punjab, vide its notification dated 19 October 2023, introduced the
Transfer of Property (Punjab Amendment) Act, 2023, amending section 58 of the TPA (as
applicable to the state). The amended section 58 of the TPA now allows for automatic
registration of a charge in favour of banks when property is mortgaged, provided the bank
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notifies the sub-registrar within 60 days. A corresponding amendment in the Registration
Act (as applicable to the State of Punjab) has also been made. This change seeks
to streamline mortgage-related processes, reducing administrative burdens for property
owners and banks in Punjab.

Recently, the Department of Land Resources, Ministry of Rural Development published
the Draft Registration Bill, 2025, seeking public comments on the same, with a view
to amending the Registration Act, 1872. The Registration Bill seeks to modernise and
harmonise the registration process given the increased reliance on registered documents
in public and private transactions. It explicitly seeks to align the registration process with
a modern, online, paperless, and citizen-centric system. The Registration Bill expands
the scope of definitions to include electronic records, digital signatures, Aadhaar-based
authentication, e-documents, and references to the Information Technology Act, 2000
and Aadhaar Act, 2016. Furthermore, the Registration Bill significantly enables electronic
presentation of documents for registration and also expands the list of documents requiring
compulsory registration.

Law stated - 27 October 2025

Registration and recording

3 | What are the legal requirements for registration or recording conveyances, leases
and real estate security interests?

A document (such as an agreement to sell, conveyance, lease or mortgage documents)
required to be registered under Indian law must be executed before a jurisdictional registrar
(a government official, who is appointed under the Registration Act) at the district level or
sub-registrar at the sub-district level and the parties must appear before the registrar or
sub-registrar for authentication and registration of the document.

Apart from the payment of stamp duty as per the stamp duty legislation, the registration
of a document also involves payment of registration charges on the instrument recording
the transfer of interest, the rates of which may vary from state to state. In some states,
there are additional state-specific charges imposed (eg, municipal charges or taxes,
transfer charges, development charges or taxes, etc), payable to the concerned municipal
authorities, development authorities, corporations, etc. Payment of stamp duty, if payable
on any instrument or document, is mandatory, notwithstanding registration of such an
instrument.

As per the Stamp Act, in the absence of any agreement to the contrary with a sale or
conveyance deed, the purchaser is required to pay the stamp duty and with a lease deed,
the lessee is liable to pay the stamp duty.

The Department of Press Information Bureau's press release dated 24 April 2023,
announced that 28 states/UTs have adopted the National Generic Document Registration
System (NGDRS) for enhanced eRegistration of land records, allowing digital data sharing
with the national NGDRS portal. Additionally, 26 states/UTs have implemented the Unique
Land Parcel Identification Number (ULPIN), with pilot testing underway in seven more
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states. These advancements align with the Digital India Land Records Modernisation
Programme to improve transparency and efficiency in property documentation nationwide.

This initiative, aimed at modernising land records management, also includes the
implementation of the National Generic Document Registration System (NGDRS), which
unifies and streamlines the property registration process across the country. As per recent
notifications, NGDRS has already been adopted in multiple states such as Maharashtra,
Telangana, and Karnataka, with the goal of national roll-out. This system allows for
remote property document registration, e-KYC verification and integration with government
databases such as income tax records.

Law stated - 27 October 2025

Foreign owners and tenants

4 | What are the requirements for non-resident entities and individuals to own or lease
real estate in your jurisdiction? What other factors should a foreign investor take into
account in considering an investment in your jurisdiction?

As a general rule, foreign companies and foreign citizens are not allowed to directly buy or
own real estate in India. However, a foreign company or foreign citizen may own shares in
Indian companies, which may buy or own real estate or carry out construction development
of real estate projects in India. The ability of such Indian companies to buy or own will be
subject to their business operations and the proposed usage of the real estate by such
Indian companies. An Indian company with a foreign shareholding can own or take on
lease any real estate for its business and operations.

The exceptions to the rule of direct ownership or purchase of real estate by a foreign
company or a foreign citizen are very limited. In accordance with the Foreign Exchange
Management (Non-debt Instruments) Rules 2019, a foreign company having its branch
office or other place of business in India (and which has been set up in accordance with
the regulations framed under FEMA) may acquire immovable property for carrying on its
business operations in India. For this purpose, the foreign company is required to file certain
declarations with the RBI as prescribed.

Further, non-resident Indians and persons of Indian origin are entitled to purchase and
transfer immovable property (excluding agricultural land) and make payment for this with
funds received in India through normal banking channels by way of inward remittance from
any place outside India or by debit to an NRE/FCNR (B)/NRO account.

Law stated - 27 October 2025

Exchange control

5 |If anon-resident invests in a property in your jurisdiction, are there exchange control
issues?
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A foreign company or an individual can invest in the capital of an Indian company engaged
in construction, development of townships, housing and built-up infrastructure. There used
to be certain ‘project area’ and ‘minimum capitalisation’ requirements for foreign direct
investment (FDI) in the construction and development sector, but these requirements have
been done away with. Today, 100 per cent FDI under the automatic route is also permitted
in completed projects for the operation and management of townships, malls or shopping
complexes and business centres. Consequent to foreign investment, transfer of ownership
and control of the investee company from residents to non-residents is also permitted.

However, as per the extant foreign exchange laws in India, no FDI can be undertaken
in an Indian company engaged in the construction of farmhouses, trading in transferable
development rights, or ‘real estate business’ (ie, the business of dealing in land and
immovable property with a view to earning profit therefrom). The term ‘real estate business’
does not include the development of the following:

« townships;
« construction of residential or commercial premises;
* roads or bridges;

+ real estate investment trusts (REITs) registered and regulated under the SEBI
(REITs) Regulations 2014;

« educational institutions;

« recreational facilities;

« city and regional level infrastructure;
« townships; and

« earnings from rent or income on the lease of a property, not amounting to a transfer.

With respect to repatriation, the extant foreign exchange laws in India in relation to the
construction and development sector state that the investor will be permitted to exit on
completion of the project or after the development of trunk infrastructure (ie, roads, water
supply, street lighting, drainage and sewerage). Further, as per the extant foreign exchange
laws in India, the investor is permitted to exit and repatriate the foreign investment
before completion of the project, provided that a lock-in period of three years, calculated
with reference to each tranche of foreign investment, has been completed. Further, the
transfer of a stake by one non-resident to another non-resident without repatriation of the
investment is allowed and is subject neither to any lock-in period nor to any government
approval.

It is pertinent to note that the exit restriction based on the progress of the project and the
three-year lock-in period is not applicable for investments in:

* hotels and tourist resorts;
* hospitals;

* special economic zones;
« educational institutions;

« old-age homes; and

* investments by non-resident Indians.
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Law stated - 27 October 2025

Legal liability
6 | What types of liability does an owner or tenant of, or a lender on, real estate face?
Is there a standard of strict liability and can there be liability to subsequent owners
and tenants including foreclosing lenders? What about tort liability?

The owner of immovable property typically bears the burden of payment of statutory taxes
and levies under local state laws (eg, property tax and other municipal taxes or charges).
However, with respect to commercial properties granted on a long- term lease or licence,
the taxes may be contractually passed on to the lessee or licensee.

The rights and liabilities of buyers and sellers of immovable property are prescribed under
the TPA. Customarily, while the seller is responsible for the payment of statutory dues until
the date of transfer of immovable property, there are provisions in law that make the buyer
or its lessee liable for non-payment of statutory dues by the seller prior to the effective
date of transfer. Therefore, the need to conduct due diligence prior to the acquisition of
immovable property arises.

In addition, the TPA also prescribes the rights and liabilities of mortgagors and mortgagees
in relation to immovable property: mortgagors who are in possession of the mortgaged
property are required to pay public charges during the subsistence of the mortgage and
mortgagees who are in possession of the mortgaged property are required to manage the
mortgaged property, collect rents and profits accruing thereto and pay all public charges
in relation to the same.

Under RERA, certain liabilities have been imposed on promoters of real estate projects and
the allottees. Promoters are required to disclose pertinent information, such as sanctioned
plans and schedules for completion of the real estate project, to the allottees at the time of
issuance of allotment letters. Promoters are also liable, among other things, in relation to:

« obligations, functions and responsibilities under RERA and rules made thereunder,
as per the sale agreement executed with allottees, until the conveyance of the
apartment, plot or building, as the case may be;

« structural defects in the apartment, building or plot for a period of five years from
the date of handover of possession;

« regulatory compliances such as procurement of occupancy certificate or completion
certificate; and

* maintenance of essential services and payment of all outgoings in relation to a real
estate project until the time of handover of the real estate project to the association
of allottees.

During construction of a real estate project, a promoter must comply with the terms of
the environmental legislation and obtain appropriate approvals from various authorities,
such as state pollution control boards and the Ministry of Environment, Forest and Climate
Change and is fully liable and responsible in relation to the same.
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Allottees are primarily liable for making payments, including their share of statutory dues
and charges, in accordance with the sale agreement executed with the promoter of a real
estate project and paying interest in the event of a default in relation to such payments.

Law stated - 27 October 2025

Protection against liability

7 | How can owners protect themselves from liability and what types of insurance can
they obtain?

At the outset, adequate due diligence conducted prior to the acquisition of the property
prevents the passage of undisclosed risks and liabilities to the buyer. Adequate
representations, warranties, covenants and indemnity obligations should be obtained from
the transferor of the property in this regard. Further, issuance of public notice seeking
claims from third parties also mitigates the risks.

In India, insurance policies can be obtained for general as well as specific perils (eg, fire,
flood, earthquake, lightning). Coverage may vary from policy to policy and from insurance
provider to insurance provider.

Public liability insurance may also be obtained by owners for others who may be affected
by any accident at the property, or in connection thereof.

However, there can still be third-party claims for environmental hazards resulting from
the property or the usage thereof that may not be covered under insurance, providing
sufficient scope for tortious claims and claims for damages by third parties and public
interest litigation.

Law stated - 27 October 2025

Choice of law

8 | How is the governing law of a transaction involving properties in two jurisdictions
chosen? What are the conflict of laws rules in your jurisdiction? Are contractual
choice of law provisions enforceable?

Agreements and contracts pertaining to immovable property are principally subject to the
local courts within whose jurisdiction the property is situated.

However, the choice of law and dispute resolution fora for investment agreements under
which foreign investment or FDI is made into construction development companies are
usually international fora, such as the International Chamber of Commerce, the Singapore
International Arbitration Centre and the London Court of International Arbitration, in
addition to arbitrations in India, whether ad hoc or institutional.

Law stated - 27 October 2025
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Jurisdiction

9 | Which courts or other tribunals have subject-matter jurisdiction over real estate
disputes? Which parties must be joined to a claim before it can proceed? What is
required for out-of-jurisdiction service? Must a party be qualified to do business in
your jurisdiction to enforce remedies in your jurisdiction?

The CPC distinguishes between the subject matter, territorial and pecuniary jurisdiction
of civil courts. Accordingly, a court within whose limits the subject matter of a dispute is
situated will have jurisdiction. In a situation where the immovable property is situated within
the jurisdiction of different courts, a suit can be instituted in any such civil court. However,
the CPC also acknowledges that the jurisdiction of civil courts can be expressly, by way of
statute, or impliedly, barred. Thus, other fora, such as revenue courts, that have jurisdiction
to entertain suits relating to rent, revenue or profits of land used for agricultural purposes
under local land laws can also adjudicate upon certain real estate-related disputes.

With regard to immovable property, the CPC provides that suits can be instituted for the
purpose of:

* recovery;

* partition;

« foreclosure;

* redemption;

« sale;

« compensation for wrongs; and

« the determination of any other right or interest in immovable property.

Persons who are adjudged to be necessary parties can institute a suit with respect to
immovable property. Furthermore, a court can implead any other person as a party to such
a suit for the immovable property if the court is of the opinion that said person’s presence
is necessary for the complete adjudication of the dispute.

In addition, RERA provides that no civil court shall have jurisdiction to entertain any suit
or proceeding in respect of any matter which the authority or the adjudicating officer or the
appellate tribunal is empowered by or under RERA to determine. It also provides that no
injunctions shall be granted by any court or other authority in respect of any action taken
or to be taken in pursuance of any power conferred by or under RERA.

Law stated - 27 October 2025

Commercial versus residential property
10 [How do the laws in your jurisdiction regarding real estate ownership, tenancy
and financing, or the enforcement of those interests in real estate, differ between
commercial and residential properties?

Real Estate 2026 | India Explore on Lexology [



RETURN TO CONTENTS RETURN TO SUMMARY

The distinction between commercial and residential property does show in the master plan
issued by the municipal authority of a city, in which separate zones are earmarked for
residential and commercial use. Alternatively, these distinctions are made in development
approvals or licences or changes in land use permissions obtained by a developer from
the relevant authorities.

Similarly, the building regulations and by-laws of various cities and states distinguish
between residential, industrial, commercial and institutional properties, etc and provide for
different procedures with respect to each type of property. Further, varying rates of tax and
circle rates (the government-notified value of a property) are provided for residential and
commercial property.

Law stated - 27 October 2025

Planning and land use

11 | How does your jurisdiction control or limit development, construction, or use of real
estate or protect existing structures? Is there a planning process or zoning regime in
place for real estate?

The development and construction of real estate are governed by the development
regulations, building regulations and by-laws and the respective master plan of a city or
area of a state. A state government, usually, from time to time enacts and enhances its
development plans for a period of five or 10 years or longer periods.

Appropriate development permission or planning permission is provided by
state-appointed authorities within the local laws and development regulations. Local
municipal authorities in urban areas are empowered to enforce compliance, under
applicable local laws, for various aspects of development and construction, including:

« permitted height of buildings;

+ floor area ratio or floor space index, which provides the basis for determining the
maximum permissible floor area construction;

 ground coverage;
« fire protection measures;
« water requirements; and

+ general building requirements (eg, distance from ancient monuments, eco-sensitive
zones).

Construction cannot be undertaken until necessary approvals, such as building plans and
fire scheme approvals for the proposed construction prepared by a qualified architect in
compliance with applicable laws and applicable environmental consents and approvals,
are sanctioned by the authorities concerned.

Law stated - 27 October 2025

Government appropriation of real estate
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12 | Does your jurisdiction have a legal regime for compulsory purchase or condemnation
of real estate? Do owners, tenants and lenders receive compensation for a

compulsory appropriation?

The Land Acquisition Act, 1894 (Erstwhile LA Act) has been the paramount legislation
governing the acquisition of private property by the government.

Provisions for the acquisition of land are also found in other legislation, including:

« the Indian Forests Act, 1927;
+ the Metro Railway (Construction of Works) Act, 1978;
« the National Highways Act, 1956;

+ the Petroleum and Minerals, Pipelines (Acquisition of Right of User in Land) Act,
1962; and

« state-specific laws, such as:

 the Karnataka Industrial Areas Development Act, 1966;
» the Maharashtra Industrial Development Act, 1961; and

« the Uttar Pradesh Industrial Development Act, 1976.

The Erstwhile LA Act was replaced by the Right to Fair Compensation and Transparency
in Land Acquisition, Rehabilitation and Resettlement Act, 2013 (LA Act), which took effect
on 1 January 2014. Under the LA Act the compensation to be made to landowners has
been increased to up to four times the market value of the land (in rural areas) and twice
the market value of the land (in urban areas).

The LA Act provides a detailed mechanism for the calculation of the amount of
compensation and the factors to be considered while arriving at such amounts. The LA Act
does not provide any scope for modification of such compensation by way of contractual
arrangements. In addition, under the LA Act, acquisition follows a far more detailed process
that includes conducting a social impact study of the proposed acquisition, planning and
taking steps for rehabilitation and resettlement of landowners, seeking the consent of
landowners, etc.

Law stated - 27 October 2025

Forfeiture

13 | Are there any circumstances when real estate can be forfeited to or seized by the
government for illegal activities or for any other legal reason without compensation?

Long-term leases and conveyances of the acquired lands granted by the government for
a specified purpose allow for the revocation of the lease or the conveyance and seizure of
the property by the government in the event of:

« default by the lessee or transferee on payment of rent, consideration, municipal
charges or taxes;
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 use of the property for any purpose other than for which it is leased, conveyed or
acquired, or for any illegal or immoral purpose; or

« for failure to commence or complete the construction within stipulated timelines.

However, such rights are not usually exercised without providing a period for the lessee or
transferee to cure the said default. The length of the cure period depends on the terms of
the lease or conveyance and may differ on a case-by-case basis.

Other cases of forfeiture of property revolve around actions taken by the civil and criminal
courts. The CPC empowers the courts to seize and attach the property of a judgment
debtor if he or she fails to satisfy a decree passed by a court. Similarly, the Code of Criminal
Procedure 1973 authorises attachment of the property of an accused that fails to appear
before the court despite service of summons to appear.

Non-payment of statutory taxes and bankruptcy could also lead to attachment of property
by the competent government authority or court of law.

Law stated - 27 October 2025

Bankruptcy and insolvency

14 | Briefly describe the bankruptcy and insolvency system in your jurisdiction.

The Insolvency and Bankruptcy Code 2016 (IBC) provides for the codification of the
existing framework of insolvency and bankruptcy laws in India and, among other things,
streamlines the processes for insolvency resolution and liquidation of corporate persons
and insolvency resolution and bankruptcy for individuals and partnership firms. The IBC’s
enactment brings various benefits, such as enabling any financial creditor, an operational
creditor or the corporate debtor itself to initiate an insolvency resolution process upon an
event of a default by the corporate debtor, which must be resolved within a fixed period of
180 days from the submission of an application for the initiation of the insolvency resolution
process.

Upon admission of an insolvency application, a moratorium period is imposed, during which
all legal proceedings and enforcement actions against the corporate debtor are stayed.
The management of the corporate debtor is suspended, and control is transferred to a
resolution professional (RP). The RP invites resolution plans from potential applicants and
constitutes a Committee of Creditors (COC), which evaluates and votes on the submitted
plans. Once the plan receives the requisite approval from the COC, it is implemented. If
no resolution plan is received or approved by the COC within the prescribed period, the
company proceeds to liquidation, which includes the liquidation of its real estate projects
and other assets.

Law stated - 27 October 2025

INVESTMENT VEHICLES

Investment entities
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15 | What legal forms can investment entities take in your jurisdiction? Which entities
are not required to pay tax for transactions that pass through them (pass-through

entities) and what entities best shield ultimate owners from liability?

As per the extant foreign exchange laws in India, investment can be made by way of
subscription or purchase of capital-linked instruments of Indian companies engaged in
the real estate development and construction sector, or subscription or purchase of units
issued by a real estate investment trust or alternative investment fund established and
registered in accordance with the extant regulations issued by the Securities and Exchange
Board of India (SEBI).

Investment by non-resident entities in the real estate business is prohibited (ie, trading in
or dealing in land, property, etc). However, non-resident entities can be incorporated as
companies, foreign portfolio investors (to be able to invest in listed securities including
listed debt securities such as non-convertible debentures or listed corporate bonds), or
provide external commercial borrowing to Indian companies if such non-resident entities
meet certain eligibility criteria.

Law stated - 27 October 2025

Foreign investors

16 | What forms of entity do foreign investors customarily use in your jurisdiction?

The most prevalent entity formation for foreign investment is the private limited company.

Foreign investors seeking to invest through subscription of non-convertible debentures
issued by an Indian company are required to obtain registration from SEBI as Category
| or Il foreign portfolio investors (as the case may be) in accordance with the SEBI
(Foreign Portfolio Investors) Regulations 2019 (FPI Regulations) and must comply with
the restrictions and conditions prescribed therein.

Additionally, foreign investors may also provide funding to Indian companies through
external commercial borrowings (ECBs), which may be availed in the form of foreign
currency or Indian currency denominated loans, subject to compliance with the applicable
regulations issued by the Reserve Bank of India (RBI). ECBs are commonly used for
purposes such as capital expenditure, refinancing of existing loans, or other permitted
end-uses, and are subject to eligibility criteria, all-in-cost ceilings, and end-use restrictions
as prescribed by the RBI. The RBI has recently released draft regulations on ECBs,
which propose to further streamline the process and clarify eligibility, end-use restrictions,
and reporting requirements for foreign investors seeking to utilise this route. These draft
regulations aim to simplify compliance, enhance transparency, and provide greater clarity
on permissible end-uses and eligible borrowers and lenders.

Law stated - 27 October 2025

Organisational formalities
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17 | What are the organisational formalities for creating and maintaining the above
entities? What requirements does your jurisdiction impose on a foreign entity? Does
failure to comply incur monetary or other penalties? What are the tax consequences
for a foreign investor in the use of any particular type of entity, and which type is
most advantageous?

The most viable form of investment is foreign direct investment into companies
incorporated in India. Where the foreign investor proposes to set up a 100 per cent-owned
Indian company, incorporation formalities under the Companies Act, 2013 will need to be
complied with and additional reporting requirements of the Reserve Bank of India (RBI) will
need to be made. Where a foreign investor is investing in an existing company or acquiring
shares from an existing shareholder, the RBI will need to be informed by way of filing of
the prescribed online forms within the timelines stipulated for the same.

Foreign investors registered as foreign portfolio investors under the FPI Regulations 2019
are, among other things, required to:

« ensure that they comply with the conditions imposed by SEBI at the time of grant of
registration;

« comply with the investment conditions specified in the FPI Regulations; and

« inform SEBI in case of any material change in the information submitted with SEBI
at the time of registration.

Law stated - 27 October 2025

ACQUISITIONS AND LEASES

Ownership and occupancy

18 | Describe the various categories of legal ownership, leasehold or other occupancy

interests in real estate customarily used and recognised in your jurisdiction.

Indian law recognises multiple classes of interests in immovable property, ranging from a
mere easement right created by prescription or by operation of custom to freehold rights
in the property conveyed through a registered sale or conveyance deed. Security interests
in the nature of a mortgage or a charge may also be created to secure the payment of a
debt or to secure the performance of certain obligations.

One of the rights that can be created is a licence right. A ‘licence’ is a mere right to
access or use immovable property for a limited purpose agreed between the parties
during limited hours and is therefore in the nature of an easmentary right limited to the
licensee without any interest being created in favour of the licensee. Under a typical
leave-and-licence agreement, the licensor retains constructive possession of the property,
while actual possession may be transferred for a limited purpose and duration.

The next set of rights are those created under a lease registered with the sub-registrar
having jurisdiction over the area in which the property is situated, through which actual
physical possession of the property is transferred to the lessee. Registration of leases
of property from year to year, or for any term exceeding one year, or reserving a yearly
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rent, is compulsory under the Registration Act. Further, leases may also be executed for
longer periods (eg, in perpetuity or for 99 years) involving the grant of leasehold rights in a
property, mostly by the government in consideration of a lump-sum premium and payment
of yearly rent. The rights created under such a lease are long-term leasehold rights (but
not freehold).

While a registered lease operates as an effective transfer of leasehold rights in the property
against the world at large, transferring freehold rights in a property under a conveyance or
sale deed, without reserving any rights thereunder, may create the most marketable and
freely transferable interest. Government conveyances usually, however, do reserve certain
rights for the government (eg, the rights to mines and minerals in the land underneath the
property and usage of the property as per the development and zoning norms).

As far as attendant benefits and burdens on or attached to immovable property such as
easements are concerned, such interests can be passed on to the transferee if held by the
transferor at the time of such transfer. For example, the easements, rents and profits arising
out of the transferred land will vest with the transferee in terms of the Transfer of Property
Act 1882 (TPA) and the Easements Act. In practice, this means that if an individual were
to acquire an interest in an immovable property to which a right of way is annexed, he or
she would be entitled to enjoy the right of way along with the property for the duration of
such transfer

Law stated - 27 October 2025

Pre-contract

19 | What are the typical pre-contractual steps?

At the option of the parties, depending on the underlying intent of the transaction,
non-binding agreements such as a term sheet, a memorandum of understanding (MOU)
or a letter of intent (LOI) may be executed between the parties prior to execution of the
definitive agreement, briefly detailing the commercial understanding of the prospective
transaction and the rights and obligations of parties in respect thereof. Customarily, these
documents are executed as an indication of the transferee’s willingness to enter into the
proposed transaction, subject to satisfactory due diligence of the property being acquired
and completion of certain conditions precedent by the transferor. These documents may,
in some instances, entail payment of a token amount as an advance payment towards
the purchase consideration, which is adjustable in the final consideration payable and
simultaneously operates as a motivation for the owner to part with the relevant documents
pertaining to the property for conducting due diligence.

To ensure that a term sheet, MOU or LOI is not binding on the parties, it may be clarified
in such document that the parties have mutually agreed:

+ to have no obligation under the term sheet, MOU or LOI;

« that the parties will negotiate in good faith and enter into a definitive agreement for
the proposed purchase of the property; and

« that such a document is not intended to be a binding contract.
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Other than brief highlights of the proposed transaction, the aforesaid documents may
include clauses providing for the following, among other items:

« exclusivity in dealings;

« confidentiality of the information;

* representations and warranties;

« conditions precedent to the signing of the definitive documents;
« due diligence;

« indemnity obligations; and

« dispute resolution, etc.

Generally, certain clauses such as exclusivity and confidentiality are specifically stated to
be binding, while the others remain non-binding.

Upon a dispute arising as to the binding nature of such term sheet, MOU or LOI, the court
will usually seek to determine the intention of the parties — that is, whether they intended
such documents to be binding or non-binding. If certain provisions of the term sheet,
MOU or LOI are stated to be binding, the court may also specifically examine whether the
provision to which the dispute relates was intended to be binding. If such term sheet, MOU
or LOl is held to be binding and the parties have commenced performance thereunder, a
possible consequence could be that the court decides that the term of the formal contract
or definitive agreement drawn up later will be deemed to have commenced from the date
of the said term sheet, MOU or LOI.

Generally, a customary binding contract for the sale and purchase of real estate in India
is an agreement to sell (ATS), which needs to be adequately stamped, under which the
parties agree to the basic terms for the transfer of the property and agree to enter into a
sale deed for the proposed transfer.

The real estate brokers in India are regulated by the provisions of Real Estate (Regulation
and Development) Act, 2016 (RERA), wherein they must register themselves and obtain
a registration number to get involved in property transactions.

Law stated - 27 October 2025

Contract of sale

20 | What are typical provisions in a contract of sale?

Like most contractual agreements, a sale deed will typically include:

« details of the executants, recitals and background to the transaction;

« details of the property (usually the property is demarcated on a map and a layout
plan is annexed);

« details and manner of payment of sale consideration, respective obligations and
liabilities of the parties with respect to taxes and charges attached to the property;
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restrictive covenants imposed on the parties, representations and warranties, etc;
and

* boilerplate clauses including indemnity for breach or representations (or otherwise),
dispute resolution, notices, etc.

In large transactions that involve the fulfilment of numerous obligations post-execution
of the definitive agreement, proceeds may be deposited in an escrow. In some real
estate transactions, parties execute an ATS with payment of partial consideration and the
remaining consideration is paid upon fulfilment of the conditions precedent simultaneously
with the execution of the sale deed, thereby concluding the transaction.

With regard to taxes, public charges, rent and other outgoings, the TPA and usually the sale
deeds attribute liability to the seller for clearing all dues and charges and assuming the risk
of loss of the property until the effective date of transfer, after which the onus is shifted to
the purchaser.

Law stated - 27 October 2025

Environmental clean-up

21 | Who takes responsibility for a future environmental clean-up? Are clauses regarding
long-term environmental liability and indemnity that survive the term of a contract
common? What are typical general covenants? What remedies do the seller and
buyer have for breach?

The concept of environmental clean-up has not fully evolved in India. However, judicial
determination and review of acts of pollution through public interest litigation have led
to the formulation of the ‘polluter pays’ principle, which renders the polluter liable for
compensating the victims of the pollution and, to the extent possible, restoring the
environment to its natural form and taking corrective action to remedy the harm caused
by its acts.

Further, environmental aspects of real estate transactions fall within the purview of the
environment laws of India, such as:

« the Environmental Protection Act, 1986;
< the Air Prevention and Control of Pollution Act, 1981;

« the Water Prevention and Control of Pollution Act, 1974 and rules enacted
thereunder; and

+ the Hazardous Wastes (Management, Handling and Transboundary Movement)
Rules 2008 and the notifications enacted thereunder.

The provisions of the Companies Act, 2013 have mandated certain classes of companies to
discharge corporate social responsibility, which includes activities relating to environmental
protection and conservation.

In August 2024, the Ministry of Environment, Forest and Climate Change (MoEFCC)
published the Draft Remediation of Contaminated Sites Rules, 2024 (draft Remediation
Rules) which have been framed under the Environment Protection Act, 1986. The draft
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Remediation Rules, inter alia, provide for the responsibility and liability of 'responsible
persons' causing pollution on, and for the remediation of, land designated as a
‘contaminated site’'.

In terms of the draft Remediation Rules, 'Responsible person' has been defined to mean
one or more persons (jointly or severally) responsible for contamination of a site and thus
for remediation of such contaminated sites including the remediation cost and other related
claims. Further, a 'confirmed contaminated site' means the area delineated in accordance
with the draft Remediation Rules, where the level of contaminants is equal to or more than
the response level and higher than the background level as specified by Central Pollution
Control Board, after conducting a detailed site investigation.

The draft Remediation Rules are anticipated to increase accountability of central and
state pollution control boards, and infuse transparency in the investigation process,
thereby providing a framework for holding responsible persons accountable for acts of
environmental contamination.

Law stated - 27 October 2025

Lease covenants and representation

22 | What are typical representations made by sellers of property regarding existing
leases? What are typical covenants made by sellers of property concerning leases
between contract date and closing date? Do they cover brokerage agreements and
do they survive after property sale is completed? Are estoppel certificates from
tenants customarily required as a condition to the obligation of the buyer to close
under a contract of sale?

Sellers need to make disclosure of all existing encumbrances on the property, including
existing leases. Usually, with respect to existing leases, the rent received, the area of the
premises leased out, the duration of the lease, the background of the lessee related to
payment of rent including defaults by the lessee and the liabilities of the seller towards the
lessee, if any, are disclosed and warranted against.

Between the date of the contract and closing or between the execution of an ATS, LOI or
MOU and the execution of a sale deed, the seller is restricted by covenants in the ATS,
LOI or MOU not to create any further third-party right or encumbrance over the property
without the consent of the buyer.

Additionally, prior to entering into such transactions, it should be determined whether the
transaction documents for the existing lease arrangement require the seller to obtain the
prior written consent of the tenant to the sale of the leased property or require the buyer to
provide an undertaking to the effect that the rights and entitlements of the tenant in relation
to the leased property will not be disturbed pursuant to the sale of the leased property.

Law stated - 27 October 2025

Leases and real estate security instruments

23|
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Is a lease generally subordinate to a security instrument pursuant to the provisions
of the lease? What are the legal consequences of a lease being superior in priority to
a security instrument upon foreclosure? Do lenders typically require subordination
and non-disturbance agreements from tenants? Are ground (or head) leases treated
differently from other commercial leases?

If the lessee duly executes a lease prior to the creation of a security interest over
the property, the lease will prevail over the security instrument. If the lease is created
subsequent to a prior security interest, without the consent or knowledge of the secured
creditor, the lease can be struck down and the tenant evicted, although eviction
proceedings in India are long, drawn-out and complicated.

While under Indian law a security interest includes a mortgage, charge, hypothecation
or assignment upon property created in favour of a secured creditor, a mortgage and
hypothecation of receivables is the most common form of security interest created over
immovable property.

Law stated - 27 October 2025

Delivery of security deposits

24 | What steps are taken to ensure delivery of tenant security deposits to a buyer? How
common are security deposits under a lease? Do leases customarily have periodic
rent resets or reviews?

It is very common for leases to entail payment of security deposits as a security against any
damage caused to the property by the lessee or default in payment of the periodic rent by
the lessee, during the lease period. Such security deposits are usually equivalent to three to
six months’ rent and may be adjustable against the rent due for the last months of the lease
term. Rent revisions are usual, but the rates are dependent upon commercial negotiations
between the parties. The usual escalation (for most residential and commercial properties)
is 10 to 15 per cent after every three years of the lease term.

Well-informed and advised buyers impress upon delivery (to them) of the security deposit
received from the tenants or an adjustment in the valuation.

Law stated - 27 October 2025

Due diligence

25 | What due diligence should be conducted before executing a contract? Is any due
diligence customarily permitted or conducted after contract but before closing?
What is the typical method of title searches and are they customary? How and to
what extent may acquirers protect themselves against bad title? Discuss the priority
among the various interests in the estate. Is it customary to obtain government
confirmation, a zoning report or legal opinion regarding legal use and occupancy?

The TPA, under the principle of ‘buyers beware’, places the onus on the buyer to verify the
title of property itself, for which it may conduct a title search and due diligence to assure
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itself of the validity of the transferor’s title to the property being transferred. The title search
is usually conducted for a period of 30 years prior to the proposed transaction for which
the due diligence is undertaken. Detailed due diligence can cover various aspects relating
to the property, including:

« title flow;

« encumbrance check;

zoning and permitted usage;

construction and operation-related approvals;

.

conformity with laws, litigation, etc; and

property tax and any other outstanding dues, including utility charges.

A title search involves a verification at the office of the concerned sub-registrar within
whose jurisdiction the immovable property is situated, to check the registered sale
deed, lease deed, mortgage deeds, etc, from the index of documents maintained with
the concerned sub-registrar. In addition to conducting a title search, it is ensured that
the definitive agreements provide for all customary representations and warranties and
sufficient indemnities for breach of the same.

As far as priority among interests is concerned, the Registration Act, gives precedence
to registered documents pertaining to land or immovable property over unregistered
documents.

Furthermore, the principle of ‘no one can give what he or she doesn’t have’ applies,
whereby no person can transfer a better title than he or she possesses. Consequently,
since the title of the seller is subject to the agreements in respect of the property previously
registered, the title obtained by the buyer will similarly be so subject thereto.

In addition, government confirmations or approvals under state-specific laws pertaining
to the development and zoning regulation and building by-laws are required at various
stages of construction and development of a real estate project and the status of such
government confirmations or approvals should be reviewed at the time of due diligence.
For example, most state-specific laws require developers to obtain a development licence
prior to commencement of construction and completion of occupation certificates upon
completion of construction. Similarly, Indian environmental laws require developers to
obtain prior consent in certain situations. Furthermore, as per RERA, no advertisement,
sale, marketing, booking or invitation for sale of an apartment, plot or building in a real
estate project can be undertaken without prior registration of the project.

Law stated - 27 October 2025

Structural and environmental reviews

26 |Is it customary to arrange an engineering or environmental review? What are the
typical requirements of such reviews? Is it customary to get representations or an

indemnity? Is environmental insurance available?
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Real estate projects are subject to structural and environmental concerns. Structural
engineers and architects conduct engineering reviews to verify that the building conforms
to structural safety norms and specifications and is constructed as per the approved plans
and layouts. Representations and warranties with corresponding indemnities are usually
obtained from the seller to the effect that the property is constructed as per the approved
plans and all consents and approvals related thereto have been obtained. The scope
of such representations and warranties may also include representations on mandatory
environmental clearances and approvals under applicable laws. Similarly, occupancy and
completion certificates issued by municipal bodies and local authorities require satisfaction
as to structural safety, fire safety, hygiene and sanitary conditions, etc.

Law stated - 27 October 2025

Review of leases

27 | Do lawyers usually review leases or are they reviewed on the business side? What
are the lease issues you point out to your clients?

For short-term or low-value property leases, some clients prefer to follow standard formats
provided by lawyers that are updated with the relevant commercial details by the business
side and provided for final review to the lawyers. However, leases involving higher or longer
commitments or complex transactions are generally prepared, reviewed and negotiated by
lawyers. Usual causes of concern are related, but are not limited, to:

* representations, warranties and covenants of the parties;
* breaches, termination and indemnity-related provisions;
* lock-in periods;

* |lease extensions and renewals;

+ delivery and handover of premises;

» payment and refund of the security deposit;

* rent, utility charges, maintenance charges, parking and other charges and
escalation thereto;

« registration and stamp duty implications; and

« dispute resolution.
Property management and maintenance agreements are also negotiated and reviewed
alongside the lease. They are coterminous agreements with the lease deed, entail the
payment of nominal stamp duty and do not have to be registered. Lenders do require

that any outflow of money with respect to any contract or understanding, such as project
management agreements, be subservient to the financing security instruments.

Law stated - 27 October 2025

Other agreements
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28 | What other agreements does a lawyer customarily review?

Other than title documents, lawyers review the LOI, term sheet, MOU or ATS at the first
stage, which is thereafter followed by a sale or lease deed or transfer deed. Depending on
the magnitude and complexity of the transaction, an agreement for the transfer of property
may be coupled with numerous other agreements.

A transfer of property, such as a residential house between the owner of the house
and a prospective buyer, will involve a title search, review of the terms of transfer
(eg, consideration, encumbrances, compliance with local laws pertaining to rent) and
construction-related approvals of the house; whereas a transfer of immovable property, as
between two corporate entities, will involve more complex agreements. These may include:

» escrow arrangements, in which monetary consideration flows from one party to
another;

+ a share-purchase agreement, where the purchaser buys 100 per cent of the share
capital of the company owning the immovable property;

» agreements to set up a single purpose entity that will acquire the immovable
property or carry out construction and development; and

» powers of attorney (POA) executed to facilitate the buyer entity’s post-transaction
title requirements.

As far as development and construction of real estate properties are concerned, a lawyer
will be required to draft and review the following, among other things:

« joint development agreements;

« collaboration agreements;

« development rights agreements;

« service contracts pertaining to the supply of building materials; and

* labour agreements.

Law stated - 27 October 2025

Closing preparations

29 | How does a lawyer customarily prepare for a closing of an acquisition, leasing or
financing?

Indian law permits executory consideration — namely, payment and delivery taking place
after the contract has been created — so the timing of closing and funding can be
determined by the parties to the transaction. Having said that, generally, there is no strict
concept of closing of simple real estate transactions involving sale deeds and the same is
usually accomplished by the parties by executing the deed by which the transfer is effected
and having it registered at the relevant sub-registrar’s office simultaneously with payment of
the consideration by the buyer and delivery of original documents pertaining to the property
by the seller.
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The list of deliverables may vary depending on the nature of the entities involved in the
transaction and the nature of the transaction. For instance, in cases of acquisition of shares
of a company owning immovable property, the following documents will need to be handed
over to the purchaser:

« share certificates;

« corporate and RBI (if applicable) filings;
« statutory registers;

« share transfer forms; and

« other corporate and secretarial documents.

Further, all transactions where the title is being transferred will involve the seller delivering
original documents, including:

« the deed by which transfer of property is effected;

« title documents and revenue records of the seller and the past owners;
« clearances and approvals obtained from appropriate authorities;

« mutation certificate;

« documents evidencing the existence of encumbrances;

* possession certificate; and

« authorisation by the board of directors, if the seller is a company or a POA.

Law stated - 27 October 2025

Closing formalities

30 |Is the closing of the transfer, leasing or financing done in person with all parties
present? Is it necessary for any agency or representative of the government or
specially licensed agent to be in attendance to approve or verify and confirm the
transaction?

With respect to the transfer of immovable property, the process of execution and registration
of the deed of transfer in the presence of two witnesses at the concerned sub-registrar’s
office simultaneous with payment of the consideration constitutes closing in India.

The parties may either be personally present or may authorise their lawful attorneys (via
registered POAs in some cases) or, in the case of a company, an individual (duly authorised
by a board resolution) to execute the transfer deed on their behalf.

As noted above, transfer deeds are required to be executed along with stamp papers,
e-stamp papers or franking (depending on the rules of the concerned state) of the requisite
value (based on the stamp duty rates prevalent in the concerned state) and registered in
the office of jurisdictional sub-registrar on payment of the registration fees as prescribed
under the Registration Act, by various state governments. Except in prescribed special
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circumstances, under the Registration Act, registration of documents is required within four
months of the execution of such document.

Further, in certain situations for transfer of leasehold properties allotted by various
governmental authorities, the authorities may also levy transfer fees for effecting such
transfers.

Law stated - 27 October 2025

Contract breach

31 | What are the remedies for breach of a contract to sell or finance real estate?

An ATS of immovable property usually contains provisions to the effect that a breach by
the buyer to pay the balance consideration renders the seller liable to forfeit the advance
consideration paid under the ATS.

Further, an ATS also customarily records provisions stipulating that a breach by the seller
to deliver possession of the property when the purchaser is willing to perform its part
of the obligations will make the seller liable for refund of the advance consideration with
substantial interest or penalty (at times twice the amount advanced) or will entitle the buyer
to compel specific performance under the ATS.

However, enforcing specific performance under the Specific Relief Act 1963 (SRA) has its
own limitations, but pursuant to the recent amendments to the SRA, the plaintiff can seek
specific performance of a contract as a matter of right and does not need to prove damages
owing to non-performance in a court of law.

Damages are usually granted under the Indian Contract Act, 1872 if the damage caused
by the breach of contract is direct. Indirect, special and remote damages are not granted
under Indian law. If the contract stipulates a penalty amount, then the plaintiff will be entitled
to compensation up to the penalty amount depending, among other things, on the quantum
or excessiveness of the penalty amount.

Under the TPA, in the case of a mortgage deed, at any time after the mortgage money has
become due to the mortgagee and before a decree has been made for the redemption
of the mortgaged property, if the mortgagor has failed to pay the mortgage money, the
mortgagee can obtain a decree from the court debarring the mortgagor from redeeming
the mortgaged property, or for the sale of such property.

Under special enactments such as the Securitisation and Reconstruction of Financial
Assets and Enforcement of Security Interest Act, 2002, on the failure of the borrower
to repay the secured debt and the consequent classification of his or her account as a
non-performing asset by the secured creditor, the secured creditor can initiate proceedings
to enforce its security interest and take possession of the secured assets, provided that
notice has been sent to the borrower to discharge the liability in full within the stipulated
period and the borrower has failed to do so.

Law stated - 27 October 2025
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Breach of lease terms

32 | What remedies are available to tenants and landlords for breach of the terms of
the lease? Is there a customary procedure to evict a defaulting tenant and can a
tenant claim damages from a landlord? Do general contract or special real estate
rules apply? Are the remedies available to landlords different for commercial and
residential leases?

For a breach of the lease terms by the tenant, the landlord retains the right to terminate the
lease deed in accordance with the terms contained therein and, upon failure to vacate the
premises, the lessor can seek eviction of the tenant. However, eviction is a cumbersome
and tedious process in India and it may take many years to evict a tenant, depending upon
the location of the property and the courts having jurisdiction.

On the other hand, upon a breach of the term by the lessor and failure to rectify them, the
lessee may, if the lease permits, serve notice of termination on the lessor. In such cases,
the lessee also has a right to have the same rectified at the lessee’s cost and deduct such
cost from the rents payable by the lessee or recover the same from the lessor.

Remedies, other than having a right to terminate, may include a right to seek indemnities,
penal interest or forfeit security deposit. However, such rights to terminate, be indemnified,
receive penal interest or forfeit security deposit, may differ from case to case.

The TPA expressly provides that a lease can be determined by forfeiture upon the breach
of an express condition. If such forfeiture relates to non-payment of rent, the lessee retains
the right to seek relief against forfeiture at the time of hearing of a suit, by paying a sum
equivalent to the rent and interest due along with the full cost of the suit, or by providing
such security that the court deems fit. If the forfeiture results from the breach of an express
condition, the lessor can enforce his or her rights against the lessee only after serving
notice and giving the lessee a chance to rectify the breach, if possible.

As far as special rules are concerned, the state governments have their own specific rent
control legislation that takes precedence over the general law of the land in the case of
a clash of provisions. For instance, under the Delhi Rent Control Act, 1958, a tenant to
whom the Act, applies cannot be evicted by a landlord unless the conditions specified in
this legislation are satisfied, in addition to those specified in the TPA. In the case of a conflict
of laws, however, the specific state law prevails over the general laws.

Law stated - 27 October 2025

FINANCING

Secured lending
33 | Discuss the types of real estate security instruments available to lenders in your
jurisdiction. Who are the typical providers of real estate financing in your country?
Are there any restrictions on who may provide financing?
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Customarily, a mortgage is the most common form of security interest created over
immovable property. The Transfer of Property Act 1882 (TPA) provides for different types
of mortgage, such as the following:

» simple mortgage: where the property is mortgaged without any delivery of
possession and upon failure to repay the loan the sale proceeds of the property
may be appropriated towards the mortgage sum;

mortgage by conditional sale: where the mortgagor ostensibly sells the mortgaged
property to the mortgagee with a covenant that the sale will become void pursuant
to payment of the mortgage sum;

usufructuary mortgage: where possession of the mortgaged property is delivered
to the mortgagee, who is authorised to retain the mortgaged property and receive
rents and profits accruing therefrom;

» English mortgage: where the property is transferred absolutely to the mortgagee
who will retransfer the same to the mortgagor upon payment of the mortgage sum;

mortgage by deposit of title deeds: where the mortgagor delivers the documents of
title to immovable property to the creditor with the intent to create a security thereon
(this is only prevalent in certain states); and

« anomalous mortgage: a mortgage that does not fall into one of the above categories.

Other security instruments are pledges or hypothecation of movables, which may form
part of a real estate project, or escrow of project receivables, which is primarily wanted
to ensure control over the cash flows of a project. In a self-liquidating project, cash flows
are considered the best security, since the mortgage over the immovable property keeps
diminishing as the allotment or sale of units to third-party customers occurs.

In the recent past, real estate developers have managed to make successful issuance of
mortgaged-back securities to public and financial institutions.

Law stated - 27 October 2025

Leasehold financing

34 |Is financing available for ground (or head) leases in your jurisdiction? How does the
financing differ from financing for land ownership transactions?

State government instrumentalities and municipal authorities usually grant ground leases
in India. These leases usually allow the lessees to obtain financing through pre-identified
banks and lenders subject to receipt of prior approval from the lessor. The lessee’s lender
in such a case acquires no better rights than the lessee itself. If the borrower defaults in
repayment of the secured debt, the lender bank only has the right to appropriate leasehold
rights in the property to itself or its nominee if the borrower obtains the land under a ground
lease. This is because the rights of the lender will not ordinarily override the lessor’s rights
under the contractual documents executed. If, however, the borrower defaults in repayment
in respect of funds secured against a charge over land owned by the borrower, the lender
may appropriate the charged land and may sell or encumber it to recover the amount due
from the borrower.
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In addition, lease rental discounting can be obtained by the owners of leased properties.
These financing arrangements are on the basis of the lease rentals, lease tenures and
other covenants of leases on a property.

Under applicable laws, there is no minimum lease term for a lease being financed or a
shorter maximum term for the financing depending on the business decision of the lenders.

The terms of a lease deed pursuant to which a ground lease has been granted should
ordinarily permit the lessee to obtain financing, subject to the lessor’s consent and enable
the creation of security over the leased premises or receivables accruing therefrom, to the
lender.

Law stated - 27 October 2025

Form of security

35 | What is the method of creating and perfecting a security interest in real estate?

The typical method of creating a security interest over an immovable property is by
way of creation of a mortgage over the immovable property. The mortgage can be a
simple mortgage, mortgage by condition sale, usufructuary mortgage, English mortgage,
mortgage by way of deposit of the title deeds or an anomalous mortgage. Depending
on the nature of the mortgage, the mortgage deed is prepared and registered with the
sub-registrar within whose jurisdiction the immovable property is situated. In the case
of a company, the company is required to file a charge creation form with the registrar
of companies. Further, any creditor, including the secured creditor, is required to file
particulars of transactions of creation, modification or satisfaction of any security interest
with the Central Registry of Securitisation Asset Reconstruction and Security Interest of
India. Additionally, under the IBC, details of the security interest must also be filed with the
information utility notified under the IBC.

Law stated - 27 October 2025

Valuation

36 | Are third-party real estate appraisals required by lenders for their underwriting of
loans? Are there government or industry standards for appraisals? Must appraisers
have specific qualifications or required government or industry certifications? Who
is required to order the appraisal?

Valuation for the transfer of real estate usually revolves around the benchmark of circle
rates of the properties notified by the government (though the market rates could be
significantly higher in certain jurisdictions). Real estate appraisers and valuation firms are
used for the valuation of properties in larger transactions where the value of the property
is significantly higher than the circle rate therefor. These valuations can be on the basis of
the net operating income from the property (if leased), the net present value of discounted
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free cash flow of potential development on a property, the replacement cost of the property
or the locational advantage of a property and the like.

Law stated - 27 October 2025

Legal requirements

37 | What would be the ramifications of a lender from another jurisdiction making a loan
secured by collateral in your jurisdiction? What is the form of lien documents in your
jurisdiction? What other issues would you note for your clients?

Lenders from foreign jurisdictions are subject to the Reserve Bank of India’s (RBI) Master
Direction on External Commercial Borrowings, Trade Credits and Structured Obligations
(ECB Framework), as updated from time to time. This master direction provides for certain
conditions that must be satisfied by borrowers and lenders in cases where the loan falls
under the automatic route or the approval route.

Another route that foreign lenders and investors use is through subscription to secured
non-convertible debentures of Indian companies, in accordance with the Securities and
Exchange Board of India (SEBI) (Issue and Listing of Debt Securities) Regulations, 2008,
which may or may not be listed on a stock exchange in India. The security interest is created
in favour of a debenture trustee, who is responsible for holding the security on behalf of
the non-resident and overseeing compliance by the borrower. The non-resident subscriber
must be registered with SEBI as a foreign portfolio investor.

Law stated - 27 October 2025

Loan interest rates

38 | How are interest rates on commercial and high-value property loans commonly set?
What rate of interest is legally impermissible in your jurisdiction and what are the
consequences if a loan exceeds the legally permissible rate?

Interest rates are set on the basis of the interest rates set by the RBI. Interest rates are
higher in India since it is still a developing country and there is a high level of inflation.
Consequently, the interest rates for any loans or financing are high. While Indian banks
usually do not lend money for the acquisition of land, they do lend for the construction of
real estate projects. Loans are easily available for homebuyers as well. The fees and lender
costs are generally excluded from the interest and are charged separately.

Additionally, the interest chargeable in relation to loans that qualify as external commercial
borrowing will be subject to the conditions prescribed under the ECB Framework and
may vary accordingly. For example, eligible borrowers can avail themselves of external
commercial borrowing from eligible lenders at an all-in-cost ceiling per annum (which
includes inter alia the interest rate) not exceeding the following:

» 550 basis points for existing foreign denominated ECBs linked to LIBOR whose
benchmarks are changed to ARR;
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* 500 basis points for new foreign denominated ECBs; and

» 450 basis points for Indian rupee denominated ECBs, above the applicable
benchmark.

Law stated - 27 October 2025

Loan default and enforcement

39 | How are remedies against a debtor in default enforced in your jurisdiction? Is
one action sufficient to realise all types of collateral? What is the time frame for
foreclosure and in what circumstances can a lender bring a foreclosure proceeding?
Are there restrictions on the types of legal actions that may be brought by lenders?

After a mortgage payment has become overdue, a mortgagee can institute proceedings
to obtain a decree debarring the mortgagor from redeeming the mortgaged property or for
the sale of the property. Similarly, in the case of a mortgage by way of conditional sale,
default in payment of a loan will make a conditional sale absolute. If a loan is secured by
a security interest as defined in the Securitisation and Reconstruction of Financial Assets
and Enforcement of Security Interest Act, 2002 (SARFAESI Act), a secured creditor will
have the option to enforce its security interest according to the procedure laid down in
the SARFAESI Act, which is more expeditious than the usual civil court process. Upon
receipt of notice from the secured creditor, the borrower is required to discharge its liability
within the stipulated time frame, failing which the secured creditor will have the right to take
possession of the secured assets of the borrower.

Additionally, in accordance with the IBC, a financial or operational creditor can
initiate an insolvency resolution process upon the occurrence of a default on a debt
owed by a corporate debtor to such financial or operational creditor. This remedy is
becoming increasingly popular among creditors since the insolvency resolution process is
professionally managed and must be completed within 180 days from the commencement
of the insolvency resolution process.

Law stated - 27 October 2025

Loan deficiency claims

40 | Are lenders entitled to recover a money judgment against the borrower or guarantor
for any deficiency between the outstanding loan balance and the amount recovered
in the foreclosure? Are there time limits on a lender seeking a deficiency judgment?
Are there any limitations on the amount or method of calculation of the deficiency?

There are no limitations and the lender can recover the deficient amount by following due
process of law. Indian law does not allow remote or indirect damages awards.

Law stated - 27 October 2025
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Protection of collateral

What actions can a lender take to protect its collateral until it has possession of the
property?

11

Lenders usually seek interim orders to protect the status quo of the property. Lenders also
seek rent deposits or other income or revenue from the property to be deposited with a
court-appointed receiver or escrow agent or in a separate bank account.

Also, the lender may consider obtaining a usufructuary mortgage in its favour, wherein
possession of the mortgaged property is delivered to the mortgagee, who is authorised to
retain the mortgaged property and receive rents and profits accruing therefrom.

Further, the TPA prescribes certain liabilities that the mortgagee in possession must bear,
such as:

+ to manage the property as a person of ordinary prudence would manage it;
« to make best endeavours to collect rent and profits;
» to make repairs; and
« not to undertake any destructive activity, etc.
In the event of failure of a mortgagee in possession to comply with its responsibilities, when

an account is made pursuant to a decree of a court, the mortgagee must be debited with
the loss, if any, occasioned by such failure.

Law stated - 27 October 2025

Recourse

42 | May security documents provide for recourse to all of the assets of the borrower?
Is recourse typically limited to the collateral and does that have significance in
a bankruptcy or insolvency filing? Is personal recourse to guarantors limited to
actions such as bankruptcy filing, sale of the mortgaged or hypothecated property
or additional financing encumbering the mortgaged or hypothecated property or
ownership interests in the borrower?

Recourse is first available to the collateral. However, in winding up, insolvency or other
recovery proceedings initiated by a lender, the court can award recourse to all other assets
of the borrower.

Law stated - 27 October 2025

Cash management and reserves

43 |Is it typical to require a cash management system and do lenders typically take
reserves? For what purposes are reserves usually required?
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The lender typically takes charge over all cash flows of the borrower (or as agreed for
security and collateral). These are created through the hypothecation of the receivables
along with escrow account agreements. It is not customary in India to maintain reserves for
expenses, but in most cases, the lenders require appropriate debt service cover reserves
to be maintained in lending agreements.

Law stated - 27 October 2025

Credit enhancements

44 | What other types of credit enhancements are common? What about forms of
guarantee?

Guarantees, including personal guarantees of promoters, are very common in India. In fact,
lenders rely more on personal guarantees from promoters or key shareholders rather than a
security offered by the borrower company, since promoters make every effort to ensure that
lenders are paid if the project does not perform. Depending on the negotiations, suitable
covenants can be built into guarantee documents to protect the lenders in the event that
the borrower creates any mischief.

Law stated - 27 October 2025

Loan covenants

45 | What covenants are commonly required by the lender in loan documents?

Usually, there are negative, affirmative and information covenants in loan documents.
Furthermore, with respect to the freehold and leasehold financing, among other things,
one important covenant is in relation to maintaining the ownership of the property. In the
freehold asset class, ownership is already in favour of the borrower or owner, so a covenant
to maintain the ownership and to not create any third-party rights in the property is obtained,
whereas with leasehold assets, a covenant with the effect of maintaining the ownership
of leasehold rights and not to create any third-party rights over such leasehold rights is
obtained.

Law stated - 27 October 2025

Financial covenants

46 | What are typical financial covenants required by lenders?

The most typical are security cover and the asset value, where periodic appraisals are
conducted to keep the security enhanced if the value diminishes and special rights
requiring the permission of the lender for any major actions of the borrower or its
shareholders. Further, the lender also emphasises on periodic submission of information
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related to the cash flows and periodic updates regarding the fulfilment of the purpose for
which the loans have been granted.

Most of these covenants are required to be complied with by the borrowers through the
tenure of the loan and are periodical in nature.

Law stated - 27 October 2025

Secured movable (personal) property

47 | What are the requirements for creation and perfection of a security interest in
movable (personal) property? Is a ‘control’ agreement necessary to perfect a security
interest and, if so, what is required?

A security interest over a movable property is generally by way of a pledge (in the case of
the actual delivery of the property, such as shares of the companies or partnership interest
in the LLP) or by way of hypothecation of the movables, such as plant and machinery,
goodwill, equipment, inventories and receivables. Further, the lender typically controls the
cash flows pertaining to a project by way of escrow accounts. Generally, a deed of pledge
is executed along with a power of attorney in the case of a pledge of the movable property
and a deed of hypothecation for the hypothecation of the movable property. In the case of a
company, the company hypothecating goods is required to file a charge creation form with
the registrar of companies and also make filings with the Central Registry of Securitisation
Asset Reconstruction and Security Interest of India.

Law stated - 27 October 2025

Single purpose entity (SPE)

48 | Do lenders require that each borrower be an SPE? What are the requirements to
create and maintain an SPE? Is there a concept of an independent director of SPEs
and, if so, what is the purpose? If the independent director is in place to prevent a
bankruptcy or insolvency filing, has the concept been upheld?

This varies on a case-by-case basis. Typically, for project financing, lenders prefer to have
an SPE for undertaking the project. Under the Companies Act, independent directors
may be appointed to the board of an SPE to enhance governance and oversight. The
appointment of independent directors is mandatory for certain classes of companies, such
as listed public companies and certain unlisted public companies that meet prescribed
thresholds of paid-up share capital, turnover, or outstanding loans. Their role includes
ensuring compliance with statutory requirements and providing an objective perspective in
decision-making, particularly in matters relating to insolvency or bankruptcy.

Law stated - 27 October 2025

UPDATE AND TRENDS
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International and national regulation

49 | Are there any emerging trends, international regulatory schemes, national
government or regulatory changes, or other hot topics in real estate regulation in

your jurisdiction?

Global capability centres

According to recent estimates approximately 100 million square feet of office space
across various cities in India have been leased by global capability centres (GCCs) since
2021. Further, there is a significant increase in demand from global corporates, that are
collectively leasing approximately 28 million square feet in 2025, representing a 200 per
cent growth since 2021.

In an effort to boost India’s exports and integration with global supply chains, the Union
Budget 2025-26 has proposed the formulation of a National Framework for providing
guidance to states for promoting GCCs in emerging tier 2 cities. The National Framework
will suggest 16 measures for enhancing availability of talent and infrastructure, building
byelaw reforms, and mechanisms for collaboration with industry.

Data centres

Data centres are a new asset class which has emerged given the invocation in the
artificial intelligence (Al) and large language models. The increasing adoption of Al has
necessitated rapid expansion of data centre projects and has in turn increased the demand
for associated real estate, the need for a clear regulatory framework, and the focus on
sustainability.

India is home to one of the largest base of internet users consisting of approximately
806 million internet users. This underscores India’s growth potential in the global data
centre sector, being host to only approximately 3 per cent of the world’s data centres, while
representing around 14—15 per cent of global internet users (and roughly 20 per cent of
global data generation).

The Ministry of Electronics and Information Technology (MeitY) had released a draft
National Data Centre Policy, 2020 aimed at strengthening India's position as a global data
centre hub by: promoting domestic data storage infrastructure, facilitating single-window
clearances for data centre projects, and incentives for green and energy-efficient data
centres. While the aforesaid draft policy was never implemented, as of August 2025, some
news sources have confirmed that MeitY has re-commenced consultations on the draft
national data centre policy, in an effort to promote investments in such facilities.

Insolvency resolution and liquidation

The Insolvency and Bankruptcy Board (IBBI) has notified the IBBI (Insolvency Resolution
Process for Corporate Persons) (Amendment) Regulations 2025 with the aim to introduce
significant changes to streamline insolvency processes with a specific focus on the
real estate sector. Key amendments for real estate projects include provisions for the
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handover of possession to homebuyers during the insolvency process upon approval
by the Committee of Creditors. Other provisions include allowing regulatory authorities
to participate in Committee of Creditors meetings for real estate projects to provide
essential insights on land development and regulatory matters. Furthermore, resolution
professionals are now required to submit detailed reports on the status of project
development rights, helping creditors make informed decisions early in the insolvency
process.

These amendments aim to provide a more transparent and inclusive resolution framework
for real estate projects, while also allowing allottees of such projects to take handover of
their units.

In its recent landmark decision in Mansi Brar Fernandes v Shubha Sharma & Ors
(SC, 2025) the Supreme Court revisited the line between genuine homebuyers and
speculative investors in real estate insolvency. The core issue before the Supreme
Court was the misuse of the Insolvency and Bankruptcy Code (IBC) and the corporate
insolvency resolution process by allottees whose transactions bore elements of speculative
investments seeking high, riskfree returns rather than genuine purchases of homes. The
Court reaffirmed that the genesis of homebuyer rights under the IBC lay in the decision
in Pioneer Urban Land and Infrastructure Limited v Union of India, which upheld legislative
recognition of allottees as financial creditors while cautioning that section 65 IBC bars
investors from invoking insolvency with malicious or speculative intent.

Further, the Insolvency and Bankruptcy Code (Amendment) Bill, 2025 (2025 IBC
Amendment Bill), has been introduced to propose watershed reforms to the insolvency
resolution and liquidation processes which, inter alia, specifically addresses common
issues faced in insolvencies and liquidation of real estate projects. One of the key proposals
in the 2025 IBC Amendment Bill includes provisions which provides for invitation of
resolution plans specifically for one or more assets of the corporate debtor, which can
be included in the resolution plan providing for the insolvency resolution of the corporate
debtor. This amendment will afford greater flexibility to the Committee of Creditors to adopt
the most commercially viable resolution plan for resolving the insolvency of a corporate
debtor, and also ensure value maximisation of individual assets/ real estate projects.

REITs

The Securities and Exchange Board of India (SEBI) has introduced a new regulatory
framework for small and medium real estate investment trusts (SM REIT) under the
principal REIT Regulations. The prescribed framework for SM REITs enables such
fractional ownership platforms, operating through a pool of retail investor funds, to operate
as a formal REIT with lower minimum asset thresholds. Pursuant to the Securities and
Exchange Board of India (Real Estate Investment Trusts) (Amendment) Regulations, 2025,
SEBI has also mandated SM REITs to launch schemes through public issues only, and to
comply with listing, disclosure, valuation, and distribution norms akin to larger REITs.

Unlike traditional REITs, the SM REIT works on a multiple scheme structure whereby
different assets may be put under different schemes of the SM REIT and each such scheme
would have its own unit holders. Further, each scheme can have assets with value of at
least 500 million Indian rupees and not more than 5,000 million Indian rupees. The assets
in the SM REIT are required to be held by a company (being a special purpose vehicle),
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which will be a wholly owned subsidiary of the scheme and will not have any other capital
or ownership interest in it.

External commercial borrowings

On 3 October 2025, the RBI published the Draft Foreign Exchange Management
(Borrowing and Lending) (Fourth Amendment) Regulations, 2025 (draft Regulations),
proposing a comprehensive refresh of the existing external commercial borrowing
(ECB) regime. The draft Regulations, inter alia, seek to recalibrate eligibility and lender
recognition, replace hard all-in-cost caps, prescribe revision in borrowing limits, and
streamline reporting and operational mechanics.

A key proposed change in the draft Regulations is the alignment of ECB end-use
restrictions with the foreign direct investment (FDI) policy. While the negative list will still
prohibit the use of ECBs for 'real estate business or construction of farmhouses’, it now
expressly allows ECB proceeds to be used for 'activities or sectors permitted for FDI'.

Accordingly, under the draft Regulations, real estate projects that qualify for FDI would also
be eligible to raise ECBs, including potentially for land acquisition in FDI-compliant projects.

The draft Regulations acknowledge that genuine construction-linked activities are distinct
from speculative real estate trading or business. For developers, this change could be
transformative, as it enables access to offshore debt for land acquisition (when part
of an FDI-permitted project) and construction financing. By aligning the two investment
regimes, the RBI signals that the sector has matured, with reforms such as the Real Estate
(Regulation and Development) Act, 2016 and the growth of REITs making the market more
transparent and accountable.

Law stated - 27 October 2025
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GENERAL
Legal system

1 | How would you explain your jurisdiction’s legal system to an investor?

The ltalian legal system is a civil law system based on statutory law.

Parties may bring an injunction before the competent court to prevent an action, dictate a
particular behaviour or invoke a right.

The general rule that provides that judges must make decisions in accordance with
applicable law can be overruled in certain cases when the courts are allowed to rule in
equity (eg, the determination of tortious or contractual damages —including penalty clauses
— that are not pecuniary in nature or found to be excessive by one of the parties).

The type of evidence that is admissible in court is strictly indicated in the Civil Code and
the Procedure Civil Code and may:

* be oral (id est confession, formal deposition, oath or testimony);

* or written (id est IT document, private deed, private deed authenticated by the
signature of the notary or public deed);

« or both.

Contracts may be oral or written, unless otherwise provided for by lItalian law (eg, real
estate can be validly disposed of only through a written contract, and companies can be
incorporated only in writing). Real estate transactions are regulated by the provisions of
the Civil Code, as well as by other specific administrative, environmental and tax laws and
regulations.

Town and landscape planning and building regulations may vary from region to region.

Law stated - 17 October 2025

Land records

2 [ Does your jurisdiction have a system for registration or recording of ownership,
leasehold and security interests in real estate? Must interests be registered or
recorded?

Deeds conveying property over real estate or creating other in rem rights must be registered
on a public recording system managed by the revenue service through the Agenzia delle
Entrate - Servizio di Pubblicita Immobiliare.

Deeds regarding real estate that are not registered may create valid and enforceable rights
and obligations with regard to the parties but are not enforceable with regard to third parties
unless and until they are registered; therefore, registration secures priority of title over other
parties who register a right in rem on the property.
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Leasehold rights exceeding a duration of nine years must also be registered to be fully
enforceable against third parties because long-term leases are deemed to be comparable
to in rem rights.

Law stated - 17 October 2025

Registration and recording

3 | What are the legal requirements for registration or recording conveyances, leases
and real estate security interests?

The legal instruments conveying rights in rem that are registered are court decisions, public
(notarial) deeds or deeds of conveyance where the signature and the date of execution are
certified by a notary or judicially.

In certain parts of the country that were previously under Austrian rule since such areas
were part of the Austro-Hungarian Empire (ie, Trento, Bolzano, Trieste and Gorizia), a
different system applies whereby the registration of instruments conveying real estate and
rights on real estate is perfected through a court decree, the effect of which is to make
such instruments legally binding for all purposes.

In general, documents may be validly executed digitally; however, registration with
the Agenzia delle Entrate - Servizio di Pubblicita Immobiliare still requires that the
relevant deed be executed before a notary. Title conveyances are subject to registration,
hypothecary and cadastral fees, fixed at rates that vary considerably (from 4 per centto 19
per cent) depending on the nature of the transaction.

Certain title conveyances are also subject to VAT, including:

+ sales made by construction or renovation companies within five years of the
completion of construction or intervention, or even after five years have elapsed if
the seller chooses to subject the sale to VAT at rates ranging from 10 per cent to 22
per cent;

+ sales of residential buildings intended for social housing, for which the seller
chooses to subject the sale to VAT; and

« sales of real estate instrumental to a business activity, if the parties to the sale are
subject to VAT in relation to their activity.

Deeds of conveyance that are subject to VAT are subject to registration tax at a nominal
amount. The obligation to pay VAT to the other party or the revenue service is regulated
by law, whereas the responsibility with regard to the tax authorities to pay the other
transfer taxes is joint and several of all parties in respect of the deed of conveyance. The
purchaser usually also agrees to pay transfer taxes on behalf of the seller, and certain
lease agreements (mostly related to leases of business assets that are instrumental to a
business activity) are subject to the-VAT dual system.

Law stated - 17 October 2025
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Foreign owners and tenants

4 | What are the requirements for non-resident entities and individuals to own or lease
real estate in your jurisdiction? What other factors should a foreign investor take into
account in considering an investment in your jurisdiction?

Foreign investors are entitled to purchase properties in Italy subject to reciprocity or as
otherwise provided in the relevant international treaties, as applicable. To sign the deed
and buy a property in Italy, the foreign citizen must be in possession of the tax code issued
on request by the Revenue Office.

Law stated - 17 October 2025

Exchange control

5 |If anon-resident invests in a property in your jurisdiction, are there exchange control
issues?

In general, Italy has no exchange control issues for foreign investors, and no restrictions
apply to currency transfers subject to reporting requirements.

Foreign investors may repatriate profits to their home jurisdictions.

Law stated - 17 October 2025

Legal liability

6 | What types of liability does an owner or tenant of, or a lender on, real estate face?
Is there a standard of strict liability and can there be liability to subsequent owners
and tenants including foreclosing lenders? What about tort liability?

The liabilities of an owner include:

* obligations assumed as a part or consequence of the building titles issued to
build the asset, including execution of works to the benefit of the municipality or
community (eg, sewage systems, public lighting, road access and green areas);

« liabilities arising from polluting the air, the soil or the subsoil or from exposing
tenants, subsequent owners, employees or third parties to dangerous substances
(eg, asbestos, radon and hydrocarbons). Such liabilities include criminal liabilities,
damages to third parties and cleaning obligations;

* redressing violations of zoning and building obligations, including administrative and
criminal charges and obligations to demolish abusive or illegal constructions;

+ payment of transfer taxes and VAT on property conveyance; and

+ tortious or contractual liability in case of collapse, in whole or in part, of the property
or lack of proper maintenance.
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While criminal liabilities and fines are personal and do not attach to tenants or
sub-purchasers of foreclosing lenders, other sources of liability either follow the property
as is transferred (obligations arising from building titles and in relation to the community,
tax payments to the extent that they create a lien and preferential rights in favour of tax
authorities) or may survive in part on the purchaser’s hands (eg, cleaning obligations of a
polluted asset and tortious liability for defects of the asset).

Available protections include:

« constructor liability of up to two years for defects and 10 years for collapse, which
are generally assisted by corresponding insurance that is transferable to each
subsequent owner;

« warranty and indemnity insurance; and

« civil liability insurance.

Law stated - 17 October 2025

Protection against liability

7 | How can owners protect themselves from liability and what types of insurance can
they obtain?

Owners can protect themselves from liability by entering into a civil liability policy to cover
any type of risk related to an asset (ie, all-risk insurance) or specific risks related to an
asset (eg, fire or explosions or weather events).

With specific regard to environmental issues, owners may enter into environmental risk
insurance to cover risks related to production or storage activities, charge or discharge of
polluting substances, or transport for hire, as well as for own account.

Law stated - 17 October 2025

Choice of law

8 | How is the governing law of a transaction involving properties in two jurisdictions
chosen? What are the conflict of laws rules in your jurisdiction? Are contractual
choice of law provisions enforceable?

Possession, ownership and other in rem rights in movable and immovable property are
governed by the law of the state where the property is located, except in matters of
succession and in cases where the attribution of an in rem right is dependent upon a family
relation or a contract.

This means that where the transfer is an effect of an agreement, as in the case of sale of
real property, the applicable law to the transfer arising thereby is the law of the place, which
may not be the same as the law of the agreement, which shall govern the purely contractual
aspects of the matter.
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Law stated - 17 October 2025

Jurisdiction

9 [ Which courts or other tribunals have subject-matter jurisdiction over real estate
disputes? Which parties must be joined to a claim before it can proceed? What is
required for out-of-jurisdiction service? Must a party be qualified to do business in
your jurisdiction to enforce remedies in your jurisdiction?

For lawsuits relating to ownership and other in rem rights over real estate, as well as for
cases of termination of leases, jurisdiction lies with the court of the place where the property
is located.

For trespassing, repossession and similar actions related to the property’s possession,
jurisdiction lies with the court of the place where the reported fact occurred.

Actions may be brought by the owner or landlord, the tenant and any interested third party.

Foreigners are entitled to bring actions before an Italian court and against an Italian citizen,
subject to reciprocity.

Law stated - 17 October 2025

Commercial versus residential property

10 |How do the laws in your jurisdiction regarding real estate ownership, tenancy
and financing, or the enforcement of those interests in real estate, differ between
commercial and residential properties?

Laws regarding real estate ownership and financing are the same for commercial and
residential properties. Commercial and residential properties are subject to a different
tenancy regime (id est Law No. 392/1978 for commercial leases and Law. No. 431/1998 for
residential leases).

Leases for commercial properties have a statutory minimum duration of six years (nine
years for hotels and similar businesses) and can be automatically renewed for the same
term, unless terminated by the parties. Pursuant to article 29 of Law No. 392/1978, at the
end of the first six-year term, the landlord has limited ability to avoid automatic renewal.
The tenant has a statutory right to terminate the lease agreement at any time for ‘serious
reasons’ by giving six months’ notice by virtue of article 27, paragraph 8, of Law No.
392/1978.

Tenants also enjoy, in certain cases, a pre-emption right on new leases and sales and a
goodwill loss indemnity if they are forced to move their business.

However, most compulsory tenant rights may be waived pursuant to Law Decree No.
133/2014 in the case of leases with annual rent equal to or exceeding €250,000 (ie, major
leases).

Law stated - 17 October 2025
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Planning and land use

11 | How does your jurisdiction control or limit development, construction, or use of real
estate or protect existing structures? Is there a planning process or zoning regime in

place for real estate?

The planning process and zoning regime in place for real estate assets is regulated by
both a set of rules at the national level, which provides for rules of general application, and
regional and local laws (municipal or provincial levels).

The landscape and the protection of the environment and of historical, artistic or otherwise
culturally relevant sites or buildings fall, for the most part, on the authority of the central
government or the region.

Zoning, urban planning and building regulations are governed by general planning
instruments or variations thereof issued or approved by municipalities.

Building permits or titles are ultimately issued or approved by municipalities at the end
of a procedure where consents or comments of other authorities (usually the Ministry of
Cultural Affairs or the regional government) are involved.

In the case of failure to comply with planning decisions or zoning requirements, demolition
by the municipality of the place where the unlawful asset is located can be ordered at the
cost and liability of the owner.

Law stated - 17 October 2025

Government appropriation of real estate

12 | Does your jurisdiction have a legal regime for compulsory purchase or condemnation
of real estate? Do owners, tenants and lenders receive compensation for a
compulsory appropriation?

The compulsory purchase of real estate assets is provided for by Presidential Decree
No. 327/2001, as amended by Decree Law No. 76 of 16 July 2020 (converted, with
amendments, by Law No. 120 of 11 September 2020) and then by Decree Law No. 17 dated
1 March 2022 (converted, with amendments, by Law No. 34 of 27 April 2022), according to
which owners have the right to receive compensation for compulsory appropriation, which
is due without exception. The amount is determined by:

+ a contractual arrangement between the parties; or

« if the arrangement in the point above is not reached, the proceedings under article
21 of Presidential Decree No. 327/2001.

In the case of the second point, a technical survey procedure where the owner may
participate and challenge the valuation of the asset will determine the fair compensation
amount for the owner.

Law stated - 17 October 2025
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Forfeiture

13 | Are there any circumstances when real estate can be forfeited to or seized by the

government for illegal activities or for any other legal reason without compensation?

The government can seize:

* real estate assets without compensation in the event of condemnation (with
reference to assets that served or were intended to commit a crime, and assets
that are the product or profit thereof);

« assets related to organised crime offences;

+ assets obtained by entities in violation of regulations relating to the administrative
liability of the entities; and

« unlawful allotment of land for construction purposes.

The government may also carry out building interventions in areas subject to historical,
artistic, archaeological, landscape or environmental constraints, in essential variation, in
total violation of or in the absence of a building permit or cases of emergency related to
natural disasters or earthquakes.

Law stated - 17 October 2025

Bankruptcy and insolvency

14 | Briefly describe the bankruptcy and insolvency system in your jurisdiction.

Bankruptcy is an automatic stay as it must be declared by the bankruptcy section of
the court after valuation proceedings. Should a seller, a buyer, a landlord or a tenant go
bankrupt, the agreements to which he or she is part are suspended until the liquidator
decides whether to take over or terminate them.

The liquidator may exercise an action for revocation, which allows the administrator to
obtain a declaration of ineffectiveness of acts of disposition of assets, whether for payment
or free of charge, by which the debtor prejudices his or her rights. Such action, when
exercised during bankruptcy proceedings, has different features to the ordinary one.

The lender cannot collect rent during bankruptcy.

All the creditors of the bankrupt company compete together to have their claims paid, under
conditions of equal treatment, except where there are legitimate causes of pre-emption.

Apart from bankruptcy pursuant to Italian law, there are other insolvency
procedures, such as composition with creditors, composition with creditors with
reservation, administrative compulsory liquidation, extraordinary administration and
special extraordinary administration.

Law stated - 17 October 2025
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INVESTMENT VEHICLES
Investment entities

15 | What legal forms can investment entities take in your jurisdiction? Which entities
are not required to pay tax for transactions that pass through them (pass-through

entities) and what entities best shield ultimate owners from liability?

Foreign Investment entities may conduct their business in Italy through a branch, which,
in itself, does not represent a separate entity from a legal viewpoint and is treated for the
purposes of Italian law as a foreign company; however, from an Italian tax law perspective,
a branch normally constitutes a permanent establishment that is treated as a separate
tax entity that is subject to the same tax treatment provided for companies carrying on
business activity in Italy.

As an alternative, foreign investors may decide to set up their local subsidiaries by
establishing a company under Italian law, usually in the form of a joint-stock company (SpA)
or a limited liability company (Srl).

In addition to corporations, general partnerships can also be formed under lItalian law
to perform business activities; however, such partnerships are seldom used by foreign
investors since they do not create a separate legal entity and, as a general rule, partners
have unlimited liability.

A representative office is not allowed to handle commercial or financial transactions of any
kind, nor can it act as agent or distributor of the foreign company.

Alternatively, foreign investors may operate in Italy through collective investment vehicles
(SICAF) recognised within the European Union and, as such, also authorised to operate
in other jurisdictions. To the extent that those entities are subject to regulatory controls
applicable to investment companies in accordance with EU legislation, they may enjoy
legal and tax benefits that may be attractive for foreign investors.

Italian legislation also regulates real estate alternative investment funds (FIA)
characterised by a special tax status (no income taxes are paid until distribution of proceeds
to investors, and favourable VAT and transfer tax treatment if certain conditions apply). FIAs
are not legal entities; they are pools of assets managed by an asset management company
that is independent from the assets managed and the investors (Societa di Gestione del
Risparmio (SGR)). SGRs are subject to the control of financial regulatory authorities (eg,
the Bank of Italy).

Law stated - 17 October 2025

Foreign investors

16 | What forms of entity do foreign investors customarily use in your jurisdiction?

Foreign investors customarily use SpAs or Srls because:

« partners have limited liability;
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« there are no restrictions on foreign shareholders or quota holders, provided that the
reciprocity condition is met;

* incorporation formalities are limited;

+ quota holders or shareholders have the right to supervise and control the actions
taken by the management of the company; and

+ each quota holder or shareholder is entitled to a portion of the profits generated by
the company proportional to its ownership of the company’s capital by means of a
specific quota holders’ or shareholders’ resolution.

Foreign investors often invest in SICAFs and FIAs owing to the tax advantages that they
may offer and to the possibility for financial or passive investors to avail themselves of the
asset management, property and facility services that SGRs are equipped to provide.

Law stated - 17 October 2025

Organisational formalities

17 | What are the organisational formalities for creating and maintaining the above
entities? What requirements does your jurisdiction impose on a foreign entity? Does
failure to comply incur monetary or other penalties? What are the tax consequences
for a foreign investor in the use of any particular type of entity, and which type is
most advantageous?

Both SpAs and Srls can be incorporated by a sole shareholder with limited liability, provided
that capital contributions are fully paid-in and certain publicity requirements are complied
with. The articles of incorporation must be signed before a notary public and filed with the
local companies’ registry.

A company is considered to exist when the registration process, which usually takes about
five to 10 days from the date of incorporation, is completed. Reporting requirements mainly
comprise filing the following documents and information at the competent companies’
registry:

« the annual financial statements and consolidated financial statements (where
applicable);

« the quota holders’ or shareholders’ list;
« the appointment of directors; and

« statutory auditors and auditors, as well as deeds relating to extraordinary corporate
transactions (amendment of by-laws, capital increase, merger, demerger, etc).

SpAs and Srls are subject to full corporate taxation in ltaly at rates that are currently
in the range of 28 per cent. SICAFs and FIAs may enjoy a different tax regime, which
includes no income taxes except upon distribution of income and reductions of VAT and
indirect transfer taxes on the purchase of real estate. SICAFs are, from an organisational
standpoint, corporations for all corporate law purposes and, therefore, subject to the same
regulations and restraints. In addition, controls and authorisation to operate from regulatory
authorities may also apply.
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Italian FIAs can only be established by SGRs that are SpAs acting as asset managers.
SGRs are subject to several requirements (eg, minimum capitalisation, professional and
qualification requirements of the directors and managers) and control by the Bank of Italy.

Law stated - 17 October 2025

ACQUISITIONS AND LEASES

Ownership and occupancy

18 | Describe the various categories of legal ownership, leasehold or other occupancy

interests in real estate customarily used and recognised in your jurisdiction.

Rights involving the enjoyment, use, possession or exploitation of real estate are, in general
terms, divided into two categories:

* rights in rem, which attach to the real estate, and the same is transferred to third
parties; and

« other rights of enjoyment, which are generally enforceable in relation to the parties
to a contract and only to a limited extent to third parties.

Leases are considered as quasi rights in rem because they are automatically transferred
with the property and are registered in the land registry if in excess of nine years’ duration.
The rights in rem include:

« the freehold interest or ownership title, which confers the broadest authority to use,
transform and dispose of the real estate indefinitely;

« the surface right, which is equivalent to a right of ownership only on the structures
on the real estate and may be limited in duration;

« the usufruct right (ie, the right to exploit the real estate while the freehold interest
remains with another party until the usufruct right ceases and full ownership returns
to the holder of the freehold interest); and

« easements and other rights of minor use and importance.

All rightsin rem:

« are created, with few exceptions, through deeds or contracts of conveyance;
* must be executed in writing; and

« for the purposes of registration in the land registry, notarised by a public notary.

The adoption of condominium regulations is mandatory in buildings where there are more
than 10 co-owners under article 1138 of the Civil Code.

The source of the condominium regulations may be contractual when it has been adopted
by the first unique owner or by the decision of a co-owners meeting.

Law stated - 17 October 2025
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Pre-contract

19 | What are the typical pre-contractual steps?

It is customary to execute a letter of intent (LOI), which is non-binding, except for specific
obligations, such as confidentiality, applicable law, jurisdiction and, if provided, exclusivity.

LOls are aimed at setting forth preliminary understandings and, sometimes, an initial
estimated purchase price subject to due diligence. Although not bound to complete the
transaction, the parties to a LOI are still subject to general obligations of good faith
negotiation, the violation of which may generate a liability for costs and other damages,
if any, to the other party.

While the LOI applies, the parties will carry out due diligence, at the end of which a final
purchase price is confirmed, and the parties generally enter into a binding preliminary
agreement.

Law stated - 17 October 2025

Contract of sale

20 | What are typical provisions in a contract of sale?

A contract of sale is defined as a preliminary agreement insofar as it binds the parties but
does not transfer the property. If registered in the land registry — which creates a lien on
the property and a priority of the promissory purchaser over other subsequent purchasers
or liens — a down payment is also paid at signing.

Down payments may be held in escrow or counter-guaranteed by the seller. This payment
may also carry the obligation of the seller to pay back double its amount if the seller
breaches the obligation to sell under article 1385 of the Civil Code.

The preliminary agreement also serves the purpose of dealing with conditions precedent
(eg, pre-emption rights, completion of construction, permits, cancellation of mortgages and
other liens on the property).

To confirm good and valid title, the public notary in charge of the sale must also carry out
a title search, which will in any event be confirmed prior to the closing and transfer of the
property.

Representation and warranties are generally stipulated with the preliminary agreement and
include:

« title;

* no liens;

* no adverse litigation;

« compliance with building permits;

¢ no environmental issues;
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* no unpaid taxes on property;
* no defects on the building and its technological equipment; and

« fitness for use certification.

The tax year ends on 31 December, and taxes, condominium charges and utilities are
prorated accordingly; a post-closing reconciliation clause is generally provided in the
agreement.

Upon satisfaction of all the conditions precedent, the parties will proceed with the notarial
deed of conveyance of the property, which will in turn be registered in the and registry.
Escrow amounts may remain in place, sometimes in the hands of the notary or banks, as
security for breaches of representations and warranties or in connection with any condition
subsequent.

Law stated - 17 October 2025

Environmental clean-up

21 | Who takes responsibility for a future environmental clean-up? Are clauses regarding
long-term environmental liability and indemnity that survive the term of a contract
common? What are typical general covenants? What remedies do the seller and
buyer have for breach?

According to the EU principle ‘the polluter pays’, the polluter must clean up the
contaminated sites in accordance with a specific procedure and on the basis of a clean-up
project approved by the competent authority, provided that the clauses regarding long-term
environmental liability and indemnity that survive the term of a contract are common.

However, clean-up obligations that are not satisfied by the polluter (including cases in which
the polluter is unknown) may be enforced against the owner, who may be required to clean
up its property if the pollution infringes applicable laws.

In general terms, these clauses provide appropriate representations and warranties.

In the event of a breach, the buyer may trigger the indemnification procedure provided for
in the contract of sale, which usually obliges the seller to indemnify, defend and hold the
buyer harmless and reimburse the latter, as a separate and independent obligation, for,
from and against and in respect of any and all losses owing to environmental liability.

Escrow agreements or other form of guarantees are also provided in the event of detected
risks of existing contamination.

Law stated - 17 October 2025

Lease covenants and representation

22 | What are typical representations made by sellers of property regarding existing
leases? What are typical covenants made by sellers of property concerning leases
between contract date and closing date? Do they cover brokerage agreements and
do they survive after property sale is completed? Are estoppel certificates from
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tenants customarily required as a condition to the obligation of the buyer to close
under a contract of sale?

Typical representations made by sellers of property regarding existing leases concern:
« the full force and effect of those leases;

« the compliance of the tenants to their obligations under the relevant lease or the lack
of defaults by the tenants under the leases;

« the lack of pending or threatened litigation concerning the lease;

« the delivery of the security deposit by the tenant to the seller, and the good standing
and validity of the first demand guarantee for the payment of six to 12 months of
rent;

« the execution by the tenant of an insurance policy to cover risks related to the rented
property; and

« the registration of the leases with the tax authority.

Typical covenants made by sellers of property concerning leases between signing and
closing are the undertaking of the seller not to execute new leases or amend existing
leases without the consent of the buyer and to avoid behaviour that will cause the tenant
to terminate or withdraw from the lease.

Estoppel certificates from tenants are not customarily required.

Law stated - 17 October 2025

Leases and real estate security instruments

23 |Is a lease generally subordinate to a security instrument pursuant to the provisions
of the lease? What are the legal consequences of a lease being superior in priority to
a security instrument upon foreclosure? Do lenders typically require subordination
and non-disturbance agreements from tenants? Are ground (or head) leases treated
differently from other commercial leases?

Leases are not generally subordinated to a security instrument pursuant to their provisions;
however, it is common for rent and other income streaming from leases to be assigned as
security to the lender. Assignment of rent may be registered and take corresponding priority
in relation to creditors. The entering into, as part of the security package, non-disturbance
agreements is also becoming more of a common practice.

Law stated - 17 October 2025

Delivery of security deposits

24 | What steps are taken to ensure delivery of tenant security deposits to a buyer? How
common are security deposits under a lease? Do leases customarily have periodic

rent resets or reviews?
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To ensure the delivery of a tenant’s security deposits to the buyer, the delivery is
usually a condition precedent or subsequent to closing. Security deposits for damages
or reinstatement of the property are usually in the range of three months’ rent. Additional
guarantees, also in the form of bank guarantees, are also posted to guaranty of rent
payments. These are usually six to 12 months of rent.

Pursuant to article 32 of Law No. 392/1978 (the Commercial Properties Lease Law), the
rent may be annually reviewed in accordance with national statistics on the cost of living,
up to 75 per cent to 100 per cent of such cost of living increase.

Law stated - 17 October 2025

Due diligence

25 | What due diligence should be conducted before executing a contract? Is any due
diligence customarily permitted or conducted after contract but before closing?
What is the typical method of title searches and are they customary? How and to
what extent may acquirers protect themselves against bad title? Discuss the priority
among the various interests in the estate. Is it customary to obtain government
confirmation, a zoning report or legal opinion regarding legal use and occupancy?

Before executing a contract, due diligence on the ownership titles and encumbrances as
well as on the cadastral, building and urban compliance of the property is conducted.
Research with reference to ownership titles is usually carried out with the notary’s help
by examining the official public registries known as the Real Estate Registries.

The purchasers may protect themselves against issues relating to titles by means of
insurance policies relating to ownership titles or indemnity funds on escrow.

Law stated - 17 October 2025

Structural and environmental reviews

26 [ls it customary to arrange an engineering or environmental review? What are the
typical requirements of such reviews? Is it customary to get representations or an
indemnity? Is environmental insurance available?

A technical due diligence review is customary, whereas an environmental review is less
common, unless for properties where activities with an impact on the environment or which
are considered as sources of pollution are carried out. The purpose of a technical review is
usually to check the cadastral, building and zoning compliance of the property (ie, that the
de facto condition of the property matches the building title and the cadastral registrations
of the property). Environmental first and second phase investigations are also carried out
where risks of contamination are more evident.

In the sale agreement, representations or indemnities are usually provided to cover issues
related to such matters. In any case, environmental insurance is available.

Law stated - 17 October 2025
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Review of leases

27 [ Do lawyers usually review leases or are they reviewed on the business side? What

are the lease issues you point out to your clients?

Leases are usually reviewed by lawyers and on the business side.

Generally, verification of the following is carried out: whether the lease is compliant with or
derogate to statutory provisions of Law No. 392/1978 or Law No. 431/1998 (the Residential
Properties Lease Law), and whether the derogated law provisions may be derogated
pursuant to Law Decree No. 133/2014 .

With specific regard to commercial properties, the following items are verified:
« the duration of the lease;
« withdrawal or break option of the tenant;
* maintenance obligations;
« guarantee for the landlord;
« goodwill indemnity;
« statutory pre-emption right on the purchase; and

« right of first refusal on the new lease agreement.

Law stated - 17 October 2025

Other agreements

28 | What other agreements does a lawyer customarily review?

Lawyers customarily review:
« titles of ownership;
* easements agreements;
« financing granting a mortgage on the asset;
* sublease agreements;
* bailment agreements; and

« agreements granting a right of use on the asset.

Law stated - 17 October 2025

Closing preparations

29 [How does a lawyer customarily prepare for a closing of an acquisition, leasing or

financing?
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Actions at closing are generally set forth in the preliminary agreement where the parties
have agreed and described the terms of the deal.

Actions at closing include:

« delivery or documentation pertaining to the property;

» deposit of the purchase price prior to and until the title confirmation search is
completed;

+ execution of deed of conveyance and instructions to the public notary for the
registration of the deed,

» when appropriate, setting aside part of the purchase price for undisclosed or
contingent liabilities or satisfaction of other conditions; and

+ termination of existing mortgages and perfection of new mortgages on new
financing.

Funding is mostly simultaneous with closing. Exceptions may apply owing to time for
consolidation of transfer against clawback provisions applicable under bankruptcy laws.

Law stated - 17 October 2025

Closing formalities

30 |Is the closing of the transfer, leasing or financing done in person with all parties
present? Is it necessary for any agency or representative of the government or
specially licensed agent to be in attendance to approve or verify and confirm the
transaction?

The closing of the transfer, leasing or financing is usually done in person or by means of
an attorney-in-fact acting in the name and on behalf of one of the parties before the public
notary.

In the event of a non-notarial agreement (eg, a lease agreement with a duration of
less than nine years), the agreement may also be executed by means of exchange of
correspondence, including certified signatures or emails.

Lease agreements shall be registered with the Revenue Agency, and the relevant
registration tax shall be paid. As for agreements that are to be executed before the notary,
registration, notarial, cadastral fees, mortgage registration fees and VAT shall be paid.

Law stated - 17 October 2025

Contract breach

31 | What are the remedies for breach of a contract to sell or finance real estate?

Italian law offers several remedies in the event of breach of contract, namely specific
performance, termination of the agreement and damages.
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According to article 1385 of the Civil Code, if the party who gave the deposit is in default,
the other party may withdraw from the contract, retaining the deposit; on the other hand,
if the party who received the deposit is in default, the other party may withdraw from the
contract and demand double the deposit.

Law stated - 17 October 2025

Breach of lease terms

32 | What remedies are available to tenants and landlords for breach of the terms of
the lease? Is there a customary procedure to evict a defaulting tenant and can a
tenant claim damages from a landlord? Do general contract or special real estate
rules apply? Are the remedies available to landlords different for commercial and
residential leases?

When one of the contracting parties of the lease agreement does not fulfil its obligations,
the other may, at its own discretion, request the fulfilment or the termination of the contract,
without prejudice, in any case, to damages.

If the tenant is in default, the landlord may exercise an action for eviction. Eviction
procedures differ significantly for commercial and residential assets, whereby special
protections for evicted individuals may apply in the latter case.

Law stated - 17 October 2025

FINANCING

Secured lending

33 | Discuss the types of real estate security instruments available to lenders in your
jurisdiction. Who are the typical providers of real estate financing in your country?
Are there any restrictions on who may provide financing?

The usual security instrument for real estate that is available to lenders is mortgage, which
is a security interest that gives the lender, in the event of insolvency of the debtor, the right
to expropriate the property over which the mortgage was registered.

Pursuant to article 2808 of the Civil Code, a mortgage confers lenders the right to
expropriate the property bound as their credit warranty and be paid with the income of
the expropriation price, with privilege over any other creditor who is not supported by the
guarantee.

A mortgage is automatically terminated after 20 years; therefore, in the case of loans of a
longer duration, the security instrument must be renewed.

Mortgages are usually recorded on the property for an amount higher than the loan amount
(in most cases double the amount paid to the borrower) because the interest payments due,
the interest on any arrears and any other charges that the lender may face in recovering
the debt are taken into account.
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Law stated - 17 October 2025

Leasehold financing

34 |Is financing available for ground (or head) leases in your jurisdiction? How does the
financing differ from financing for land ownership transactions?

Financing for ground leases is available, which does not differ from financing for land
ownership transactions, except for the payment of the loan amount, since in financing for
ground leases, the payment is calculated on the basis of the stage of progress of the work.

To make a ground lease financeable, a mortgage encumbering the plot of land where the
property will be built is usually granted in favour of the lender, together with the assignment
of rent to be paid by the tenant to the lender upon completion of the rented property.

Law stated - 17 October 2025

Form of security

35 | What is the method of creating and perfecting a security interest in real estate?

According to article 2827 of the Civil Code, a mortgage must be registered at the real
estate registry of the place where a property is located. In that case, registration perfects
the guarantee for all legal purposes, including rights of priority over other rights on the
property (sale, attachments, expropriations, etc).

Law stated - 17 October 2025

Valuation

36 | Are third-party real estate appraisals required by lenders for their underwriting of
loans? Are there government or industry standards for appraisals? Must appraisers
have specific qualifications or required government or industry certifications? Who
is required to order the appraisal?

Third-party real estate appraisals are usually required by lenders for their underwriting of
loans in real estate deals. There are no government approved standard as such; however,
industry standards exist, and appraisers must have specific qualifications and industry
certifications (as provided under UNI 11558/2014 and UNI/PdR 19/16). Appraisers are
usually qualified engineers or architects.

Appraisals are normally requested by and addressed to lenders, but the relevant costs are
borne by the borrowers.

Law stated - 17 October 2025
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Legal requirements

37 | What would be the ramifications of a lender from another jurisdiction making a loan
secured by collateral in your jurisdiction? What is the form of lien documents in your

jurisdiction? What other issues would you note for your clients?

Generally speaking, the provision of finance under any form constitutes restricted activity
in Italy and is usually reserved to banks and other financial intermediaries holding a
valid lending licence. This condition applies regardless of whether the loan is secured by
collateral over the property of the borrower.

Security over real estate property must be registered by a licensed notary public and
requires a written registration note. A mortgage usually attracts stamp duty ranging
between €200 and 0.5 per cent of the guaranteed amount, plus a 2 per cent mortgage
tax. Certain qualifying lenders, including Italian banks, may elect to apply a 0.25 per
cent substitute tax on medium and long-term loans, applied in lieu of other indirect taxes
(ie, registration tax, mortgage and cadastral tax, stamp tax and public concession tax)
otherwise applicable on the loan and the relating securities and guarantees. The election
is available only if the loan has a maturity exceeding 18 months (ie, medium/long-term
maturity) and is made (ie, executed) in Italy. The substitute tax is levied on the amount made
available by the bank and is applied only upon specific option exercised by the parties in
the relevant financing agreement.

In addition to mortgage over real estate property, other types of security (more akin to a
common law floating charge) are available for certain types of loan agreements (special
liens). A special lien may be created over some classes of assets (present or future
plants and machinery, concessions and equipment; raw materials, work-in-progress and
finished goods, stock, livestock and merchandise; goods purchased with the proceeds of
the relevant financing; and present or future receivables arising from the sale of the assets
or goods listed above). A special lien must also be registered by a licensed notary public
by means of a deed in writing.

Law stated - 17 October 2025

Loan interest rates

38 | How are interest rates on commercial and high-value property loans commonly set?
What rate of interest is legally impermissible in your jurisdiction and what are the
consequences if a loan exceeds the legally permissible rate?

Interest rates on commercial and high-value property loans are typically set by reference
to a floating rate (eg, EURIBOR) plus a spread (ie, margin). Interest rate is subject to a
usury cap. The cap on interest rates, which is above the usury rate, is calculated by raising
the average overall effective rate by one-quarter and adding a margin of an additional four
percentage points; the difference between the ceiling rate and the average rate cannot
exceed eight percentage points (this calculation method was introduced by Decree Law
No. 70/2011, which modified article 2, paragraph 4, of Law No. 108/1996).

Real Estate 2026 | Italy Explore on Lexology [



RETURN TO CONTENTS RETURN TO SUMMARY

Should the loan provide an interest rate that exceeds ab origine the usury ceiling rate, no
interest is due pursuant to article 1815, paragraph 2 of the Civil Code, whereas should the
loan provide an interest rate that exceeds the usury ceiling rate during the life of the loan,
the exceeding interest is not due.

Law stated - 17 October 2025

Loan default and enforcement

39 | How are remedies against a debtor in default enforced in your jurisdiction? Is
one action sufficient to realise all types of collateral? What is the time frame for
foreclosure and in what circumstances can a lender bring a foreclosure proceeding?
Are there restrictions on the types of legal actions that may be brought by lenders?

Several types of enforcement proceedings may be initiated against a debtor in default.
All actions must be based on judgments or other legal instruments known collectively as
enforceable instruments or instruments executed by authorities (enforceable instruments).
Enforcement can be effected only where there is a valid authority to execute and in relation
to an obligation that is certain, the quantum of which has been fixed and that has fallen
due.

Enforceable instruments are:

* judgments and measures enforceable pursuant to Italian law;

+ promissory notes, as well as other negotiable instruments enforceable pursuant to
Italian law (eg, checks);

» private law instruments, including contracts, deeds and other private law
instruments executed before a notary, but only as far as pecuniary credits are
concerned.

Before enforcing an enforceable instrument, the instrument must be made judicially
executory and served to the debtor with a formal request to pay the amount due within
a period of not less than 10 days after the formal request is served. In the case of
non-payment by the deadline indicated in the formal request, the creditor can start
enforcement proceedings by:

* seizing the debtor’s assets, which will then be auctioned under the judge’s directions
to enable the creditor to recover his or her credit through the auction proceeds; or

* seizing the debtor’s funds or credits owned by a third party, which the judge will then
allocate to the creditor.

Law stated - 17 October 2025

Loan deficiency claims

40 | Are lenders entitled to recover a money judgment against the borrower or guarantor
for any deficiency between the outstanding loan balance and the amount recovered
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in the foreclosure? Are there time limits on a lender seeking a deficiency judgment?
Are there any limitations on the amount or method of calculation of the deficiency?

Lenders are entitled to pursue borrowers for any deficiency between the matured, due
and payable (including interest) amount of the loan and the amount recovered through the
foreclosure, up to such time as the statute of limitation applies. The statute of limitation,
however, does not run to the extent that the lender pursues the borrower for the full
payment.

Law stated - 17 October 2025

Protection of collateral

41 [What actions can a lender take to protect its collateral until it has possession of the
property?

The lender does not take legal possession of the property but can initiate legal proceedings
to recover the due amount. Landlords may be subject to the collection of rent by the lender,
who may either approach the tenant directly, ordering him or her to pay the due amounts
into his or her own account, or attack the landlord’s current account into which the sums
are credited.

Law stated - 17 October 2025

Recourse

42 | May security documents provide for recourse to all of the assets of the borrower?
Is recourse typically limited to the collateral and does that have significance in
a bankruptcy or insolvency filing? Is personal recourse to guarantors limited to
actions such as bankruptcy filing, sale of the mortgaged or hypothecated property
or additional financing encumbering the mortgaged or hypothecated property or
ownership interests in the borrower?

The extent of the recourse will specifically depend on the type of security that is created
but is usually limited to the specific asset over which a lien is created: this can be a real
estate asset for mortgages, the shares of a company in the case of a pledge over corporate
capital, the receivables existing and specifically assigned in the case of an assignment of
receivables by way of security, the pledged bank accounts in a pledge over bank account,
etc.

The special lien, available only for selected types of loans, can secure a wider number of
goods and receivables that are strictly connected to the economic activity of the grantor;
however, those goods and receivables must be individually listed in a deed that is filed by
a notary public with a public register.

Finally, with a personal guarantee, the guarantor is liable with all its existing assets, present
and future.
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The judicial mortgage — which is a mortgage constituted by a judge after an unsatisfied
creditor’s request — can be registered on all the immovable property belonging to the debtor.
On the other hand, banks are given the possibility of starting or continuing, even after the
declaration of bankruptcy, individual executive actions on the mortgaged assets used to
guarantee mortgage loans, while the liquidator would only have the right to intervene in the
execution for the portion exceeding that assigned to the bank. Passive or active legitimacy
is attributed exclusively to the liquidator.

Law stated - 17 October 2025

Cash management and reserves

43 |lIs it typical to require a cash management system and do lenders typically take
reserves? For what purposes are reserves usually required?

Cash reserves are used in certain financing arrangements and may constitute a typical
feature, depending on the specific terms and characteristics of the deal. They are usually
purported to cover financial liabilities or contingencies.

Law stated - 17 October 2025

Credit enhancements

44 | What other types of credit enhancements are common? What about forms of
guarantee?

Among the collateral guarantees are right of lien, mortgages and pledges. Among
personal guarantees are, among other things, surety, omnibus surety and the first-demand
guarantee.

Patronage letters, factoring agreements and collection mandates are also commonly
executed.

Law stated - 17 October 2025

Loan covenants

45 | What covenants are commonly required by the lender in loan documents?

Loan agreements usually contain sets of covenants, which are dependent on the specific
financing product (real estate, leverage, restructuring, acquisitions etc). These are usually
in line with Loan Market Association standards and can include financial covenants,
covenants relating to the real estate assets, restrictive covenants and information
covenants.

Law stated - 17 October 2025
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Financial covenants

46 | What are typical financial covenants required by lenders?

Depending on the loan products and the specific deals that are negotiated, financial
covenants may be based on loan to value, debt-service coverage, debt yields or a
combination thereof. Financial reporting usually occurs on a quarterly basis, with the
delivery of compliance certificates prepared by the borrower and its financial advisers.

Law stated - 17 October 2025

Secured movable (personal) property

47 | What are the requirements for creation and perfection of a security interest in
movable (personal) property? Is a ‘control’ agreement necessary to perfect a security
interest and, if so, what is required?

The creation of a security interest will be strictly dependent on the type of assets that are
mortgaged and the type of security document that the specific asset requires. Security
documents all require written agreements between the parties, but certain assets (eg, real
estate, corporate quotas, company equipment and trademarks) require registration with a
publicly held register.

The creation of security requires the existence of a valid debt obligation between the lender
and the borrower on the basis of a written agreement and usually requires that the security
be created by means of a deed bearing a certified date, according to Italian law, in order
to make it effective in relation to third parties and bankruptcy proceedings.

Law stated - 17 October 2025

Single purpose entity (SPE)

48 | Do lenders require that each borrower be an SPE? What are the requirements to
create and maintain an SPE? Is there a concept of an independent director of SPEs
and, if so, what is the purpose? If the independent director is in place to prevent a
bankruptcy or insolvency filing, has the concept been upheld?

Lenders in Italian deals do not necessarily require on every occasion that each borrower
be an SPE; however, it is not uncommon to adopt such a form, particularly for extraordinary
corporate transactions (eg, acquisition financings). It can offer lenders greater protection,
given the fewer number of creditors competing in a potential bankruptcy filing.

However, an SPE is structured as a normal company in lItaly (usually a limited liability
company) and is not subject to a special statutory regime, so the bankruptcy remoteness
is sought essentially by means of negative covenants in the financing arrangements.
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It is not essential to appoint an independent director; however, lenders often require that
the shares of the SPE be pledged in favour of the lender as a guaranty in case of default
and with the effect that voting rights switch to the lender in case of default.

Law stated - 17 October 2025

UPDATE AND TRENDS

International and national regulation

49 | Are there any emerging trends, international regulatory schemes, national
government or regulatory changes, or other hot topics in real estate regulation in
your jurisdiction?

The new international trends that are affecting the behaviour of investors in real estate
principally concern compliance with new environmental, social and governance standards
of building and construction procedures. Tax grants and other benefits are being offered as
part of the recovery plan from the covid-19 pandemic and the eco-transition to relaunch the
economy on new grounds. This significantly affects the building, real estate and real estate
financing industries. In this respect, it is changing the attitude of institutional investors, who
are looking with high interest to buildings that meet the new requirements.

As regards national government changes, in 2024 the government issued Law Decree No.
69/2024 (so-called Decreto Salva Casa which amended several provisions of the National
Consolidated Building and Zoning Act (Presidential Decree No. 380/2001, also known as
Testo Unico Edilizia).

In particular, Law Decree No. 69/2024 purports to simplify the regularisation of a number
of minor but widespread infringements of building regulations which, under the previous
regime, needed to be cured through complex, expensive and time-consuming procedures.

These include:

« the simplification of the procedures provided in the National Consolidated Building
and Zoning Act to cure partial or essential discrepancies with respect to the project
submitted to and approved by the municipality (article 36-bis of Presidential Decree
No. 380/2001);

« the simplification of the procedure to apply for and obtain, when possible, changes
to the permitted uses of buildings, according to the applicable zoning regulations,
especially among permitted uses that, from a zoning perspective, are considered
as similar (eg residential, commercial, hospitality and office), subject to local zoning
constraints and, if applicable, the payment of certain charges as provided by such
local regulations (article 23-ter of Presidential Decree No. 380/2001);

« the provision of broader 'tolerated discrepancies' between the actual internal surface
of buildings and the one approved in the building titles (tolleranze costruttive), with
respect to buildings completed prior to 24 May 2024 (eg, 2 per cent tolerance for
surfaces over 500 sqm; 3 per cent for surfaces between 300 and 500 sqm; 4 per cent
for surfaces between 100 and 300 sqm; 5 per cent for surfaces under 100 sqm);
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limited to buildings not subject to cultural (historical) and landscape liens, the above
tolerance has also been extended to other minor discrepancies, such as the size of a
building being smaller than projected, failure to include non-structural architectural
elements provided for in the project, improper execution of external and internal
walls, misplacement of internal openings and a range of other minor construction
mistakes and discrepancies;

« the possibility for surveyors to certify the legitimacy of a building, by making
reference, under certain conditions, only to the latest building permits (provided such
building permit concerns the entire building), without the need to recover — as it was
under the previous legislation — all of the building's previous permits;

» the exemption from any need to obtain a building permit for minor parts of the
buildings, such as the installation of removable panoramic windows, awnings and
tents on pergolas, porches, balconies protruding from the body of the building,
provided, inter alia, that these additions do not alter the inside volumes of the
buildings or lead to a different use not permitted by applicable zoning rules; and

» a decrease in the minimum surface area required for residential units, which is now
20 sqm, down from 28 sqm.

The measures introduced by Law Decree No. 69/2024 will make it easier for property
owners to comply with current regulations, thus facilitating the regularisation of building
irregularities and reducing the bureaucracy associated with building files, with the aim of
improving the marketability and value of properties.

Law stated - 17 October 2025
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Legal system

1 | How would you explain your jurisdiction’s legal system to an investor?

Japan is a civil law country with a unified court system. While the courts can exercise
some discretion to achieve an equitable outcome, Japan does not have separate equity
courts. A court may order specific actions in a multitude of circumstances and pre-emptive
injunctions are available. Oral contracts are valid in the same way as written contracts;
generally, the only difference is the relative difficulty in proving the existence and contents
of an oral contract in court. Parol evidence is generally admissible. Real estate-related laws
are generally nationally applicable.

Law stated - 29 September 2025

Land records

2 | Does your jurisdiction have a system for registration or recording of ownership,
leasehold and security interests in real estate? Must interests be registered or
recorded?

Japan has a nationwide real property registration system for matters such as the
conveyance of ownership or other rights over real property, with registration being required
for that conveyance to be perfected. Registration generally only has the power to perfect
interests, and interests can be created without registration; the existence (or non-existence)
of the registration of interests does not guarantee the existence (or non-existence) of
interests.

Law stated - 29 September 2025

Registration and recording

3 | What are the legal requirements for registration or recording conveyances, leases
and real estate security interests?

For most matters that can be registered, the parties involved (eg, the seller and the
purchaser) should jointly apply for registration. Applications can be made electronically,
and electronic signatures are acceptable.

Registration tax is payable at the time of registration of the conveyance of ownership, and is
generally 2 per cent of the value of the conveyed real property. (At the time of writing, it has
been temporarily reduced to 1.5 per cent for land conveyances.) In addition, real property
acquisition tax is payable, generally at a rate of 4 per cent for non-residential buildings and
3 per cent for land and residential buildings. As a matter of custom, registration tax and
real property acquisition tax are typically borne by the purchaser.
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Reduced tax rates are available for certain types of real estate transactions. For example,
a single purpose entity (SPE) established under the Act on the Securitization of Assets
(ie, a specified purpose company or tokutei mokuteki kaisha (TMK)), is entitled to reduced
tax rates, provided certain criteria are satisfied. Further, in order to reduce transaction tax
costs, itis common in commercial real estate transactions to place the real property in trust
and to thereafter transfer the rights to that real property in the form of a trust beneficiary
interest. The registration tax for transferring the subject’s real property to the trustee is 0.4
per cent of the value of the conveyed real property (currently temporarily reduced to 0.3
per cent for transfers of land to the trustee); and once the subject’s real property is so
entrusted, the registration tax payable upon a change of the beneficiary is only ¥1,000.
Subsequent changes in beneficiaries will be similarly recorded in the real estate registry
and the registration tax payable each time per property is ¥1,000. In general, real property
acquisition taxes are not assessed on transfers through the trust arrangement.

Law stated - 29 September 2025

Foreign owners and tenants

4 | What are the requirements for non-resident entities and individuals to own or lease
real estate in your jurisdiction? What other factors should a foreign investor take into
account in considering an investment in your jurisdiction?

Generally, there are no restrictions on foreign investors investing in, owning or leasing
real property in Japan. Under the Foreign Exchange and Foreign Trade Law, there is a
post-facto reporting requirement that must be filed with the Ministry of Finance, through
the Bank of Japan, for certain types of acquisitions of ownership rights or other rights in
real property by non-residents. We also note that, under the Critical Land Use Regulation
Law, which became effective in its entirety in September 2022, ‘watch areas’ and ‘special
watch areas’ in the vicinity of important facilities such as defence-related facilities have
been designated. Prior notification to the government is required in general for purchase
and sale of real properties of more than 200 square meters in ‘special watch areas’.

Law stated - 29 September 2025

Exchange control

5 |If anon-resident invests in a property in your jurisdiction, are there exchange control
issues?

Other than the post-facto reporting requirement under the Foreign Exchange and Foreign
Trade Law (and possible fund transfer restrictions aimed at money laundering prevention),
generally, there are no material exchange control issues in connection with direct
investment in Japanese real property by a non-resident.

Law stated - 29 September 2025
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Legal liability
6 | What types of liability does an owner or tenant of, or a lender on, real estate face?
Is there a standard of strict liability and can there be liability to subsequent owners
and tenants including foreclosing lenders? What about tort liability?

Generally, the owner or tenant of real property may face tort liability if it wilfully or negligently
acts, or fails to act, causing a breach of its duty of care in connection with the property and,
as a result thereof, damage is sustained by a third party. Generally, the lender is unlikely
to face any tort liability in this kind of situation, as, generally, the lender will not have much
control over the management of the property.

A person in possession of a building, tree or other structure on the land will be liable for any
harmful conditions of structures existing as a result of his or her negligence. If, however, a
person in possession establishes that he or she has taken due care in preventing such a
condition from causing harm to others, the owner of the subject structures will be strictly
liable instead.

In Japan, the existence of asbestos in older buildings has become a major environmental
issue. The concept of strict liability may apply in the case of damage caused due to the
existence of inadequately maintained asbestos.

Environmental contamination of land is another major environmental concern. A landowner
may be liable for damage resulting from environmental contamination caused by it or the
former owners of the land.

It is standard for a seller to provide a contract non-conformity liability to a purchaser in a
contract of sale. In the case of a sale of real property from a professional seller (a licensed
real estate broker) to a non-professional purchaser, the seller is statutorily required to
provide a minimum of two years’ contract non-conformity liability.

Law stated - 29 September 2025

Protection against liability

7 | How can owners protect themselves from liability and what types of insurance can
they obtain?

A real property owner may obtain general liability insurance to insure against general
liability claims brought against it. Insurance covering environmental liabilities, however,
is extremely rare and costly. The only realistic protection available to an owner for this
would be legal recourse against the previous owner of the subject real property. Such
legal recourse would, for example, be available to the extent covered by environmental
warranties in the relevant contract of sale and, unless expressly waived, would also be
covered by a statutory contract non-conformity liability. Recourse under tort law may also
be available against any person responsible for an environmental problem.

Law stated - 29 September 2025
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Choice of law

8 | How is the governing law of a transaction involving properties in two jurisdictions
chosen? What are the conflict of laws rules in your jurisdiction? Are contractual

choice of law provisions enforceable?

Choice of law in Japanese courts is governed by the Act on General Rules for Application
of Laws, which provides that the contracting parties can choose the contract’s governing
law and, generally, such choice will be upheld by Japanese courts.

The law applicable to matters in relation to real property (such as the method of change
of ownership and the perfection thereof) will be the law of the jurisdiction where the real
property is located, which, in the case of real property located in Japan, will be Japanese
law.

Generally, contractual choice-of-law provisions are enforceable in Japan.

Law stated - 29 September 2025

Jurisdiction

9 | Which courts or other tribunals have subject-matter jurisdiction over real estate
disputes? Which parties must be joined to a claim before it can proceed? What is
required for out-of-jurisdiction service? Must a party be qualified to do business in
your jurisdiction to enforce remedies in your jurisdiction?

The ordinary Japanese courts, which have subject-matter jurisdiction over most civil
matters, have the authority to hear cases and render decisions regarding disputes with
respect to real property located in Japan. The parties necessary to take an action will
depend on the subject matter of the particular dispute. Generally, the court will affect
service within Japan by post. The appropriate method of out-of-jurisdiction service will
depend on the terms of the relevant treaty entered into between Japan and the country of
the other party. There is essentially no requirement that a party be qualified to do business
in Japan to enforce its rights and remedies in a Japanese court.

Law stated - 29 September 2025

Commercial versus residential property

10 [How do the laws in your jurisdiction regarding real estate ownership, tenancy
and financing, or the enforcement of those interests in real estate, differ between
commercial and residential properties?

Generally, there is no difference between commercial and residential properties with regard
to real estate ownership, tenancy and financing, or the enforcement of those real estate
interests.

Law stated - 29 September 2025
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Planning and land use

11 |How does your jurisdiction control or limit development, construction, or use of real
estate or protect existing structures? Is there a planning process or zoning regime in

place for real estate?

The City Planning Act generally provides for rules on the use of the land. This law
categorises the land into various zones and requires permits for certain developments of
the land in certain zones, and provides certain limitations on the use of the land and on
the buildings that can be built in each zone. Further, the Building Standards Act generally
provides detailed rules on the buildings that can be constructed.

Generally, local governments have the authority over the planning and zoning for real estate
development, and the local governments set the rules for allowing for deviation from the
default rules. Buildings not in compliance with planning or zoning requirements are illegal
and are subject to receiving orders from the local government, such as to rebuild, renovate,
or remove the building, or suspend or limit the use of the building, in addition to potentially
being required to pay fines.

There are more laws that regulate and control matters that relate to real estate. Advice from
lawyers or real estate agents should be sought for additional details.

Law stated - 29 September 2025

Government appropriation of real estate

12 | Does your jurisdiction have a legal regime for compulsory purchase or condemnation
of real estate? Do owners, tenants and lenders receive compensation for a
compulsory appropriation?

The Expropriation of Land Act provides rules regarding the compulsory purchase of real
estate by the government, municipal governments and other authorities. Generally, a
person who is expropriated of its rights, including the owners and tenants of the real estate
and lenders with certain security rights over the real estate, will receive compensation.
The valuation of the interests and the allocation of the compensation are determined by
the expropriation commission.

Law stated - 29 September 2025

Forfeiture

13 | Are there any circumstances when real estate can be forfeited to or seized by the
government for illegal activities or for any other legal reason without compensation?

A court may order the forfeit of real estate that it is related to, or the subject of, illegal
activities.

Law stated - 29 September 2025
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Bankruptcy and insolvency

14 | Briefly describe the bankruptcy and insolvency system in your jurisdiction.

There are several types of bankruptcy or insolvency proceedings in Japan. Bankruptcy and
insolvency proceedings can be commenced either voluntarily or involuntarily. In the case of
bankruptcy proceedings, generally, a bankruptcy trustee will be appointed. Although there
is no automatic stay upon the filing of an application for bankruptcy in Japan, upon such
filing, the bankruptcy court will normally issue a preliminary court order staying execution
against the assets of the bankrupt borrower. Thereafter, once a bankruptcy proceeding has
officially commenced, a stay against such execution will come into effect. Upon a seller’s
bankruptcy or insolvency, the seller’s fraudulent conveyance can be voided (even if it is
implemented before the bankruptcy) under certain statutory conditions.

Law stated - 29 September 2025

INVESTMENT VEHICLES

Investment entities

15 | What legal forms can investment entities take in your jurisdiction? Which entities
are not required to pay tax for transactions that pass through them (pass-through
entities) and what entities best shield ultimate owners from liability?

Various legal entities are used in real property transactions in Japan. Incorporated entities,
such as joint-stock companies (KKs), limited liability companies (GKs) and specified
purpose companies or tokutei mokuteki kaisha (TMKs), which provide limited liability to
their shareholders, are the most common. Foreign corporations are also recognised and
can be used as investment entities by first registering a branch office in Japan.

To achieve pass-through tax treatment, a silent partnership (TK) is commonly used. A TK
is a two-party contractual arrangement between an operator (TK operator) and an investor
(TK investor), pursuant to which the profits and losses of the silent partnership business
(TK business) receive pass-through tax treatment in accordance with the TK agreement.

In addition, a TMK can constitute a tax pass-through entity (although only with respect
to profits), if it satisfies certain criteria. Foreign investors generally prefer the TMK
arrangement, as it is believed that Japan’s tax authorities are less likely to challenge the
legitimacy of a TMK’s pass-through tax treatment.

In the case of the TK arrangement, there exists a possibility that the Japanese tax
authorities may challenge the pass-through tax treatment by re-characterising the TK as
an ordinary partnership arrangement, which would result in the foreign investor being
deemed to have a permanent establishment in Japan, thereby resulting in more taxes
being imposed on the foreign investor. A tax specialist should be consulted for details on
the application of Japanese tax on these investment structures.
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Shareholders of KKs, GKs and TMKs have limited liability. Furthermore, a TK investor will
have limited liability with respect to the TK’s business conducted by the TK operator.

Among these alternatives, the TK arrangement may have a slight disadvantage in light of
the possibility of being re-characterised as an ordinary partnership arrangement, which
would result in the loss of limited liability.

Law stated - 29 September 2025

Foreign investors

16 | What forms of entity do foreign investors customarily use in your jurisdiction?

TK and TMK investment structures are commonly used by foreign investors.

Law stated - 29 September 2025

Organisational formalities

17 |What are the organisational formalities for creating and maintaining the above
entities? What requirements does your jurisdiction impose on a foreign entity? Does
failure to comply incur monetary or other penalties? What are the tax consequences
for a foreign investor in the use of any particular type of entity, and which type is
most advantageous?

Roughly speaking, most forms of incorporated entities can be incorporated with
nominal capital and relatively simple documentation (such as articles of incorporation),
accompanied by registration in the corporate registry, and maintained without any further
formalities. A foreign entity operating its business continuously in Japan is required
to register at least one individual to act as its representative in Japan, and of its
representatives, at least one must reside in Japan.

Corporate taxation of Japanese corporate entities and of branch offices of foreign
companies is basically the same, except for the special tax pass-through arrangements
mentioned above (those for TKs and TMKSs).

Law stated - 29 September 2025

ACQUISITIONS AND LEASES
Ownership and occupancy

18 | Describe the various categories of legal ownership, leasehold or other occupancy

interests in real estate customarily used and recognised in your jurisdiction.

Ownership (absolute interest similar to fee simple interest) is the primary right in real
estate. The holder of the ownership right will have the right to dispose of and use the real
estate. Land and buildings are construed as separate, different types of real estate, and
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ownership of the land and ownership of buildings constructed on that land can be dealt
with independently.

Generally, there is no other type of ownership interest (such as leasehold rights given
by the government for a limited time period) for real estate. Ownership interests can
be transferred by contract and there is no requirement on the formality of the transfer
instrument; theoretically, it can be transferred by oral agreement, although that is not typical
for real estate transactions.

Co-ownership is the typical way to allow real estate to be owned by more than one person.
The right of the co-owner extends to the entire real estate and not only to part of it.

In order to allow a parcel of land to be owned by more than one person without using
co-ownership, the parcel of land can be subdivided into more than one lot and each person
can become the owner of a particular lot of the land.

In order to allow a building to be owned by more than one person without using
co-ownership, the owners can subdivide one building into condominium units (by satisfying
certain conditions that each condominium unit will have certain independence from the
others).

The typical way to provide a right to use the land or building is through a lease, which can
be created by a contract. Generally, there is no requirement regarding the formality of the
lease contract except for certain types of leases that provide for fixed terms. A master lease
structure is commonly used.

Generally, other types of benefits to, and burdens on, real estate are created by contract
with the owner of the real estate.

Law stated - 29 September 2025

Pre-contract

19 | What are the typical pre-contractual steps?

With regard to the sale of real property of substantial value (typically, ¥100 million or more),
it is common for the potential purchaser to submit a letter of intent to the seller before
undertaking a comprehensive due diligence investigation and it is not common for the seller
and potential purchaser to engage in negotiations over the term sheet for the contract of
sale. Whether such letter of intent is binding will depend on its provisions. A letter of intent
that is intended to be non-binding should expressly state that it is non-binding to ensure
that a court will interpret it as such.

Customarily, sellers used to be reluctant to explicitly agree to take the subject property off
the market while negotiating a definitive contract of sale. However, recently it became more
common to give exclusivity and to take the property off the market before the execution of
a binding agreement.

It is common to have real estate brokers involved in sale and purchase transactions
with respect to real estate. Financing arrangements are generally handled by investment
managers or directly by one of the lenders acting as an arranger. Real estate brokers are
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required to have a brokerage licence and are also required to have a certain number of
employees, each of whom must be licensed brokers. There is a cap on the commission
for real estate brokers. Real estate brokers are required to provide to related parties
certain documents, such as those outlining or explaining important matters with respect
to transactions.

Law stated - 29 September 2025

Contract of sale

20 | What are typical provisions in a contract of sale?

A contract of sale typically includes a description of the real property to be sold, the sale
price, date of closing and a contract non-conformity liability.

A typical contract of sale for commercial real property additionally includes seller’s
representations and warranties, closing conditions and seller’s covenants.

In real property sale and purchase transactions, it is not unusual to require a 10 per
cent to 20 per cent deposit at the time the contract is entered into. Generally, no escrow
arrangement is used. The deposit will be forfeited if the purchaser cancels the transaction
without cause, and the deposit will be returned and an amount equal to the amount of the
deposit will be paid by the seller to the purchaser if the transaction is cancelled by the seller
without cause.

Under Japanese law, it is difficult to obtain irrefutable evidence of good title to property.
Rights over real property must be registered with the real estate registry to be perfected;
however, while the register can serve as strong evidence of the existence of such registered
rights, it does not serve as conclusive evidence. Accordingly, a purchaser will have to rely
on the representations and warranties of the seller as to the quality of title to the conveyed
property. The cost of the search of the real estate registry is borne by the purchaser, unless
otherwise agreed.

Law stated - 29 September 2025

Environmental clean-up

21 | Who takes responsibility for a future environmental clean-up? Are clauses regarding
long-term environmental liability and indemnity that survive the term of a contract
common? What are typical general covenants? What remedies do the seller and
buyer have for breach?

The owner of contaminated land may be ordered by the relevant government authority to
take appropriate measures to avoid any harm being caused to the neighbourhood by such
contamination. When purchasing commercial real property, it is common for the purchaser
to commission an environmental survey of the land and, generally, the cost of this survey
will be borne by the purchaser. If any contamination is found as a result of the survey,
generally the seller will be responsible for the clean-up of such contamination.
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Although it is common for commercial real property contracts of sale to contain
representations regarding environmental matters, it is not common for future purchasers of
the subject land to rely on representations made in past contracts of sale. In some cases,
the purchaser is willing to rely on the results of the environmental survey and purchase the
land on an as-is basis. In such cases, the seller will not be responsible for any contamination
clean-up.

Clauses regarding long-term environmental liability and indemnity that survive the term of a
contract are not common in Japan. Exceptions exist in the case of real estate securitisation
contracts and other commercial deals in which comprehensive and detailed environmental
representation and warranty provisions and contract non-conformity liability provisions
that survive for a certain time after the closing may be commonly found. Japanese law
does, however, provide for a post-closing statutory contract non-conformity liability, which,
although not mandatory and waivable by agreement under certain circumstances, is
generally understood to cover environmental problems discovered after the closing.

If any environmental defect is discovered on a target real estate before the execution
of a real estate sales contract, a purchaser usually requires a seller’s covenant to cure
that environmental defect before or after the closing, noting completion thereof as one
of the closing conditions, or by setting that covenant as a post-closing obligation of
the seller. Alternatively, a purchaser may require a price discount for the real estate,
taking into consideration the environmental risks resulting therefrom while accepting that
environmental defect.

In the case of a breach of a contractual covenant by a party, the non-breaching party may
assert a claim for damages, and also apply for compulsory enforcement of the breaching
party’s obligation to the court, such as the delivery of possession of the subject property
(or alternatively, terminate the contract of sale).

Law stated - 29 September 2025

Lease covenants and representation

22 | What are typical representations made by sellers of property regarding existing
leases? What are typical covenants made by sellers of property concerning leases
between contract date and closing date? Do they cover brokerage agreements and
do they survive after property sale is completed? Are estoppel certificates from
tenants customarily required as a condition to the obligation of the buyer to close
under a contract of sale?

Typical representations made by sellers of real property regarding existing leases relate
to, among other things:

 the major terms of such leases (eg, the term of each lease and the rent, common
area charges and security deposits payable thereunder);

« the existence or non-existence of any default under such leases;
« the existence or non-existence of tenants experiencing financial difficulties;

« the existence or non-existence of tenants of an antisocial nature;
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the existence or non-existence of any disposal of rights under such leases (eg, the
creation of pledge over the right to demand the return of the security deposit); and

+ the existence or non-existence of any requests by a tenant to reduce its rent or any
other disputes with the tenants.

For major leases, it is typical for the seller to covenant to not take any action in relation to
such a lease between the contract date and the closing date without the prior consent
of the purchaser. However, for minor leases, such as lease agreements for residential
condominiums, such a covenant from the seller is not usually provided, as it is typical to
leave matters concerning the operation of the property to the seller until the closing date,
as long as the property is operated in the ordinary course of business.

Generally, representations and covenants do not cover brokerage agreements.
Lease representations and covenants generally do not survive after the closing of the sale.

Estoppel certificates from tenants are not customarily required as a condition to the
obligation of the buyer to close under a contract of sale.

Law stated - 29 September 2025

Leases and real estate security instruments

23 | Is a lease generally subordinate to a security instrument pursuant to the provisions
of the lease? What are the legal consequences of a lease being superior in priority to
a security instrument upon foreclosure? Do lenders typically require subordination
and non-disturbance agreements from tenants? Are ground (or head) leases treated
differently from other commercial leases?

Generally, a lease agreement will not provide for its subordination with regard to security
instruments. Priority between a lease and a security instrument is determined according
to the chronological order of perfection of such right over the real property. Generally, the
perfection of a right over real property is done by registration in the real estate registry.

In addition to registration, a lease for land can be perfected where the lessee owns the
building that is located on the leased land and the ownership of the building is registered
in the real estate registry.

Further, the lease of a building, or a part of a building, can be perfected by delivering
possession of the leased premises to the lessee. Most leases are not registered and are
instead perfected using the latter alternative methods of perfection. If a lease has priority
over a security instrument, the lease will survive, and be unaffected by, the foreclosure
of the security instrument. It is not typical for a lender to require subordination and
non-disturbance agreements from a lessee. Generally, the business practices related to
real estate leases and the statutes and legal framework to be applied to real estate leases
are largely different from other commercial leases of movable assets.

Law stated - 29 September 2025

Real Estate 2026 | Japan Explore on Lexology [



RETURN TO CONTENTS RETURN TO SUMMARY

Delivery of security deposits

24 | What steps are taken to ensure delivery of tenant security deposits to a buyer? How
common are security deposits under a lease? Do leases customarily have periodic

rent resets or reviews?

When ownership of real property is transferred to a buyer, all rights and obligations of the
lessor under a perfected lease that is held by the seller with respect to such real property
(including the obligation to return security deposits to the existing tenants) are in principle
transferred to the buyer without the consent of the tenants. For a buyer to ensure delivery
of all security deposits, it is common for the buyer to offset the amount of such tenants’
security deposits against the purchase price. Generally, security deposits are paid in cash,
not by a letter of credit. Under most leases, security deposits are required to secure the
tenant’s performance of its obligations, such as its obligation to pay rent. It is common for
residential leases to have a short term (one or two years) and to have rent reviews at the
end of the term. Various rent review methods are used in the case of commercial leases.

Law stated - 29 September 2025

Due diligence

25 | What due diligence should be conducted before executing a contract? Is any due
diligence customarily permitted or conducted after contract but before closing?
What is the typical method of title searches and are they customary? How and to
what extent may acquirers protect themselves against bad title? Discuss the priority
among the various interests in the estate. Is it customary to obtain government
confirmation, a zoning report or legal opinion regarding legal use and occupancy?

For large-scale real estate transactions, it is common to have an engineering company
review the legality of the structure, use and occupancy of the relevant real estate and,
further, to have a law firm perform a legal due diligence investigation. Due diligence is
generally completed prior to the execution of the contract.

As mentioned above, for a purchaser to perfect its ownership as against third parties, the
transfer of ownership must be registered with the real estate registry. Although registration
is not conclusive evidence of ownership, it is generally understood that the real estate
registry serves as strong evidence of ownership. To perform a title search in Japan, one
will typically order and examine a certified copy of the real estate registry. It is common to
use the services of a real estate broker or a lawyer to assist in this. There is no practice to
use title insurance, legal title opinion or indemnity funds.

Japan provides ‘statutory priority’ for recorded documents at the real estate registries
(which are prepared for each of the real estate lots managed by governmental registration
offices) in the sense that the real estate registry is based upon a ‘race’ registration system
(ie, first in time, first in right priority), irrespective of the signing date of contracts between
the parties. This priority system, which relies on the real estate registry, applies to the order
of priorities of various other interests with regard to real estate.
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It is not customary to obtain government confirmation, a zoning report or a legal opinion
regarding legal use and occupancy, which generally will be reviewed by an engineering
company, as mentioned above.

Law stated - 29 September 2025

Structural and environmental reviews

26 |Is it customary to arrange an engineering or environmental review? What are the
typical requirements of such reviews? Is it customary to get representations or an
indemnity? Is environmental insurance available?

It is common to arrange for an engineering and environmental review when acquiring
high-value real property (typically, ¥1 billion or more), especially in the context of a
securitisation transaction. An engineering review will typically cover such matters as
legal compliance with national and local codes and regulations related to building,
construction and fire prevention, structural integrity, asbestos, soil contamination and other
environmental matters, as well as other physical conditions of the building.

When acquiring high-value real property, it is customary to obtain representations,
warranties and indemnities in relation to legal compliance with applicable laws and
regulations, engineering and environmental matters. It is extremely rare to purchase
environmental insurance.

Law stated - 29 September 2025

Review of leases

27 [ Do lawyers usually review leases or are they reviewed on the business side? What
are the lease issues you point out to your clients?

It is common practice to have lawyers review leases in securitisation transactions or in
important commercial lease transactions.

The Act on Land and Building Leases is favourable to lessees. For example, under this Act,
subject to certain exceptions, a lessor is not permitted to refuse a lessee’s request for lease
term renewal unless the lessor can demonstrate a justifiable reason for its refusal (under
Japanese case law, the concept of fjustifiable reason’ has been construed quite narrowly);
and notwithstanding the express terms of its lease agreement, a lessee may, in principle,
seek a court order reducing its lease rent (if it is unreasonably high), even in the middle
of a current lease term. Disputes relating to commercial leases are not unusual. A lender
will typically not object to a lease having priority over its mortgage; however, it is extremely
unusual for a lender to permit a property management agreement or other management
agreements to have priority over its mortgage.

Law stated - 29 September 2025
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Other agreements

28 | What other agreements does a lawyer customarily review?

In commercial property transactions, in addition to the real property contract of sale itself,
it is customary for lawyers to review a variety of other transaction-related documents,
including the following:

+ a certified copy of the real estate registry;
» brokerage agreements;

* trust agreements (where the transaction will be accomplished by way of a transfer
of real estate trust beneficiary interest);

+ asset management agreements (where the purchaser is a special purpose vehicle
requiring asset management services);

« silent partnership (TK) agreements (where equity investments to the purchaser are
to be implemented through TK investments);

» property management agreements and other service agreements; and

« debt financing-related agreements, if applicable.

A judicial scrivener usually drafts documents necessary for registering the transfer of title
upon closure of a sale.

Law stated - 29 September 2025

Closing preparations

29 | How does a lawyer customarily prepare for a closing of an acquisition, leasing or
financing?

Lawyers are involved in closing high-value commercial real property transactions (including
acquisition, leasing and financing transactions). In the case of a hard asset conveyance,
the principal closing deliverables will be the following:

* a purchase and sale agreement;

» asset management agreements (where the purchaser is a special purpose vehicle
requiring asset management services);

» TK agreements (where equity investments to the purchaser are to be implemented
through TK investments);

« property management agreements and other service agreements;
« the debt financing-related agreements, if applicable;

+ a property risk report — a statutorily required report from the seller to the purchaser
explaining the material risks in relation to the target property;
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those required for registering the transfer of real property ownership (eg,
documented proof of the seller's ownership of the subject property, possibly in the
form of an officially stamped application for registration when the seller obtained
ownership to the subject property); and

» powers of attorney from both the seller and the purchaser.

In the case of a transfer in the form of a real estate trust beneficiary interest, trust
agreements and written consent from the trustee with a certified date stamp from a notary
public will be the principal closing document.

In a typical lease transaction, a lease agreement and a property risk report are delivered. A
typical real estate securitisation transaction could involve more than 100 closing documents
(including lease documents, equity investor sponsor letters and borrower counsel’s legal
opinions).

Japanese parties usually use corporate seals to execute documents, with confirmation
of due corporate authorisation being accomplished through confirmation that the proper
corporate seal has been used.

As a debt finance advancement is usually necessary for sourcing a part of the real estate
purchase price, and a lender or other debt finance provider always requires immediate
perfection of its security interest over the purchased real estate upon advancement of its
loan, the timing of the closing and funding must normally be simultaneous.

The contract and closing of acquisition sometimes occur on the same date, but it depends
on the case. The typical period between the contract and closing is one month, due
to debt financing arrangements, preparations for acquisition and debt financing closing
documents, etc.

Law stated - 29 September 2025

Closing formalities

30 |Is the closing of the transfer, leasing or financing done in person with all parties
present? Is it necessary for any agency or representative of the government or
specially licensed agent to be in attendance to approve or verify and confirm the
transaction?

Typically, a closing meeting for the transfer is held at the office of the purchaser’s lender
that is offering debt financing for part of the real estate acquisition price. At the meeting,
the relevant parties and their respective legal counsel and a judicial scrivener confirm the
various acquisition and debt financing closing documents. The parties are typically the
following:

« the seller;

« the seller’s lender;

« the purchaser;

« the purchaser’s lender; and

+ a trust bank representative (in a real estate trust beneficiary interest transaction).
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After the confirmation of the closing documents, the purchase payment is wired from the
purchaser’s bank account to the seller's bank account. Then, documents for registering
the cancellation of the security interests of the seller's lender and for registering the real
estate title transfer to the purchaser are released to the purchaser. Application documents
for those registrations as well as application documents for the registration of the security
interests of the purchaser’s lender are immediately filed with the relevant governmental
office managing the real estate registry. Registration taxes levied on those registrations
must be paid at the time of the registration applications.

Law stated - 29 September 2025

Contract breach

31 | What are the remedies for breach of a contract to sell or finance real estate?

In the case of a seller’'s breach of the contract, a purchaser is entitled to request a court
order for specific action (ie, an order to deliver the real estate title to the purchaser and to
register the title transfer to the purchaser). In this case, the purchaser is entitled to claim
for damages and, instead of a specific action, to terminate the contract.

In the case of a purchaser’s breach of contract, the seller is entitled to claim payment of
the purchase price or terminate the contract, claim for damages and, if there is a down
payment, the seller may or may not retain it depending on the terms and conditions with
regard to the down payment in the sale and purchase agreement.

In the case of a borrower’s material breach of the debt finance documents (including the
borrower’s misrepresentation or breach of any of its covenants under such documents), a
lender is typically entitled to perform the following:

« accelerate the maturity date of the debt;

« demand payment of default interest; and

+ exercise its foreclosure rights under the mortgage(s) over the underlying real estate.
In some instances, a contract provides a monetary penalty payable by the breaching party,

irrespective of the actual damage incurred by the non-breaching party. Japanese courts
generally respect those monetary penalty clauses.

Law stated - 29 September 2025

Breach of lease terms

32 | What remedies are available to tenants and landlords for breach of the terms of
the lease? Is there a customary procedure to evict a defaulting tenant and can a
tenant claim damages from a landlord? Do general contract or special real estate
rules apply? Are the remedies available to landlords different for commercial and
residential leases?
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Upon breach of the terms of the lease by the tenants or landlords, the non-breaching
landlords or tenants are entitled to claim for damages against the breaching tenants or
landlords. If the breach is material, the non-breaching party is even entitled to terminate
the lease. However, Japanese case law requires that the tenant’s material breach be
substantial enough to destroy the trust between the landlord and the tenant for the landlord
to terminate the lease for the tenant’s material breach.

In other words, Japanese courts tend to interpret landlords’ rights to terminate the lease
restrictively (irrespective of the wording of the contract) and are reluctant to affirm the
termination of leases due to minor breaches by tenants. For example, Japanese courts
tend to require two to three months’ worth of rent to be unpaid for a landlord to be able to
terminate the lease for the tenant’s failure to pay rent. The remedies available to landlords
are the same for commercial and residential leases.

Law stated - 29 September 2025

FINANCING

Secured lending

33 | Discuss the types of real estate security instruments available to lenders in your
jurisdiction. Who are the typical providers of real estate financing in your country?
Are there any restrictions on who may provide financing?

Typical security instruments available to lenders in Japan are mortgages and revolving
mortgages over real estate (in the case of hard asset transactions), and pledges over
real estate trust beneficiary interests (in the case of real estate trust beneficiary interest
transactions). Under these security instruments, the lenders are granted certain rights
similar to those rights held by holders of liens or charges. Historically, a defeasible
conveyance over real estate that has been affirmed under Japanese case law has
also been widely used for real estate security instruments. However, due to the lack of
detailed written rules regarding defeasible conveyances, there remains uncertainty in the
foreclosure, etc, of defeasible conveyances. At present, the above-mentioned statutorily
defined security instruments are more widely used.

Commercial banks and other licensed moneylenders are the typical finance providers for
real estate transactions.

Those who intend to lend money repeatedly must be registered under the Money Lending
Business Law. Furthermore, in the case of the use of tokutei mokuteki kaisha (TMKs),
there are certain limitations on finance providers; however, generally, commercial banks
are qualified to act as finance providers to TMKs.

Law stated - 29 September 2025

Leasehold financing

34 | Is financing available for ground (or head) leases in your jurisdiction? How does the
financing differ from financing for land ownership transactions?
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In Japan, the rights of lessees to ground leases are generally well protected by the Act on
Land and Building Leases; therefore, it is standard for financial institutions to grant debt
financing to borrowers that are secured by mortgages over buildings located on leasehold
land. Certainly, a ground lessee’s transfer of its rights, interest and position in and under
a ground lease typically requires consent from the landowner (ie, the lessor of the ground
lease), and the landowner usually requires payment of a fee for such consent, or may even
refuse to give such consent. This can be a hurdle for the financial institution to overcome
when it seeks to exercise its foreclosure rights under the mortgage over the building with
the ground lease.

However, in such a case, under this Act, the financial institution may petition a court for an
order consenting to the transfer of the ground lessee’s rights, interest and position in and
under a ground lease, upon the foreclosure of such financial institution’s mortgage over
the building with the ground lease. The court will usually issue such an order, subject to
the payment of a certain amount, as a consent fee, to the landowner. Thus, this landowner
consent requirement is not an insurmountable hurdle to prevent debt financing secured by
mortgages over buildings located on leasehold land.

As long as the ground lease is subject to this Act and has the minimum term as provided
for in this statute, financing will generally be available. However, if the ground lease is a
lease that falls under some exceptions to the protection under this Act (such as a lease for
temporary use), financing will be unlikely available.

There are no specific lease provisions required in a ground lease to make it financeable.
Also, there is not a minimum term for a lease being financed or a shorter maximum term
for the financing in relation to such a lease.

Law stated - 29 September 2025

Form of security

35 | What is the method of creating and perfecting a security interest in real estate?

Mortgages and revolving mortgages are the typical methods for creating security interests
over real property. They are created by a contract and are perfected by registration in the
relevant real estate registry. In the case where the transaction is accomplished by way of
an acquisition of real estate trust beneficiary interests, a pledge is created by a contract
over the real estate trust beneficiary interests, and this pledge is perfected by way of written
consent of the trustee (with a certified date stamp by a notary public).

Law stated - 29 September 2025

Valuation

36 | Are third-party real estate appraisals required by lenders for their underwriting of
loans? Are there government or industry standards for appraisals? Must appraisers
have specific qualifications or required government or industry certifications? Who
is required to order the appraisal?
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Usually, lenders of real estate loans obtain third-party real estate appraisals to evaluate
the underlying real estate. This is absolutely necessary in the case of real estate
non-recourse loans (in Japan, real estate loans are generally recourse loans unless a
specific non-recourse carve-out clause is provided in a loan document), where lenders will
not have recourse to other assets of borrowers. There is a government standard for real
estate appraisals, and real estate appraisers must be licensed to provide official real estate
appraisals.

Law stated - 29 September 2025

Legal requirements

37 | What would be the ramifications of a lender from another jurisdiction making a loan
secured by collateral in your jurisdiction? What is the form of lien documents in your
jurisdiction? What other issues would you note for your clients?

The mere making of a loan secured by collateral situated in Japan will not trigger any
licensing requirements. However, a lender who makes loans as its business to residents of
Japan is considered to be engaging in the business of money-lending and is thus subject
to rules under the Money Lending Business Law and required to register thereunder as a
professional moneylender.

A mortgage or revolving mortgage is usually granted by execution of an agreement
between the lender and the borrower (who is the owner of the real property to be
mortgaged). Initial registration of a mortgage or a revolving mortgage is subject to a
substantial registration tax (basically 0.4 per cent of the amount of a secured loan in the
case of a mortgage, or of the maximum amount of loan secured in the case of a revolving
mortgage).

A mortgage is typically assignable without the consent of the mortgagor or any other
mortgagees, and a revolving mortgage is typically assignable with the consent of the
mortgagor, but without the need for consent from any other mortgagees. The registration
tax rate for the transfer of a registered mortgage or revolving mortgage will usually be 0.2
per cent.

In the case of a pledge over a real estate trust beneficiary interest, no registration tax is
applicable because it can be perfected with the trustee’s consent without registration.

Separate from registration tax, stamp duties are applicable to loan and bond documents
signed by a borrower. However, the amount of stamp duties is small in comparison with
the amount of registration tax and should not affect the lender’s choice of a debt financing
structure.

Law stated - 29 September 2025

Loan interest rates

38‘
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How are interest rates on commercial and high-value property loans commonly set?
What rate of interest is legally impermissible in your jurisdiction and what are the
consequences if a loan exceeds the legally permissible rate?

Reference to the Tokyo Interbank Offered Rate (TIBOR) to determine a floating loan’s
interest rate is common. Interest rates established as a spread amount over TIBOR or
central bank interest rate indexes are essentially enforceable in Japan. However, interest
rates exceeding 15 per cent per year (where the principal amount of the loan is ¥1 million
or more) are not enforceable. If a loan’s interest rate exceeds 109.5 per cent (20 per cent
in the case of a professional moneylender) per year, the lender will be subject to criminal
sanction. Fees and costs, irrespective of the names given to them, received by the lender
in relation to money lending are generally included as interest for the calculation of legally
permissible interest rates.

Law stated - 29 September 2025

Loan default and enforcement

39 | How are remedies against a debtor in default enforced in your jurisdiction? Is
one action sufficient to realise all types of collateral? What is the time frame for
foreclosure and in what circumstances can a lender bring a foreclosure proceeding?
Are there restrictions on the types of legal actions that may be brought by lenders?

Enforcement of a debtor’s obligations under a loan agreement can be made through judicial
proceedings. In the case of a mortgage or revolving mortgage, the loan collateral can be
foreclosed through judicial proceedings.

The loan agreement will typically specify what constitutes a ‘foreclosure event’, with default
of a material loan agreement obligation typically serving as an event of default, and then
grounds for loan acceleration and foreclosure. Although there will be some amount of
variation from case to case, typically it will take from several months to more than a year
to complete a mortgage or revolving mortgage foreclosure.

A separate foreclosure action must be brought on each type of collateral. Japan does not
have concepts similar to the ‘one-action’, ‘one at a time’ or ‘security first’ rules. Once a
lender’s claim has been satisfied through the foreclosure of its lien on collateral securing
the debtor’s obligations under the note, the lender is required to suspend all other actions
to collect on the said note, enforce obligations under a guarantee, or otherwise.

Law stated - 29 September 2025

Loan deficiency claims

40 | Are lenders entitled to recover a money judgment against the borrower or guarantor
for any deficiency between the outstanding loan balance and the amount recovered
in the foreclosure? Are there time limits on a lender seeking a deficiency judgment?
Are there any limitations on the amount or method of calculation of the deficiency?
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In Japan, real estate loans are generally recourse loans unless a specific non-recourse
carve-out clause is provided in the loan documents.

Lenders are generally entitled to recover (until the claim becomes unenforceable because
of the statute of limitations) any deficiency between the outstanding loan balance (and
permitted additions) and the amount recovered in the foreclosure from the borrower
or guarantor (if any), except in cases of non-recourse loans that explicitly provide a
non-recourse carve-out clause. In the case of recourse loans, upon default, lenders are
entitled either to foreclose the security instruments and recover the deficiency separately
from the borrower or guarantor, or to recover the full amount of payment owed by the
borrower or guarantor without foreclosure.

In the case of non-recourse loans, lenders are only entitled to foreclose the security
instruments and are not entitled to recover deficiencies that are not recovered in the
foreclosure.

Law stated - 29 September 2025

Protection of collateral

41 | What actions can a lender take to protect its collateral until it has possession of the
property?

Generally, the lender will not have possession of the property unless the security
agreement provides for the contractual right of the lender to obtain possession and make
a private sale. For the mortgagee to collect rent during a foreclosure, the mortgagee must
obtain a judicial order to appoint a receiver and have the receiver collect rent and distribute
the rent as dividends or obtain a judicial order for the attachment of rent and require that
the tenants of the mortgaged property pay their rent over to the mortgagee.

Law stated - 29 September 2025

Recourse

42 | May security documents provide for recourse to all of the assets of the borrower?
Is recourse typically limited to the collateral and does that have significance in
a bankruptcy or insolvency filing? Is personal recourse to guarantors limited to
actions such as bankruptcy filing, sale of the mortgaged or hypothecated property
or additional financing encumbering the mortgaged or hypothecated property or
ownership interests in the borrower?

Unless otherwise provided in the loan agreement, a lender will have recourse against
all the assets of the borrower. Recourse loan agreements are typical. There is basically
no difference between recourse and non-recourse security arrangements in a bankruptcy
filing. Typically, a lender’s recourse, as against a guarantor, will not be limited to an action
forcing the guarantor into bankruptcy, an action foreclosing on the mortgaged property, or
an action compelling the guarantor to obtain additional financing to protect said guarantor’s
interest in the mortgaged property or ownership interest in the borrower.
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Law stated - 29 September 2025

Cash management and reserves

43 |lIs it typical to require a cash management system and do lenders typically take
reserves? For what purposes are reserves usually required?

In the case of a non-recourse loan to a special purpose company, it is typical to require that
a cash management system be established pursuant to which the borrower must establish
and maintain reserves for various purposes (such as reserves for future interest payments,
tax payments, insurance payments, return of tenant security deposits (tenant security
deposits need to be returned to tenants upon the termination of the leases), and repair
and maintenance costs) and to require the borrower to open an account at a lender bank
to manage all cash flow of the borrower. It is relatively rare to require cash management
systems and reserves for other types of loans.

Law stated - 29 September 2025

Credit enhancements

44 | What other types of credit enhancements are common? What about forms of
guarantee?

It is relatively rare for a lender to obtain credit enhancements beyond mortgages and
other security arrangements mentioned in the answers above. Letters of credit, holdbacks
and guarantees are not common, especially in Japanese non-recourse real estate loan
transactions. On occasion, the equity sponsor to a special purpose company receiving a
non-recourse loan will provide a recourse carve-back guarantee letter (a ‘sponsor letter’)
to the lender with regard to ‘bad boy acts’. Such recourse carve-back guarantee letters
are generally considered enforceable. Use of completion guarantees in development
transactions is relatively rare except for a constructor’'s completion guarantee in a project
finance deal.

Law stated - 29 September 2025

Loan covenants

45 | What covenants are commonly required by the lender in loan documents?

In the case of a non-recourse loan, it is common to incorporate a set of covenants aimed
at protecting the lender. Such covenants may include the borrower’s obligation to maintain
its bankruptcy remoteness status, to effect loan repayments through a predesignated
cashflow waterfall and to refrain from taking on additional debt or selling or otherwise
disposing of the assets subject to the lender’s collateral. Covenants in a recourse loan
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arrangement (typically corporate loans) are much more limited in scope and number.
Covenants in loan documents are not generally different, depending on asset classes.

Law stated - 29 September 2025

Financial covenants

46 | What are typical financial covenants required by lenders?

In the case of a non-recourse loan, it is common to incorporate a set of financial covenants,
including loan-to-value ratio and debt service coverage ratio covenants. To effect such
financial covenants, it is common to require that the borrower submit financial reports and
update collateral appraisal reports periodically. The above-mentioned financial covenants
are relatively rare in a recourse loan.

Law stated - 29 September 2025

Secured movable (personal) property

47 | What are the requirements for creation and perfection of a security interest in
movable (personal) property? Is a ‘control’ agreement necessary to perfect a security
interest and, if so, what is required?

Typically, mortgages or revolving mortgages over real property (in the case of hard asset
financing transactions) and pledges over real property trust beneficiary interests (in the
case of trust beneficiary interest transactions) serve as the key security interests for
lenders. In addition to these key security interests, sometimes security interests in movable
(personal) property assets, such as pledges over furniture, fixtures and equipment and
other movable assets that are necessary or useful for real property operation are also
provided to the lender. Pledges over movables are perfected by the transfer of possession
to the lender or registration. No ‘control’ agreement is required for perfection.

Law stated - 29 September 2025

Single purpose entity (SPE)

48 | Do lenders require that each borrower be an SPE? What are the requirements to
create and maintain an SPE? Is there a concept of an independent director of SPEs
and, if so, what is the purpose? If the independent director is in place to prevent a
bankruptcy or insolvency filing, has the concept been upheld?

In the case of a non-recourse loan, the lender will usually require that a borrower be an
SPE. For this purpose, a limited liability company (GK) incorporated under the Companies
Act or a TMK incorporated under the Act on the Securitization of Assets is typically used.
The incorporation of these companies is neither difficult nor materially different from the
incorporation of the more standard forms of companies. However, in the case of a TMK,
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an asset liquidation plan must be submitted to the relevant local office of the Financial
Services Agency.

To achieve remoteness from the influence of a bankruptcy of equity sponsor and
asset manager, the non-recourse lender will commonly require the appointment of an
independent director as well as an independent shareholder for the SPE. Furthermore,
it is quite common for the non-recourse lender to require the independent director and
shareholder to submit a non-petition letter for the purpose of trying to preclude a bankruptcy
filing; however, the enforceability of such a non-petition letter is arguable and has not been
judicially tested in Japan.

Law stated - 29 September 2025

UPDATE AND TRENDS

International and national regulation

49 | Are there any emerging trends, international regulatory schemes, national
government or regulatory changes, or other hot topics in real estate regulation in
your jurisdiction?

The Act on Building Unit Ownership, etc. was amended on 23 May 2025 (effective 1 April
2026). The amendments aim to facilitate:

« the management of condominium buildings,
« the revitalisation of condominium buildings, and

« the revitalisation of condominium buildings damaged by disasters.

For example, under the current law, decisions at meetings of condominium owners
generally require a majority vote based on the total number of condominium owners and
their voting rights. Furthermore, in the resolution of the meeting, those who did not attend
the meeting and did not exercise their voting rights, as well as those whose whereabouts
are unknown, were treated as votes in opposition to the resolution. Therefore, in buildings
with many owners who did not attend the meeting or whose whereabouts are unknown, it
has been difficult to obtain the necessary majority approval for the resolution, which could
hinder the smooth management of the building. However, under the amended law, certain
types of resolutions (eg, (1) ordinary resolutions, (2) resolutions regarding changes to
common areas, and (3) resolutions regarding the establishment, amendment, or abolition
of bylaws) can be accomplished by majority vote among only attendees. This change is
expected to facilitate the smooth management of condominium buildings.

Furthermore, the current law includes a mechanism providing for reconstruction of
condominium buildings. However, a resolution for reconstruction requires the approval
of at least four-fifths of both the number of condominium owners and their voting rights
at a meeting of condominium owners. Since the resolution is subject to strict majority
requirements, it has been difficult to obtain the necessary approval. This has resulted in
the failure to carry out necessary reconstruction of ageing condominium buildings. Against
this background, even though the amended Act maintains the basic requirements for
rebuilding resolutions (absolute majority vote and majority ratio of 4:5, excluding owners
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without voting rights), it also provides for the relaxation of this minimum approval in certain
cases (the majority ratio of 3:4). The relaxation of resolution requirements for meetings of
condominium owners may make it easier to rebuild condominium buildings.

These changes are expected to promote the development and renovation of condominium
buildings, thereby promoting real estate transactions.

Law stated - 29 September 2025
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GENERAL
Legal system

1 | How would you explain your jurisdiction’s legal system to an investor?

The Portuguese legal system is based on civil law with written legislation as the main
source of law. Real estate laws apply to the entire country, with some regional variations
in Madeira and the Azores, and some local real estate taxes that vary by municipality.

Portuguese judges cannot create law but only interpret and apply it. Case law is merely a
complementary source of interpretation and application of the law as the rule of precedent
does not exist in Portugal.

The Civil Procedure Code provides for two types of interim remedies: specified (intended
to protect against a risk of injury specifically provided for and regulated by the law) and
common. The Civil Code and the Civil Procedure Code list the following types of evidence:

« admission;

documentary evidence;

expert evidence;

inspection;

witness evidence; and

presentation of movable or immovable objects.

Some types of contracts must be in writing but, depending on the subject matter, an oral
contract may be admitted.

Law stated - 31 October 2025

Land records

2 [Does your jurisdiction have a system for registration or recording of ownership,
leasehold and security interests in real estate? Must interests be registered or
recorded?

The Land Registry Offices are the public bodies responsible for the public system of
registration, which is essential to prove title over a property. Under the principle of priority
of registration, if there are multiple entries in the land register of incompatible rights over
the same property, the right that was registered first prevails. Ownership of a property is
transferred by a deed of sale and purchase, and not by registration. The transfer is subject
to mandatory registration at the Land Registry Office and this must be filed within two
months of the date of completion (a fine is due after that period). Failure to register means
the purchaser is not protected against third parties and cannot transfer the property. Leases
with a term higher than six years (and their transfers and subleases), except for rural leases,
are subject to registry. Mortgages must be registered to be valid.

Real Estate 2026 | Portugal Explore on Lexology [



RETURN TO CONTENTS RETURN TO SUMMARY

Law stated - 31 October 2025

Registration and recording

3 | What are the legal requirements for registration or recording conveyances, leases
and real estate security interests?

Only facts determining the constitution, recognition, transfer or other changes of in rem
rights over a property can be registered (eg, acquisitions, leases with a duration of more
than six years, mortgages, easements, horizontal property). Registration can be requested
in person, by courier or electronically through an active digital signature, either by the
interested party or by a lawyer, a notary or a paralegal. The application must contain all
the documents that entitle the act to be registered and these should observe all legal
formalities. Registration fees are established in the Regulation on Fees for Registries and
Notaries and are usually paid by the purchaser, except for cancellation of charges which
are paid by the seller.

Law stated - 31 October 2025

Foreign owners and tenants

4 | What are the requirements for non-resident entities and individuals to own or lease
real estate in your jurisdiction? What other factors should a foreign investor take into
account in considering an investment in your jurisdiction?

The acquisition or lease of a property in Portugal requires non-resident entities and
individuals (and where applicable, their spouse) to be registered with the Portuguese Tax
Authority and to obtain a taxpayer number (NIF). If the investor is not an EU resident, a
tax representative (resident taxpayer) must be appointed to interact with the Tax Authority
on the investor’s behalf. A declaration of the ultimate beneficial owner is also required for
legal entities.

Law stated - 31 October 2025

Exchange control

5 |If anon-resident invests in a property in your jurisdiction, are there exchange control
issues?

There are no exchange controls in Portugal and no currency restrictions on non-residents.
Residents and non-residents are free to hold deposits in any currency with Portuguese
banks. Companies and other investment vehicles in Portugal can also organise their books
and financial statements in a currency other than the euro (ie, in their functional currency).
In this case, parallel books and financial statements in euros must also be prepared and
organised.
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Law stated - 31 October 2025

Legal liability
6 | What types of liability does an owner or tenant of, or a lender on, real estate face?
Is there a standard of strict liability and can there be liability to subsequent owners
and tenants including foreclosing lenders? What about tort liability?

The owner/occupier must comply with legal requirements and do all necessary
maintenance, conservation and repair works provided under law or contractually agreed.
This includes urban planning and environmental requirements (such as, for instance, the
performance of actions for the prevention of rural wildfires and the adoption by employers
of measures to ensure that workers’ exposure to asbestos is reduced to a minimum and
not above the legal exposure limit).

Also, the owner/occupier is liable for any damage caused by the property to third parties,
unless it is proven that the owner/occupier was not at fault or that, even with due diligence,
the damage could not have been avoided.

In the case of defects in a property that appear within a five-year guarantee period from
the handover of the property, the seller may be liable to the purchaser and the contractor
can also be required to remedy any damage suffered by the owner or an acquiring third
party within the same guarantee period (in both situations, the guarantee period will be 10
years for structural defects in the case of consumers acquiring from, or contracting with,
professional entities).

The current owner will always be liable towards third parties and the authorities for any
illegal works done by a prior owner or prior tax debts attached to the property. However, if
a prior owner is responsible for the damage or infraction, the current owner has the right
of redress against them.

Within the context of sale of units in the condominium regime, the responsibility for the
existing debts is assessed according to the moment they should have been paid, except if
the buyer expressly waives a declaration to be issued by the condominium manager setting
out (1) the amount of all the condominium charges in force, specifying their nature, amounts
and payment deadlines; and (2) an indication of existing debts, their nature, amounts,
constitution dates and due dates. Also, the new owner is responsible for all condominium
charges, regardless of their nature, which fall due after the transfer of the unit.

In the case of contamination of soil and water lines, where there is no level of contamination
likely to be significant for human health, if it is not possible to hold the contaminating
operator liable, and the owner needs to carry out construction work involving the excavation
of contaminated soil, he or she must first license the soil remediation (decontamination)
work and perform it accordance to the licensed terms.

Law stated - 31 October 2025

Protection against liability
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7 | How can owners protect themselves from liability and what types of insurance can

they obtain?

In case of leased properties, owners may seek to transfer maintenance and other
obligations, including environmental- related issues, to the tenant. Owners can also
protect themselves from liability through insurance policies. In the case of assets in the
condominium regime, fire insurance is mandatory, both for the autonomous units and
the common parts. There are other mandatory civil liability insurance policies for certain
activities (eg, private healthcare units, labs and pharmacies, industrial activities with great
impact on the environment and on peoples' safety and health). Environmental insurance
policies are available on the market, even for operators who are not legally obliged to
contract them.

Some operators (depending on their activity) must set up one or more financial guarantees
that enable them to assume the environmental liability inherent to their activity, by taking
out insurance policies, obtaining bank guarantees, participating in environmental funds or
constituting own funds reserved for this purpose. The law does not define minimum insured
capital, so it should be obtained after a technical audit assessing the environmental risk. If
constituted through bank guarantees, the financial institution will be liable under the terms
established in the guarantee.

Law stated - 31 October 2025

Choice of law

8 | How is the governing law of a transaction involving properties in two jurisdictions
chosen? What are the conflict of laws rules in your jurisdiction? Are contractual
choice of law provisions enforceable?

The governing law must comply with Regulation (EC) No 593/2008 of the European
Parliament and of the Council. Under this Regulation, where a choice of law is made and
all other elements relevant to the situation are located in a country other than the country
whose law has been chosen, the choice of law should not prejudice the application of
provisions of the law of that country which cannot be derogated from by agreement. In
the case of a transaction or lease involving a property located in Portugal, Portuguese law
cannot be excluded.

Law stated - 31 October 2025

Jurisdiction

9 | Which courts or other tribunals have subject-matter jurisdiction over real estate
disputes? Which parties must be joined to a claim before it can proceed? What is
required for out-of-jurisdiction service? Must a party be qualified to do business in
your jurisdiction to enforce remedies in your jurisdiction?
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The courts that have subject-matter jurisdiction over real estate disputes are the common
judicial courts that deal with civil and criminal cases, with jurisdiction in all matters not
allocated to other judicial bodies. If the dispute involves the state or relates to potentially
public property, the administrative courts have jurisdiction. By agreement of the parties,
whether before or after a dispute arises, the dispute may be decided by an arbitral tribunal.

Regarding the parties that must be joined to the proceedings before it can proceed, it
should be noted that where the law or the legal act in question requires the participation
of all interested parties in the disputed legal relationship — or where such participation is
necessary for the decision to produce its normal and effective result — all such parties must
be joined in the proceedings, whether as plaintiffs or defendants. The absence of any of
these parties constitutes grounds for lack of standing.

In Portugal, service of process is generally effected by the court, either by registered
mail or electronically via the courts’ digital services platform, provided that companies are
registered there. In certain cases, service may also be requested through personal delivery
by a judicial officer or by the party’s lawyer. In all cases, service outside the Portuguese
jurisdiction must comply with any applicable conventions or treaties. A party does not have
to be qualified to do business in Portugal to be allowed to submit claims or enforce remedies
in the Portuguese courts.

Law stated - 31 October 2025

Commercial versus residential property

10 [How do the laws in your jurisdiction regarding real estate ownership, tenancy
and financing, or the enforcement of those interests in real estate, differ between
commercial and residential properties?

Ownership only differs regarding the warranties in the purchase of a property, as the period
for complaints about defects is longer for consumers. The urban leasing regime establishes
specific rules depending on whether the lease is for residential or non-residential purposes.
Specific regulations govern residential mortgages (loan to value with a maximum ratio of
90 per cent) and enforcement proceedings for family homes (special protection against
eviction).

Law stated - 31 October 2025

Planning and land use

11 |How does your jurisdiction control or limit development, construction, or use of real
estate or protect existing structures? Is there a planning process or zoning regime in
place for real estate?

Development, construction and the use of real estate must comply with the urban planning
legislation and all the administrative procedures regarding licensing and use permits.
These are based on the principle that urban development must comply with all relevant
plans governing the occupation, use and transformation of land. Territorial management
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instruments are divided into different levels: national, regional and municipal. In Portugal,
the Legal Framework of Urban Development and Construction (RJUE) and the General
Regulation of Urban Construction (RGEU) regulate the development, construction and use
of real estate. The municipal bodies are responsible for these administrative procedures,
including construction and use of buildings and division of land into separate plots.
Depending on the development, other public authorities could also be called on to give
binding opinions. Failure to comply with planning decisions or zoning requirements can lead
to fines, embargoes, prohibition on the use, demolition and compulsory works. Planning
or zoning decisions can be appealed to the administrative authority and the courts. At
the beginning of 2024, an amendment to the RJUE came into force which aimed to
increase the exemption of urban planning operations from these procedures and to shift
the responsibility for compliance with the legal requirements to private developers.

Law stated - 31 October 2025

Government appropriation of real estate

12 | Does your jurisdiction have a legal regime for compulsory purchase or condemnation
of real estate? Do owners, tenants and lenders receive compensation for a
compulsory appropriation?

Properties and the rights inherent to them may be subject to compulsory purchase or
condemnation for reasons of public utility under the powers, purposes or object of the
expropriating entity, upon contemporaneous payment of fair compensation under the
Portuguese Expropriation Code. When the need for expropriation arises from a public
calamity or from internal security or national defence requirements, the state or the public
authorities may take immediate administrative possession of the assets to meet the need
that determined their intervention, without any prior formality, following, without further
steps, the provisions of compensation established for litigious proceedings.

Law stated - 31 October 2025

Forfeiture

13 | Are there any circumstances when real estate can be forfeited to or seized by the
government for illegal activities or for any other legal reason without compensation?

Whenever there are situations that may put the safety or health of people at serious and
imminent risk, the public authorities may, as a matter of urgency and without hearing the
interested parties, order the immediate suspension of the activity and temporary closure
of the property, in whole or in part.

lllegal use of buildings can result in an order from the local authority to cease the use, and
if the order is not complied with, the occupants of the building or unit in question can be
ordered to evict without compensation.

Law stated - 31 October 2025
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Bankruptcy and insolvency

14 | Briefly describe the bankruptcy and insolvency system in your jurisdiction.

Under Portuguese law, insolvency is a process of universal execution whose purpose is
to satisfy the creditors through a recovery plan, under which measures may be approved,
including a haircut of principal and interest, and amendment of maturities or interest rates,
or, if not possible, through the liquidation of the insolvent debtor and the distribution of the
proceeds (if any) to the creditors.

As for outstanding rent or expenses, any creditor can submit a credit claim in the insolvency
proceedings, as a rule, within 30 days of publication of the insolvency declaration. Thus,
a lender’s claim would be a claim on the insolvency and would compete with the other
creditors’ claims, so it may be satisfied in whole or in part. Furthermore, the creditor would
be entitled to participate in the creditors’ meetings and have the right to vote on any plans
submitted.

In the event of the debtor’s insolvency, claims are ranked by their nature — secured (e.g.,
where secured by an in rem security over the insolvent’'s assets, such as a mortgage),
preferential, ordinary, and subordinated — and this hierarchy determines the order of priority
in which creditors are paid from the proceeds of the insolvent estate.

The Insolvency Code has special rules on lease agreements where the tenant is the
insolvent party.

Law stated - 31 October 2025

INVESTMENT VEHICLES

Investment entities

15 | What legal forms can investment entities take in your jurisdiction? Which entities
are not required to pay tax for transactions that pass through them (pass-through
entities) and what entities best shield ultimate owners from liability?

Investment entities can simply take on the form of a limited liability company (Lda) or a
public limited company (SA), both of which shield owners from liability and can be shaped
into real estate trading companies in their articles of association (thus benefiting from
a property transfer tax exemption on acquisition of properties for resale if all applicable
conditions are met). Branches of foreign entities can and must be established when
regularly doing business in Portugal. However, specific collective investment undertakings
(OICs) such as securities or real estate investment companies or funds as well as real
estate investment trusts, can also be established (these also shield ultimate owners from
liability). These are not pass-through entities but benefit from a specific tax regime under
which investment income, property income and capital gains are generally excluded from
the determination of the taxable income of the OIC. Moreover, the entities are exempt
from the municipal surcharge and state surcharge. Income earned by resident participants
(companies and individuals) from OICs is taxed in general terms, while property income
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distributed to non-residents is taxed by applying a withholding tax rate of 10 per cent. Other
income is exempt.

In contrast, income obtained through venture capital funds will only be taxed at the level
of the unit holders. Other possible forms of investment entities include joint ventures and
economic interest groups (ACESs) or unincorporated joint ventures (under a consortium or
profit-sharing arrangement).

Law stated - 31 October 2025

Foreign investors

16 | What forms of entity do foreign investors customarily use in your jurisdiction?

The most common forms used for doing business in Portugal are limited liability companies,
public limited companies or established branches of foreign entities. Other vehicles, such as
investment funds or investment companies, are also available, particularly for tax reasons,
although setting them up is more complicated and time-consuming, and the incorporation
and running costs are much higher. They are used in some cases of more complex
investment structures or when the aim is to raise money from other investors.

Law stated - 31 October 2025

Organisational formalities

17 | What are the organisational formalities for creating and maintaining the above
entities? What requirements does your jurisdiction impose on a foreign entity? Does
failure to comply incur monetary or other penalties? What are the tax consequences
for a foreign investor in the use of any particular type of entity, and which type is
most advantageous?

The equity capital of public limited companies by shares is of €50,000. They must initially
have a minimum of five shareholders (or one, if incorporated by a corporate entity).
Additional formalities will apply if the shareholders make contributions in kind.

For limited liability companies by quotas, the minimum initial share capital is €2 and a
minimum of two shareholders is required. The law also allows limited liability companies
to be formed by a sole quota-holder and the minimum initial amount of the share capital is
€1.

Public limited companies and limited liability companies by quotas must both be
incorporated by a deed of incorporation and registration with the Commercial Registry, and
a list with details of the ultimate beneficial owner(s) is required.

A SIGI must be incorporated as a public limited liability company with a minimum
share capital of €5,000,000 and maintain its registered office in Portugal. SIGls may
be newly incorporated by a sponsoring entity, by private placement or a public offering,
or they may be converted from other public limited liability companies or real estate
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collective investment schemes (real estate funds or companies). The tax rules for collective
investment schemes also apply to SIGls.

Law stated - 31 October 2025

ACQUISITIONS AND LEASES
Ownership and occupancy

18 | Describe the various categories of legal ownership, leasehold or other occupancy

interests in real estate customarily used and recognised in your jurisdiction.

Ownership in Portugal comprises the full and exclusive right of use, enjoyment and disposal
of the property, although fiduciary ownership of assets located abroad is also accepted in
the Madeira Free Trade Zone.

Co-ownership of property is also admissible, the law establishing particular provisions
regarding the use and management of the property by the co-owners.

Surface right allows for someone to build or maintain a construction on land owned by a
third party and can be settled perpetually or temporarily.

The usufruct right is also legally allowed and gives its holder the powers of use,
enjoyment and administration during an agreed period or lifetime. The law imposes the
sole requirement that the holder retains its form, substance and economic purpose.

The transfer or constitution of rights in rem (including ownership, surface right, usufruct and
easements) is normally made by contract (although in some cases they can be established
by will, adverse possession and other forms provided for by law) and completed by a public
deed executed before a notary, but it can also be executed by means of a certified private
agreement, signed in the presence of a lawyer or a paralegal.

A building or a set of functionally interconnected buildings may be subjected to the
‘horizontal property’ regime (division into units belonging to one or more owners) and to
condominium regulations. Cooperative ownership arrangements are also recognised.

The assignment of use of urban properties may be agreed by a lease agreement under
the Urban Leasing Law. The regime applicable to non-residential properties (such as retail,
industrial and offices) gives the parties more flexibility to negotiate the conditions of the
lease when compared to residential leases. To assign the use of non-residential properties,
services agreements (eg, if services are provided and not only the use of the premises is
assigned) or an atypical contract of use of shop agreement (eg, if the premises are in a
shopping centre or commercial complex and ancillary services are provided) can also be
considered.

Law stated - 31 October 2025

Pre-contract

19 | What are the typical pre-contractual steps?
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Typical pre-contractual steps include letters of intent, binding and/or non-binding offers,
memorandums of understanding or heads of terms. A reservation agreement to secure
the property for a specific period of time could be agreed, to complete the due diligence
process (property searches and research into and analysis of any relevant information)
and to further negotiate the transaction terms and conditions. To reserve a property, the
buyer may be asked to pay a specific amount. Parties should expressly agree whether the
reservation payment is refundable at the end of the reservation period if the transaction
does not go ahead or is converted into a deposit and initial part-payment of the price
if the parties agree to go ahead. Courts will not enforce non-binding agreements, but
pre-contractual responsibility based on the violation of good-faith principles is provided by
law and, in certain cases, attended by courts.

Brokers are usually involved in transactions, on behalf of each of the contracting parties.
The activity of brokers is regulated in Portugal and all real estate agents must be licensed
by the Portuguese Real Estate Regulator (IMPIC). By law, real estate agency agreements
must be executed in writing and include a minimum set of provisions. A broker cannot be
remunerated by both parties for the same transaction and the broker's commission can be
a fixed amount or a percentage of the property sale price.

Law stated - 31 October 2025

Contract of sale

20 | What are typical provisions in a contract of sale?

Whenever the conditions to complete the transaction are still to be met, the prospective
seller and buyer can sign a promissory contract for sale and purchase in which they
undertake to complete the transaction and set the terms and conditions for the transaction,
such as conditions precedent to the definitive agreement (eg, completion of works,
licensing, financing, due diligence, pre-emption rights to be notified, others). It is customary
for the buyer to be asked to pay a deposit which — according to market practice — varies
between 10 per cent and 20 per cent of the price. This payment is specifically regulated
under Portuguese law and works both as an initial payment on account of the price and, in
the event of a breach of contract, as a penalty for the defaulting party. If buyers default,
they lose their deposit and if sellers default, they must pay double the deposit to the
buyer. As a rule, this deposit is paid directly to the seller and not held in escrow by any
third party. Representations and warranties are normally based on the outcome of the
due diligence exercise and typically refer to the capacity of the parties and status of the
property (inexistence of liens and encumbrances, defects, judicial proceedings, claims,
debts, among others). Title to the property is evidenced by its land registry certificate, to
be provided by the seller. The seller is usually responsible for all expenses relating to the
cancellation of any charges over the property, taxes and mandatory contributions relating
to a moment prior to the transfer deed of the property. The seller usually also bears the risk
of loss until closing.

The definitive contract for sale and purchase is normally completed by a public deed
executed before a notary, who will guarantee compliance with the legal requirements for
the transaction to take place. Whenever there are any special arrangements desired by
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the parties or financing arrangements, they are governed in ancillary documents that are
annexed to the deed.

Law stated - 31 October 2025

Environmental clean-up

21 | Who takes responsibility for a future environmental clean-up? Are clauses regarding
long-term environmental liability and indemnity that survive the term of a contract
common? What are typical general covenants? What remedies do the seller and
buyer have for breach?

Environmental law is built on a logic of accountability, which determines the assumption, by
polluting agents, of the consequences of their actions and omissions on natural resources;
this is to say that environmental liability is attributed to the subject that caused the
damage. Specifically, in the case of environmental damage to soil and water (ie, soil
contamination which creates a significant risk to human health and adverse and significant
water contamination), as well as in situations where the contamination has caused damage
to third parties, remediation can be demanded for 30 years from whoever carries out the
activity subject to the environmental responsibility legal regime that produced the damage.
Notwithstanding, public authorities may intervene as a last resort if the operator does not
act accordingly or if it cannot be identified; also, in contamination situations that are not
considered environmental damage, if the current owner wishes to excavate contaminated
soil and the liable operator is not identified, the owner may have to take on the remediation
(decontamination) operations him or herself under the terms of a previous licence that was
obtained.

It is possible to use indemnities or other contractual agreements to transfer liability.
However, these types of contracts do not bind regulators, which, in the case of
environmental damage as defined by law, will always consider the party responsible for
the activity that harms the environment. The contracts might, however, have an influence
on the regulators, especially where the damaging activity continues and it may be difficult
to establish when the fact that caused the damage occurred and establish a causal link
with an operator.

Law stated - 31 October 2025

Lease covenants and representation

22 | What are typical representations made by sellers of property regarding existing
leases? What are typical covenants made by sellers of property concerning leases
between contract date and closing date? Do they cover brokerage agreements and
do they survive after property sale is completed? Are estoppel certificates from
tenants customarily required as a condition to the obligation of the buyer to close
under a contract of sale?

Promissory agreements typically include lease related representations and warranties (eg,
leases are being complied with; rent roll is accurate; no termination notices have been
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provided, etc) and covenants to be observed between signing and closing (eg, the seller
will not execute new leases or terminate or amend existing leases without the consent of
buyer; the seller will not execute any brokerage agreements for leases, etc).

Representations and warranties usually survive completion (time limits and cap
compensation amounts usually depending on the size of the transaction). Estoppel
certificates are not customary.

Law stated - 31 October 2025

Leases and real estate security instruments

23 |Is a lease generally subordinate to a security instrument pursuant to the provisions
of the lease? What are the legal consequences of a lease being superior in priority to
a security instrument upon foreclosure? Do lenders typically require subordination
and non-disturbance agreements from tenants? Are ground (or head) leases treated
differently from other commercial leases?

Security instruments, such as mortgages, are often created over real estate.

Recent court decisions determined that when a lease is completed over a property
subject (before or after the lease) to a security instrument, such lease will not prevent the
enforcement of the security instrument and will remain valid and in force in case of judicial
sale as a result of enforcement of the security instrument and/or of judicial sale occurring
within an insolvency proceeding.

Lenders usually require that upon the creation of security instruments the borrowers
undertake not to encumber the property without the lender’s prior consent. Lenders may
also subject their consent to the creation of an assignment of revenues mechanism,
according to which the rents under the lease are allocated to the payment of the debt.

The above applies to all type of leases.

Law stated - 31 October 2025

Delivery of security deposits

24 | What steps are taken to ensure delivery of tenant security deposits to a buyer? How
common are security deposits under a lease? Do leases customarily have periodic
rent resets or reviews?

In transfers of the property by the landlord, the new owner automatically assumes the
landlord’s position, with the terms of the lease in force between the tenant and the
new owner remaining unchanged (a formal assignment of the contractual position is not
required). Guarantees provided by the tenant to the prior owner or landlord remain in force
but must be assigned; if consent for the assignment is not foreseen, it must be previously
obtained. Security deposits — which are common both in commercial and residential leases
— are transferred to the buyer (via direct transfer or adjustment to the purchase price).
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Leases customarily have annual rent reviews (which is the subsidiary regime, if nothing
different is contractually set forth).

Law stated - 31 October 2025

Due diligence

25 | What due diligence should be conducted before executing a contract? Is any due
diligence customarily permitted or conducted after contract but before closing?
What is the typical method of title searches and are they customary? How and to
what extent may acquirers protect themselves against bad title? Discuss the priority
among the various interests in the estate. Is it customary to obtain government
confirmation, a zoning report or legal opinion regarding legal use and occupancy?

Buyers are advised to conduct technical, commercial, legal and other types of due diligence
to evaluate the status of the property, check the ownership title, licences and permits,
zoning parameters, pre-emption rights, tax debts and other charges (eg, condominium),
covenants and encumbrances (whether or not registered at the Land Registry Office),
lease and other use agreements, etc. Representations and warranties, specific indemnities
and conditions precedent to the transaction (eg, obtaining a licence or insurance, a registry
correction or a mortgage cancellation, etc) are normally based on the outcome of the due
diligence. Provisional registration at the Land Registry Office is also common in asset deals
to guarantee priority of the acquirer. In some cases, registry of the promissory agreement
itself (with erga omneseffects) is also required by the buyer. Depending on the amount of
the transaction, warranty and indemnity insurance may also be considered.

Law stated - 31 October 2025

Structural and environmental reviews

26 |Is it customary to arrange an engineering or environmental review? What are the
typical requirements of such reviews? Is it customary to get representations or an
indemnity? Is environmental insurance available?

A technical engineering or environmental due diligence or inspection may be performed
and can be important to check the quality of the construction and compliance with all
applicable legislation and regulations. Depending on the results of the inspection, the
parties may agree to a price reduction or partial price retention, and compensation in the
case of future sanctions (including fines) or obligation of proceeding to corrective actions
may also be agreed.

Environmental insurance or other financial guarantees are mandatory for certain activities,
but environmental insurance policies are available on the market, even for operators who
are not legally obliged to contract them.

Law stated - 31 October 2025
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Review of leases

27 [ Do lawyers usually review leases or are they reviewed on the business side? What

are the lease issues you point out to your clients?

Lease agreements are usually reviewed by lawyers, namely to check the title of the landlord
to assign the use of the premises, to ensure compliance with all the mandatory issues
(eg, use permits and energy certificates) and to review the provisions agreed between
the parties, such as those regarding the duration, termination, renewal, insurances,
guarantees, obligations concerning costs and works, and its conformity with the applicable
law. Duty of care agreements are usually requested by the financing banks.

Law stated - 31 October 2025

Other agreements

28 | What other agreements does a lawyer customarily review?

A lawyer customarily reviews the past acquisition deeds and all the agreements relating
to a property, such as brokerage, property management, development, construction,
architectural, services, maintenance, and loan agreements, as well as easements,
restrictive covenants, supply agreements, and guarantees associated with any of the
above.

Law stated - 31 October 2025

Closing preparations

29 [How does a lawyer customarily prepare for a closing of an acquisition, leasing or
financing?

The timing between the contract and closing depends on the agreed conditions precedent
(eg: naotification of entities entitled to a pre-emption right, obtaining financing, carrying out
repairs, property licensing, etc) and how long these take to be fulfilled. A down payment
is usually paid with the promissory contract and the remainder of the price on closing
(upon transfer of ownership). Normally, a closing checklist is organised by a lawyer to list
all steps and documents required — including documents to verify powers to represent
each party — identifying the party responsible for them, which helps the parties monitor the
closing deliverables. A typical list of deliverables contains all the documents pertaining to
the building such as licences, plans, certificates, original agreements and bank guarantees,
pre-emption right notices, payment receipts, etc.

Law stated - 31 October 2025

Closing formalities
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30 |Is the closing of the transfer, leasing or financing done in person with all parties
present? Is it necessary for any agency or representative of the government or
specially licensed agent to be in attendance to approve or verify and confirm the
transaction?

A contract for sale and purchase (asset deal) is normally completed by means of a
public deed executed before a notary, who will guarantee compliance with the legal
requirements and documents for the transaction to take place, these being, among others
that might apply, title to the property (land registry certificate), a tax certificate, an energy
certificate, an official document with the technical characteristics of the unit (if applicable),
tax payment receipts (stamp duty and property transfer tax (IMT)), pre-emption rights’
waivers, condominium charges certificate and a declaration of the Ultimate Beneficial
Owner. Nonetheless, the law provides that the definitive agreement can also be executed
as a certified private agreement, signed in the presence of a lawyer or a paralegal. As the
deed is always executed in Portuguese, non-Portuguese speaking parties should appoint
an independent translator. Whenever there are any special arrangements agreed by the
parties or financing arrangements, they are governed in ancillary documents that are
annexed to the deed. In 2022, a temporary legal regime applicable to the performance,
via videoconference, of authentic acts and authentication of private documents, including
sale and purchase of real estate deeds (through the Distance Services Platform) entered
into force. This new service ran until April 2024, after which its continuation should have
been evaluated. However, for the time being, it has not yet been renewed.

In a share deal, the shares are transferred by private agreement between the parties.
In certain cases, the acquisition of shares in public limited liability companies must be
notified to the company. It should also be notified to the tax authorities and regulatory
bodies. Acquisitions of quotas in private limited liability companies must be registered at
the Commercial Registry.

Timing between signing and closing depends on the context of each transaction, in
particular on the conditions precedent to be agreed between the parties.

Alease contract must be made in writing — without the need for the parties to sign in person
— and identify specific information such as the parties, premises, purpose (residential or
non-residential), the rent, use permit and energy certificate.

The closing of the financing transaction usually takes place simultaneously to the
underlying asset acquisition or share deal. This requires the presence in front of the
notary of representatives of the seller, buyer and lender in the closing, signing all the
relevant documentation on the same day to produce the effects of the acquisition and the
simultaneous creation of the relevant security in favour of the lender.

Law stated - 31 October 2025

Contract breach

31 | What are the remedies for breach of a contract to sell or finance real estate?
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Specific performance is a legal mechanism that allows a non-defaulting party to enforce
the completion of a promised sale in court. The mechanism can be used when all the
conditions for closing are met but the other party refuses to complete the transaction or
breaches the promissory agreement. If the court orders specific performance, it will have
the same effect as a deed of sale and purchase and the registration at the Land Registry
will be made on the basis of the court order.

The deposit (down payment) is specifically regulated under Portuguese law and works both
as an initial payment on account of the price and, in the event of a breach of contract,
as a penalty for the defaulting party. If a buyer defaults, it loses its deposit and if the
seller defaults, it must pay double the deposit to the buyer. In contrast to many other
jurisdictions, as a rule, this deposit is paid directly to the seller and not held in escrow
by any third party. Despite this general rule, the parties may agree on specific solutions to
secure the reimbursement of the deposit if the transaction is not completed, either due to a
breach of contract or for any other external reason, such as the exercise of any applicable
pre-emption rights.

Remedies for breach of a contract to finance real estate are usually connected to
the reinforcement of existing security to meet contractual ratios or restructuring of the
instalment plan so that a significant portion of the principal outstanding balance is paid
in a bullet payment at maturity.

Law stated - 31 October 2025

Breach of lease terms

32 | What remedies are available to tenants and landlords for breach of the terms of
the lease? Is there a customary procedure to evict a defaulting tenant and can a
tenant claim damages from a landlord? Do general contract or special real estate
rules apply? Are the remedies available to landlords different for commercial and
residential leases?

Either party may terminate the lease agreement whenever there is a breach which, due to
its gravity or consequences, renders the subsistence of the lease non-demandable to the
other party.

In addition, the applicable Portuguese lease regulations establish a non-exhaustive list
of cases of default justifying a landlord’s decision to terminate the lease contract. The
landlord’s termination must be declared judicially except when based on the tenant’s
opposition to works ordered by public authorities or on a delay equal or higher than three
months in the payment of the rent, charges, costs or expenses or delay for a period higher
than eight days, in the rent payment, for more than four times, in a row or interpolated, in
a period of 12 months with reference to each agreement.

In the case where a tenant does not vacate the premises after lease termination, the
landlord may resort to the Landlord and Tenant Desk (Balcdo do Arrendatdrio e do
Senhorio) to obtain eviction.

A landlord’s failure to perform works (if the landlord is obliged to do these works), when the
omission compromises the habitability of the leased premises and, in general, the suitability
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of the leased premises for the use provided for in the contract, constitutes a breach that
gives the tenant the right of termination.

Law stated - 31 October 2025

FINANCING

Secured lending

33 | Discuss the types of real estate security instruments available to lenders in your
jurisdiction. Who are the typical providers of real estate financing in your country?
Are there any restrictions on who may provide financing?

In Portugal, real estate projects are usually financed by security-backed financing, which
covers all stages of the property development (subject to the milestones and utilisation
conditions contractually agreed). Banks are the typical providers of real estate financing
in Portugal but direct lenders are increasingly starting to become significant players in the
market (notably under bond structures).

A facility agreement secured by a mortgage and additional security is the most common
financing and security method for real estate projects in Portugal. Securities usually
associated with property financing comprise mortgage of property, assignment of income,
pledge of shares or quotas, assignment of credits as security, pledge of bank accounts or
sureties.

A mortgage creditor is not entitled to benefit from a right of appropriation over of the
mortgaged assets under Portuguese law, as only judicial enforcement is permitted. Thus, a
mortgage is commonly combined with a pledge over the shares or quotas representing the
share capital of the borrower to enable the step-in of the lender. A pledge over shares might
benefit from the financial collateral regime which enables the lender to enforce the pledge
and the right of appropriation over the shares and benefits from an insolvency protection
regime which permits the enforcement of creditor's appropriation rights even in the context
of an insolvency of the collateral grantor. A commercial pledge over quotas can also include
appropriation rights but it does not benefit from the same insolvency protection regime.

The assignment of income arising from immovable assets (commonly, the rent) in favour
of the lender is also a typical security (it must also be registered at the Land Registry). A
similar security is the pledge of credits, which captures other types of credits not covered
by the assignment of income. In addition, a pledge of operational bank accounts (notably
for receivables) is also a typical security and subject to the financial collateral regime.

Law stated - 31 October 2025

Leasehold financing

34 |Is financing available for ground (or head) leases in your jurisdiction? How does the
financing differ from financing for land ownership transactions?
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The tenant’s interest in the lease is a mere contractual right that cannot be given as
collateral in favour of the lender. Thus, the common structure in Portugal for leasehold
financing is the one under which the bank acquires the real estate asset and then enters
into a financial leasing agreement with the lessee (with an option to buy for a residual
value).

Law stated - 31 October 2025

Form of security

35 | What is the method of creating and perfecting a security interest in real estate?

The creation of security interests over real estate assets located in Portugal is, under the
applicable conflict of laws rules, mandatorily governed by Portuguese law. But obligations
secured thereunder may be subject to foreign law.

Mortgages are created by means of a notarial deed, which is a contract made before a
notary public. However, to be fully valid and enforceable it must be registered at the Land
Registry.

The mortgage automatically covers all the fixtures incorporated in the property pursuant
to the exercise of construction rights. Together with the mortgage, incomes arising from
the real estate assets are usually assigned to the lender as security for the payment of the
financial obligations.

Law stated - 31 October 2025

Valuation

36 | Are third-party real estate appraisals required by lenders for their underwriting of
loans? Are there government or industry standards for appraisals? Must appraisers
have specific qualifications or required government or industry certifications? Who
is required to order the appraisal?

The appraisal of the immovable property must as a rule be done by real estate appraisers
registered with and regulated by the Portuguese Securities Exchange Commission.

The property valuation is a requirement for any mortgage credit agreement (subject to
particular rules on consumer mortgage credits) and might be requested by the lender or
borrower.

Law stated - 31 October 2025

Legal requirements

37 | What would be the ramifications of a lender from another jurisdiction making a loan
secured by collateral in your jurisdiction? What is the form of lien documents in your

jurisdiction? What other issues would you note for your clients?
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The provision of lending activities in Portugal is a licensed activity that may only be
conducted by entities with a local licence or benefiting from EU passport regime for credit
institutions. These requirements apply whether services are provided to consumers or
professional clients. Banco de Portugal oversees compliance with prudential and business
conduct rules.

In turn, providing collateral does not trigger any licensing requirements, governmental
permissions or any other restriction regardless of the lender's home state. Therefore, a
lender from another jurisdiction may have loans secured by Portuguese immovable or
moveable assets. However, there are certain assets (eg, those located in the public domain
or connected to public services) that cannot be pledged as collateral.

Mortgages are typically created by means of a notarial deed. Other connected security
agreements are also typically entered into before a notary, as such a document would be
an enforcement title and could be directly enforced.

Both the financing and the granting of collateral (if not granted and registered
simultaneously upon execution of the financing agreement) is subject to stamp duty at a
rate of 0.5 per cent or 0.6 per cent of the value of the financing or the secured obligations,
depending on whether the maturity is below or above five years.

Law stated - 31 October 2025

Loan interest rates

38 | How are interest rates on commercial and high-value property loans commonly set?
What rate of interest is legally impermissible in your jurisdiction and what are the
consequences if a loan exceeds the legally permissible rate?

Property loans can be contracted with a variable, fixed or mixed interest rate.

The reference interest rate generally corresponds to the EURIBOR, the most common
being EURIBOR at three, six and 12 months. EURIBOR replacement language is usually
included, but no replacement index is typically indicated. The spread is negotiated and
freely defined by the lender for each agreement, taking into account its cost of financing,
the borrower’s credit risk, the loan-to-value ratio and the security package. Fixed rates are
now more common due to the current interest rate hikes.

Real estate financing agreements granted by credit institutions are not subject to usury
limitations or other types of caps or limitations on interest rates. In the event of arrears,
credit institutions may charge default interest. Default interest is capped at a maximum
annual surcharge of 3 per cent, which is added to the compensatory interest rate. The
capitalisation of default interest is not permitted, except in the case of debt restructuring or
loan consolidation.

Law stated - 31 October 2025

Loan default and enforcement
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39 | How are remedies against a debtor in default enforced in your jurisdiction? Is
one action sufficient to realise all types of collateral? What is the time frame for
foreclosure and in what circumstances can a lender bring a foreclosure proceeding?
Are there restrictions on the types of legal actions that may be brought by lenders?

In the case of default of the secured obligation, the mortgage creditor cannot appropriate
the mortgaged asset and must initiate enforcement proceedings requesting a judicial sale.
Nevertheless, it will take priority over other creditors whose claims are not preferential or
who have no registered priority. In the enforced sale, assets are transferred free of any liens
and of any other real rights with no registration prior to any seizure, pledge or guarantee.

Enforcement to pay a fixed sum of money where the creditor’s claim is backed by a
mortgage depends firstly on the enforced obligation being certain, due, and net. Where the
mortgage creditor wishes to enforce mortgages constituted in its favour, the enforcement
action must be brought against the owners of the assets, even if these are not its debtors.

The mortgage creditor will also be entitled to sue the debtors in this enforcement. Thus,
where enforcement is brought by the mortgage creditor only against a third party owner of
the asset and if it is established that the mortgaged asset is insufficient, the creditor can
ask for the action to continue against the debtor to fully satisfy its claim. Any creditor may
obtain the suspension of the enforcement to prevent the payments by demonstrating that
the recovery of the company or the insolvency of the debtor was requested.

It is very difficult to define the average duration of enforcement proceedings, but, in our
experience, enforcement proceedings for the payment of a fixed sum of money, where the
creditor’s claims are secured by a mortgage, normally takes between 18 and 36 months
(longer if there are any appeals). This period also varies depending on which court has
territorial jurisdiction.

Law stated - 31 October 2025

Loan deficiency claims

40 | Are lenders entitled to recover a money judgment against the borrower or guarantor
for any deficiency between the outstanding loan balance and the amount recovered
in the foreclosure? Are there time limits on a lender seeking a deficiency judgment?
Are there any limitations on the amount or method of calculation of the deficiency?

Lenders are entitled to recover money judgments against borrowers or guarantors for
any deficiency between the outstanding loan balance and the amount recovered in the
foreclosure. There are no limitations on the amount or method of calculation of the
deficiency.

Law stated - 31 October 2025

Protection of collateral

41 [ What actions can a lender take to protect its collateral until it has possession of the
property?
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The purpose of a mortgage is to provide security for a loan against property, rather than
facilitating possession of the property. For this reason appropriation of the property in the
case of default is prohibited. The concepts of receivership and mortgagee in possession
are not recognised under Portuguese law.

A mortgage must be enforced in court. Therefore, creditors enforcing a mortgage can only
be paid from the proceeds of a forced sale of the mortgaged property and the debtor’s
other assets can only be pursued if the proceeds of sale are insufficient to pay the debt in
full. In enforcement, the property can be sold in several ways, such as sealed bids, private
negotiations and auctions. The creditor can also ask for the property asset to be handed
over directly to it.

During a foreclosure, a lender may solely collect rents with priority over the remaining
creditors in the enforcement proceedings, provided it has a security interest over the
rents (eg, a pledge, an assignment of income or even an assignment by way of security).
Otherwise, mortgages will not cover the rent arising from lease agreements over the
mortgaged property.

Despite the above, upon an event of default, there are no restrictions on the parties
agreeing that the outstanding balance should be repaid by way of deed in lieu of the
mortgaged property. If there is a financial pledge over the borrower’s shareholdings,
the lender may also obtain an effect similar to entering into possession of the property
in question. Under certain conditions the acquisition of the borrower’s shareholdings
by the financial pledge beneficiary is allowed and, consequently, so is the indirect
acquisition/control of the property.

Law stated - 31 October 2025

Recourse

42 | May security documents provide for recourse to all of the assets of the borrower?
Is recourse typically limited to the collateral and does that have significance in
a bankruptcy or insolvency filing? Is personal recourse to guarantors limited to
actions such as bankruptcy filing, sale of the mortgaged or hypothecated property
or additional financing encumbering the mortgaged or hypothecated property or
ownership interests in the borrower?

The creditor, usually the lending bank, can pursue the debtor’s other assets if its security
over the property is not sufficient to pay the debt. Consequently, the creditor will first enforce
the mortgage and if its claim is not satisfied. It can seek enforcement against the debtor’s
remaining assets. Ultimately, the creditor can file a petition for insolvency in the event the
remaining borrowers' assets are insufficient for the repayment of the outstanding debt.
Typically, the security documents do not make reference to having recourse to all assets
of the borrower, because this is the general rule under Portuguese civil law.

Law stated - 31 October 2025

Cash management and reserves
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43 |Is it typical to require a cash management system and do lenders typically take

reserves? For what purposes are reserves usually required?

It is common to find cash management clauses in property loan agreements. This is a
standard clause included by a lender in a loan agreement to restrict the borrower’s use of
income generated by the property secured by the loan, other than for approved purposes
(eg, permitted payments to permitted distributions to investors in the case where certain
financial covenants and project milestones are met).

Law stated - 31 October 2025

Credit enhancements

44 | What other types of credit enhancements are common? What about forms of
guarantee?

Real estate financing projects typically provide for guarantees and security to secure the
construction of the project until its completion. These are conceived by the parties to reach
the stage at which the project may start operating to generate revenues in the business-like
manner on which the project was based.

For example, utilisation requests made during the term of the loan agreement may depend
on achieving the milestones and the likelihood of complying with the works schedule by
completion (which is typically assessed by an external or independent appraiser). Interest
reserve or cash reserve accounts are also typical in financing agreements to develop real
estate projects.

Law stated - 31 October 2025

Loan covenants

45 | What covenants are commonly required by the lender in loan documents?

Covenants can be financial, meaning they pertain to some sort of financial requirement
(such as loan to value or debt service coverage ratio), or operational, meaning they pertain
to property operations. Alternatively, they can relate to the loan’s collateral.

An operational covenant relates to the day-to-day operations of a property and its aim is
to give the lender an early warning about any material deterioration in the performance
of the property or the borrower’s financial situation. Common examples include reporting
obligations (including material adverse changes) or meeting certain milestones.

Collateral covenants pertain to the collateral securing the loan. Common examples include
negative pledges or restrictions to disposals. The purpose of these types of collateral
covenants is to ensure the lender will continue to maintain its first position in the repayment
priority in the event of default.
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A borrower’s failure to meet these covenants is typically an event of default event under
the financing agreements (remedy periods are also typical).

Law stated - 31 October 2025

Financial covenants

46 | What are typical financial covenants required by lenders?

Property projects and developments usually have financial covenants in line with global
market practice (ie, focused on financial ratios), notably: loan-to-value ratios, interest
coverage ratios, net debt/EBITDA and debt-service coverage ratios.

Under real estate financing involving non-consumers, these financial covenants have
particular relevance as they could involve reinforcing security whenever the ratios fall
below what was agreed. In this event, if the borrower does not reinforce the collateral
following a lender’s request, this constitutes a default event. Therefore, the parties typically
give undertakings and reporting covenants (notably, the periodic provision of financial
statements and interim balance sheets or periodic real estate valuations) to ascertain
compliance with the above ratios.

Law stated - 31 October 2025

Secured movable (personal) property

47 | What are the requirements for creation and perfection of a security interest in
movable (personal) property? Is a ‘control’ agreement necessary to perfect a security
interest and, if so, what is required?

The concept of a security interest is very broad under Portuguese law. In relation to security
interests in movable property, the most common category of security is the pledge. This
may be created over tangible assets, such as equipment and machinery, or intangible
assets, such as accounts, equity interests, and insurance receivables in connection with the
project or development. Nonetheless, in real estate financing, the parties typically create
additional securities to strengthen the security package securing loans, notably, by way of
assignment of receivables, bank guarantees or sureties, etc.

Under the Portuguese Civil Code, a pledge corresponds to an in rem security which gives
creditors preferred payment status over other creditors, for the value of a specific movable
asset or amount of other credits or asset rights which cannot be mortgaged. While the
Portuguese Civil Code establishes that only the party that has the right to dispose of the
movable assets can create pledges over them (ie, the owner), a commercial pledge or
financial pledge (created over funds or securities), subject to certain requirements, grants
the creditor the right of appropriation over the security assets.

The concept of ‘control agreement’ is not common in Portugal, nor it is required to perfect
a pledge (or even a security interest). In effect, a symbolic transfer of possession is
considered by scholars and case law to be sufficient to perfect a pledge.
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Law stated - 31 October 2025

Single purpose entity (SPE)

48 | Do lenders require that each borrower be an SPE? What are the requirements to
create and maintain an SPE? Is there a concept of an independent director of SPEs
and, if so, what is the purpose? If the independent director is in place to prevent a
bankruptcy or insolvency filing, has the concept been upheld?

It is not a requirement under Portuguese law and in our experience lenders do not require
that each borrower be an SPE. However, this is market practice for certain real estate
developments to ring-fence the project and the pledge of shares or quotas representing
the borrower share capital in favour of the lenders.

Law stated - 31 October 2025

UPDATE AND TRENDS

International and national regulation

49 | Are there any emerging trends, international regulatory schemes, national
government or regulatory changes, or other hot topics in real estate regulation in
your jurisdiction?

Incorporated loan funds are already entering into initial borrowing transactions in the
Portuguese market. We estimate that these loan funds will become active players in the
real estate financing market, competing with the offer of traditional banks and diversifying
funding available to real estate projects.

In September 2025, the Portuguese Government announced its intention to approve a set
of measures with a view to increasing the supply of housing in Portugal, which are expected
to be submitted to Parliament by the end of the year. These include, among others,
tax incentives (notably a reduced rate of 6 per cent VAT for residential construction and
rehabilitation works, subject to specific sale price and rent caps, as well as the reduction
of income tax rates for leases at moderate prices and subsequent exemption of property
transfer tax and municipal tax), simplified and faster licensing and planning procedures
and more balanced leasing rules.

In terms of urban planning measures, the Government approved an amendment to
the Legal Framework of Territorial Management Instruments (RJIGT), allowing the
reclassification of rural land into urban land to be simplified. The aim was to increase
construction on these lands for housing purposes, mainly public, controlled-cost or
affordable rental housing. Furthermore, the deadline for municipal master plans to adapt
areas of urban development to rustic or urban land has expired. Consequently, the
legal framework provided for these areas is temporarily suspended upon the Regional
Coordination and Development Commission's determination.

The legal rent update coefficient for 2026 was set at 1,0224 (2.24 per cent).
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Sustainability remains a trend in 2025. In particular real estate players are concerned about
compliance with energy efficiency requirements, more efficient use of water, including the
use of recycled water for non-drinking purposes, waste reduction strategies and, in general,
the improvement of the environmental performance of real estate property transactions
and lease agreements.

A new electric mobility regime was approved by Decree-Law No. 93/2025, of 14 August,
to ensure more transparency regarding the energy prices charged by energy suppliers for
charging electric cars and to expand the charging network available to the users of electric
cars. The said regime is still pending further regulation, namely in respect of the real estate
infrastructures required for charging electric cars, currently being under public consultation.

As regards contamination of soils, a new EU Directive on soil monitoring and resilience (Soil
Monitoring Law) was approved by the EU Parliament on 23 October 2025. The Directive
will enter into force 20 days after its publication, and member states will have three years
to comply with it. The Soil Monitoring Law requires member states to delineate soil districts
and soil units based on soil type, land use, and climatic conditions, for the purpose of soil
health and land take monitoring actions. Member states must also define sustainable soil
management practices and identify those that should be avoided. Furthermore, a digital
portal on soil health shall be created by the Commission and the European Environment
Agency, and member states must establish a public register of contaminated sites and
potentially contaminated sites.

Since 2015, Portugal has considered enacting a decree-law requiring operators of
certain activities to conduct specific soil assessments, resulting in the issuance of
certification documents and the implementation of any necessary further investigations or
decontamination. The draft also establishes a chain of responsibility for soil contamination,
making the landowner ultimately responsible in certain cases. As a general rule, proof
of compliance would be required for property sales and changes of use. Additionally, a
database of contaminated sites would be created. However, this legislation has not yet
been approved or entered into force. Following the approval of the Soil Monitoring Law, it
is expected that the draft decree-law will be reviewed and aligned with the new directive.

Another issue of relevance to the real estate sector is the inclusion, from 2025, of the sector
in the European trade of greenhouse gas emission allowances released by the combustion
of fuels used in building heating systems. This was introduced by Directive (EU) 2023/959 of
10 May, which amended the EU ETS Directive (Directive 2003/87/EC) and was transposed
into Portuguese law by Decree-Law No. 101/2024, of 4 December.

Law stated - 31 October 2025
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Legal system

1 | How would you explain your jurisdiction’s legal system to an investor?

Singapore is a common law jurisdiction. Equitable remedies (including injunctions) are
available.

Pursuant to the Civil Law Act 1909, contracts involving land must generally be evidenced
in writing to be enforceable. The parol evidence rule, codified in the Evidence Act 1893,
provides that oral statements generally cannot contradict, vary, add to, or subtract from a
written contract.

Law stated - 7 November 2025

Land records

2 [Does your jurisdiction have a system for registration or recording of ownership,
leasehold and security interests in real estate? Must interests be registered or
recorded?

Singapore operates both registration and recording systems.

For registered land, registration is the operative act that creates, transfers, or extinguishes
legal interests in land. The Land Titles Register constitutes conclusive evidence of
ownership, and the state compensates for losses or damages caused by an omission,
mistake, or misfeasance of the Singapore Land Authority.

Registration confers both indefeasible title and priority over unregistered or later created
interests, subject to limited statutory exceptions such as fraud and overriding interests
including equitable interests and compulsory acquisition by the state. Where a registrable
dealing is not registered, the interest is only equitable and unenforceable against a bona
fide purchaser for value without notice of the prior unregistered interest.

Dealings in unregistered land are governed by the Registration of Deeds Act 1988.
Recording does not itself confer ownership or indefeasibility but only notifies, and
establishes priority between competing claims.

Law stated - 7 November 2025

Registration and recording

3 [What are the legal requirements for registration or recording conveyances, leases
and real estate security interests?

Instruments are digitally executed and authenticated by lawyers using secured digital
signatures.
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Registration fees payable to the Singapore Land Authority depend on the transaction type
and property value.

Stamp duties are generally borne by the buyer, although allocation is contractual. The
principal way to minimise duty exposure is through legitimate structuring/reorganisations
or use of tax exemptions.

Law stated - 7 November 2025

Foreign owners and tenants

4 | What are the requirements for non-resident entities and individuals to own or lease
real estate in your jurisdiction? What other factors should a foreign investor take into
account in considering an investment in your jurisdiction?

Foreign persons (ie, any person who is not a Singapore citizen, company, limited liability
partnership or society) may acquire, lease and hold non-residential property. However, a
foreign person must obtain prior approval before acquiring restricted residential property,
such as landed houses, vacant residential land or strata units in developments not
approved for foreign ownership.

Subject to tax, foreign persons may purchase condominium units, commercial, industrial
and mixed-use properties, and generally lease any property type without restriction.
Foreign entities acquiring property may need to be registered if they are deemed to be
carrying business in Singapore. Foreign tenants are subject to the same rules as residents.

There are generally no national security or defence restrictions on foreign ownership of
property.

Law stated - 7 November 2025

Exchange control

5 |If a non-resident invests in a property in your jurisdiction, are there exchange control
issues?

There are generally no such exchange control issues. However, withholding tax obligations
may apply depending on the nature of the payment (eg, interest, service fees, or
management fees).

Law stated - 7 November 2025

Legal liability
6 | What types of liability does an owner or tenant of, or a lender on, real estate face?
Is there a standard of strict liability and can there be liability to subsequent owners
and tenants including foreclosing lenders? What about tort liability?
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Owners, tenants and lenders may incur civil, contractual, tortious and (or) statutory liability
arising from their use, occupation or financing of property.

Environmental liability is primarily statutory and generally fault-based, but certain offences
impose strict liability on the owner or occupier for contamination, illegal discharge or
improper waste management. These duties may extend to subsequent owners or occupiers
if offences persist.

Foreclosing lenders are rarely liable unless they possess or control the property.

Law stated - 7 November 2025

Protection against liability

7 |How can owners protect themselves from liability and what types of insurance can
they obtain?

Lease or sale agreements often include indemnities, limitation of liability clauses and
warranties for liability apportionment. Investors also hold property through special purpose
vehicles to shield ultimate shareholders from third-party claims.

Typical insurance cover includes public liability, property damage, fire, business
interruption, and construction-related all-risks. Environmental impairment or pollution
liability insurance are available, although more relevant for industrial or high-risk sites.

Law stated - 7 November 2025

Choice of law

8 | How is the governing law of a transaction involving properties in two jurisdictions
chosen? What are the conflict of laws rules in your jurisdiction? Are contractual
choice of law provisions enforceable?

Contracts are generally governed by the law expressly chosen by the parties. Generally,
if the contract is silent, pursuant to Singapore’s conflict of laws principles, the governing
law ought to be the jurisdiction with which the agreement has the closest and most real
connection, assessed by factors such as the place of performance, parties’ residence, and
the subject matter of the contract. For immovable property, the orthodox rule is that rights
and interests in land are governed by the lex situs — the law of the place where the property
is located.

Law stated - 7 November 2025

Jurisdiction

9 | Which courts or other tribunals have subject-matter jurisdiction over real estate
disputes? Which parties must be joined to a claim before it can proceed? What is
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required for out-of-jurisdiction service? Must a party be qualified to do business in
your jurisdiction to enforce remedies in your jurisdiction?

Depending on the claim quantum, property disputes may be heard by the state courts or
the Supreme Court. Strata title disputes may come under the Strata Titles Boards, and
housing or tenancy disputes may fall within the community disputes resolution tribunals’
and small claims tribunal’s purview.

All persons with legal and (or) beneficial interests in the property should be joined as
proper parties. Service of process outside Singapore requires leave of the court and are
effected by methods authorised by the court or applicable conventions. A foreign claimant
need not be registered or qualified to do business in Singapore to commence or enforce
proceedings, provided the claim falls within the court’s jurisdiction.

Law stated - 7 November 2025

Commercial versus residential property

10 [How do the laws in your jurisdiction regarding real estate ownership, tenancy
and financing, or the enforcement of those interests in real estate, differ between
commercial and residential properties?

Ownership laws generally do not differ between commercial and residential properties.
However, licensed housing developers are required to sell residential projects with
mandatory sale and purchase forms while commercial projects do not have such
requirements.

Tenancy laws generally do not differ between commercial and residential properties.
Tenancy terms are generally negotiated between parties. Where public commercial and
housing leases are concerned, parties must comply with the relevant code(s) of conduct,
the Jurong Town Corporation Act 1968 or the Housing and Development Act 1959.

For financing, residential financing attracts stricter loan-to-value and total debt servicing
ratio limits.

Enforcement generally does not differ between commercial and residential properties.

Law stated - 7 November 2025

Planning and land use

11 | How does your jurisdiction control or limit development, construction, or use of real
estate or protect existing structures? Is there a planning process or zoning regime in
place for real estate?

Land development, construction and use are regulated by the Urban Redevelopment
Authority under the Planning Act 1998. Permission must be obtained for all land
development, construction and use, and applications for such permission must be
supported by plans, ownership details and professional certifications.
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Failure to comply with planning decisions or zoning requirements constitutes an offence
and the authorities can order enforcement, stop-work, fines or demolition.

Law stated - 7 November 2025

Government appropriation of real estate

12 | Does your jurisdiction have a legal regime for compulsory purchase or condemnation
of real estate? Do owners, tenants and lenders receive compensation for a
compulsory appropriation?

Affected parties are entitled to statutory compensation, based on the market value of the
land as at the date of acquisition, taking into account factors such as tenure, permitted use
and condition of the property.

Owners, tenants, mortgagees and other persons with registered interests may each claim
compensation reflecting their respective interests. The total compensation is apportioned
amongst them, but parties may reallocate compensation contractually.

Any dissatisfied party may appeal.

Law stated - 7 November 2025

Forfeiture

13 | Are there any circumstances when real estate can be forfeited to or seized by the
government for illegal activities or for any other legal reason without compensation?

Yes, the courts may order confiscation or forfeiture of real property representing proceeds
of serious or terrorism-related offences. No compensation is payable to the offender or any
person who knowingly facilitated the criminal use.

State leases automatically revert to the government upon expiry or breach of lease
conditions, and no compensation is payable.

Law stated - 7 November 2025

Bankruptcy and insolvency

14 | Briefly describe the bankruptcy and insolvency system in your jurisdiction.

The Insolvency, Restructuring and Dissolution Act 2018 consolidates personal and
corporate insolvency law. Both voluntary and involuntary winding-up or bankruptcy are
possible.

An automatic moratorium takes effect once bankruptcy or judicial management
proceedings are filed, restraining creditors, landlords and secured parties from enforcing
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claims or commencing legal action without leave of court. For companies, the court may
appoint a judicial manager or liquidator, and for individuals, an official assignee administers
the bankrupt estate.

Reorganisation is available through schemes of arrangement or judicial management.
Valuation proceedings are not mandatory but may be ordered where asset realisation or
creditor ranking is disputed.

During insolvency, secured lenders may enforce their security or collect rents from
mortgaged properties with court approval or relief from the moratorium. Landlords may
terminate leases for non-payment, subject to court supervision. Buyers and sellers should
expect that executory contracts may be disclaimed or varied by the insolvency office holder
with the court’s sanction.

Law stated - 7 November 2025

INVESTMENT VEHICLES

Investment entities

15 | What legal forms can investment entities take in your jurisdiction? Which entities
are not required to pay tax for transactions that pass through them (pass-through
entities) and what entities best shield ultimate owners from liability?

Investment entities may take a variety of legal forms, depending on ownership, governance
and tax objectives. The most common are private limited companies, limited liability
partnerships, limited partnerships, variable capital companies and trusts. Foreign investors
may also establish a branch office or subsidiary company to conduct business in
Singapore.

Private limited companies are widely used for property investment and development.

Partnerships are used for fund or joint venture structures. Both are tax-transparent: income
is computed at the partnership level but taxed in the hands of the partners, not the entity.

Variable capital companies can operate as a single fund or an umbrella fund with multiple
sub-funds, allowing for segregation of assets and liabilities between sub-funds. They may
apply for tax exemptions.

Real estate investment trusts are typically unit trusts listed on the Singapore Exchange and
enjoy tax transparency for qualifying income distributed to unit holders.

Law stated - 7 November 2025

Foreign investors

16 | What forms of entity do foreign investors customarily use in your jurisdiction?

Foreign investors typically conduct business or hold property through private limited
companies, branch offices, or special purpose vehicles established for specific
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investments. A private limited company is preferred because it can be wholly
foreign-owned, offers limited liability, separate legal personality, flexibility in shareholding
and management, and eligibility for Singapore’s extensive network of double tax treaties.

Foreign investors often employ limited partnerships or variable capital companies for
collective investment or fund management structures, as both allow flexible capital flows
and investor participation. Limited partnerships are tax-transparent, while variable capital
companies can apply for tax exemptions and house multiple sub-funds with segregated
assets and liabilities.

Special purpose private companies ring-fence liability and facilitate financing or resale.

Law stated - 7 November 2025

Organisational formalities

17 | What are the organisational formalities for creating and maintaining the above
entities? What requirements does your jurisdiction impose on a foreign entity? Does
failure to comply incur monetary or other penalties? What are the tax consequences
for a foreign investor in the use of any particular type of entity, and which type is
most advantageous?

All entities carrying on business in Singapore must be registered with the Accounting and
Corporate Regulatory Authority.

A private limited company must have at least one shareholder, one resident director, a local
registered office and one company secretary. Obligations include filing annual returns and
financial statements.

A limited liability partnership must ensure that it has at least one manager who is a resident
natural person while a limited partnership must maintain a local manager who is a resident
natural person for every general partner that is ordinarily resident outside Singapore.
Limited liability partnerships must file annual declarations of solvency or insolvency.

Variable capital companies must appoint a licensed fund manager and comply with ongoing
regulatory, anti-money laundering, and counter-terrorism financing obligations.

Foreign corporations must register a branch office, appoint at least one authorised local
representative and file annual accounts of the foreign head office.

Failure to comply can attract fines or prosecution.

Companies are taxed at the prevailing corporate rate on income derived from or received
in Singapore. The private limited company remains the preferred vehicle for most foreign
investors because it combines limited liability, treaty benefits and administrative simplicity.
Partnerships are tax-transparent, while variable capital companies may qualify for tax
incentives.

Law stated - 7 November 2025

ACQUISITIONS AND LEASES
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Ownership and occupancy

18 | Describe the various categories of legal ownership, leasehold or other occupancy

interests in real estate customarily used and recognised in your jurisdiction.

Singapore recognises freehold, leasehold and lesser possessory rights. Freehold confers
absolute ownership subject to state powers and covenants. Leasehold estates give
exclusive possession for a defined term and revert to the state or reversionary owner upon
expiry.

Benefits and burdens affecting land, such as easements, may arise either by express grant
or reservation, statutory creation, or operation of law. These benefits and burdens run with
the land once duly registered and will bind subsequent owners and occupiers.

Strata-titled ownership recognises individual units with an undivided share in the common
property managed by a management corporation. Cooperative housing ownership is not
used in Singapore.

Master leases are common in large developments, where a head lessee sublets space to
individual tenants. Space leases vary by sector: retail leases often include turnover rent
and fit-out clauses, industrial leases incorporate usage restrictions, and office leases focus
on reinstatement, rent-free fit-out periods and service charges.

Law stated - 7 November 2025

Pre-contract

19 | What are the typical pre-contractual steps?

It is customary for parties to negotiate and execute non-binding documents, which can be
a letter of intent or term sheet, setting out key terms including price and exclusivity (if any).
Singapore courts generally find such preliminary documents unenforceable unless parties
demonstrated a clear intention to be bound.

Property agents are generally involved — they must complete a mandatory course, pass
certain examinations and be licensed. Commission rates are market-determined rather
than prescribed by law.

Law stated - 7 November 2025
Contract of sale
20 | What are typical provisions in a contract of sale?

Contracts for sale set out purchase price, payment schedule, completion date and
representations by the seller. It is customary for the buyer to pay a deposit, held by the
seller’s solicitors as stakeholders until completion.
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The buyer’s solicitor conducts title searches to verify ownership, encumbrances and
easements. Searches are typically purchased by the buyer, though the seller must provide
evidence of good title and deliver the original tite documents free of encumbrances at
completion. The sale contract usually includes representations and warranties confirming
the seller's ownership, due authority to sell, and absence of undisclosed encumbrances.

Prorations are made as of the completion date, with property tax, maintenance charges
and utilities shared between the parties based on the period of ownership. The property
tax year in Singapore follows the calendar year.

Risk of loss remains with the seller until completion, unless the contract provides otherwise.

Law stated - 7 November 2025

Environmental clean-up

21 | Who takes responsibility for a future environmental clean-up? Are clauses regarding
long-term environmental liability and indemnity that survive the term of a contract
common? What are typical general covenants? What remedies do the seller and
buyer have for breach?

Responsibility for a future environmental clean-up is generally allocated by contract. Unless
agreed otherwise, statutory liability for existing contamination remains with the current
owner or occupier.

Sale and purchase agreements commonly include environmental representations,
warranties and indemnities, especially for industrial or redevelopment sites. These
provisions may survive completion to ensure that the seller remains responsible for
pre-existing contamination or breaches discovered after closing.

Typical general covenants include undertakings to deliver vacant possession, discharge
encumbrances, maintain insurance until completion, and comply with statutory and building
obligations. Buyers often covenant to complete on time, pay all taxes and duties, and
comply with future use restrictions imposed by planning authorities.

In the event of breach, the non-defaulting party may seek remedies such as specific
performance, rescission, damages or forfeiture of deposit. For sellers, the right to retain the
deposit or terminate for buyer default is standard. For buyers, remedies typically include
recovery of the deposit and damages for losses incurred, and, where appropriate, specific
performance.

Law stated - 7 November 2025

Lease covenants and representation

22 | What are typical representations made by sellers of property regarding existing
leases? What are typical covenants made by sellers of property concerning leases
between contract date and closing date? Do they cover brokerage agreements and
do they survive after property sale is completed? Are estoppel certificates from
tenants customarily required as a condition to the obligation of the buyer to close
under a contract of sale?
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Typical representations made by the seller include accuracy of the rent roll provided by him
or her, no default under the leases and payment of all brokerage commissions.

Between contract and closing dates, sellers usually covenant not to grant new leases,
renew existing ones, vary rent or terms, or enter new brokerage or management
agreements without the buyer’s written consent. Sellers also undertake to perform all
continuing landlord obligations under the leases.

These representations and covenants often survive completion for a defined period,
allowing the buyer to claim for post-closing breaches or inaccuracies. Survival periods
typically range from six months to two years.

Tenant estoppel certificates are not legally required but are commonly sought in institutional
or large-scale acquisitions.

Law stated - 7 November 2025

Leases and real estate security instruments

23 |Is a lease generally subordinate to a security instrument pursuant to the provisions
of the lease? What are the legal consequences of a lease being superior in priority to
a security instrument upon foreclosure? Do lenders typically require subordination
and non-disturbance agreements from tenants? Are ground (or head) leases treated
differently from other commercial leases?

Priority between a lease and a security instrument depends on order of registration. A
registered lease generally takes effect as a legal interest and is binding on subsequent
mortgagees, unless the lease is expressly subordinated. Most commercial leases therefore
contain subordination clauses.

A lease superior in priority to a security instrument will survive foreclosure. The lender (as
mortgagee in possession or purchaser on foreclosure) acquires the property subject to the
existing tenancy.

For this reason, lenders commonly require subordination, non-disturbance and attornment
agreements from major tenants before financing. These agreements confirm that the
tenant’s lease will remain in force if the lender enforces its security, provided the tenant
continues to perform its obligations.

Ground or head leases are treated differently: the lender’s security attaches to the lessee’s
interest under the head lease, and the priority of any sublease is determined by registration
and by the terms of the head lease.

Law stated - 7 November 2025

Delivery of security deposits

24 | What steps are taken to ensure delivery of tenant security deposits to a buyer? How
common are security deposits under a lease? Do leases customarily have periodic

rent resets or reviews?
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Security deposits commonly range from one to three months’ gross rent, and are typically
provided in cash. A banker’s guarantee or a letter of credit are less common and subject
to a landlord's acceptance.

Rent reviews are not mandatory but are common in long-term commercial leases, such as
retail, industrial or office tenancies. Residential leases are generally shorter and do not
include rent review provisions, with rent fixed for the duration of the tenancy.

Law stated - 7 November 2025

Due diligence

25 | What due diligence should be conducted before executing a contract? Is any due
diligence customarily permitted or conducted after contract but before closing?
What is the typical method of title searches and are they customary? How and to
what extent may acquirers protect themselves against bad title? Discuss the priority
among the various interests in the estate. Is it customary to obtain government
confirmation, a zoning report or legal opinion regarding legal use and occupancy?

Before signing a contract, buyers typically conduct legal, technical and financial due
diligence, including verification of ownership, encumbrances, planning compliance, and
building condition. The buyer’s solicitor performs title searches at contract and just before
closing.

The Torrens system of land registration confers indefeasible title on the registered
proprietor. Priority between competing interests is determined by registration rather than
creation date. Parties may reorder priority contractually, for example, through subordination
or intercreditor agreements, but registration remains determinative against third parties.

The buyer’s solicitor makes legal requisitions for government confirmations on, amongst
others, zoning, road line plans and drainage interpretation plans. Comprehensive legal
opinions on title and use are common in acquisitions but not required by law.

Law stated - 7 November 2025

Structural and environmental reviews

26 [Is it customary to arrange an engineering or environmental review? What are the
typical requirements of such reviews? Is it customary to get representations or an
indemnity? Is environmental insurance available?

Yes. An engineering review typically covers structural integrity, mechanical and electrical
systems, fire safety compliance and building maintenance history. An environmental review
focuses on soil and groundwater contamination, hazardous material handling, waste
disposal practices and regulatory compliance. Transactions involving the Jurong Town
Corporation require parties conducting environmental baseline surveys.

It is customary to negotiate for indemnities and representations that the property is free
from known contamination and complies with all environmental laws.
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Environmental insurance is available in Singapore.

Law stated - 7 November 2025

Review of leases

27 [ Do lawyers usually review leases or are they reviewed on the business side? What
are the lease issues you point out to your clients?

Lawyers typically review commercial leases, particularly for office, retail and industrial
properties, while residential leases are often standardised by the business side (agents).

When acting for a landlord or buyer, lawyers focus on tenure and renewal options, rent
and rent review mechanisms, assignment and subletting rights, default and termination
provisions, maintenance and repair obligations, and compliance with the applicable laws.
For tenants, emphasis is on fitting-out rights, reinstatement obligations, service charge
allocation, assignment obligations, and a landlord's covenants to maintain common areas
and essential services.

Lenders usually require property management agreements to be subordinate to the
financing security documents, ensuring that the lender or receiver may terminate or replace
the manager following default.

Law stated - 7 November 2025

Other agreements

28 | What other agreements does a lawyer customarily review?

Lawyers customarily review title-related instruments, building agreements, facility- service
and utility contracts, lease and sublease agreements, insurance policies, financing
agreements and assignment and novation agreements.

Law stated - 7 November 2025

Closing preparations

29 | How does a lawyer customarily prepare for a closing of an acquisition, leasing or
financing?

A completion checklist typically includes: executed instruments of transfer or lease;
mortgage / charge documents, title deeds, discharge of encumbrances, corporate
authorisations and resolutions, tax-clearance certificates, and undertakings to register
instruments.
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For financing, the lender’s counsel verifies all security documents, undertakings, legal
opinions, insurance confirmations and valuation reports, and ensures that drawdown
conditions are satisfied.

Authorisation of corporate entities is verified through certified constitutional documents,
purchased business profiles and resolutions.

Prorations of property tax, outgoings and rent are customary and calculated as at the
completion date. The typical timeline to closing is four to 12 weeks. Closing and funding
generally occur simultaneously.

Law stated - 7 November 2025

Closing formalities

30 | Is the closing of the transfer, leasing or financing done in person with all parties
present? Is it necessary for any agency or representative of the government or
specially licensed agent to be in attendance to approve or verify and confirm the
transaction?

Physical attendance by the buyer, seller or lender typically are not required, and
government officers do not participate in the closing. Solicitors are authorised to obtain
approvals, verify identities, withness execution and lodge instruments.

All stamp duties and registration fees must be paid electronically.

Law stated - 7 November 2025

Contract breach

31 | What are the remedies for breach of a contract to sell or finance real estate?

Remedies for breach of a real estate sale or financing contract are governed by contract law
and equitable principles. Where a purchaser defaults, the seller may terminate the contract,
forfeit the deposit as liquidated damages, and resell the property. If the resale results in a
loss, the seller may claim damages for the difference in price and related expenses.

Conversely, if the seller defaults or refuses to complete, the purchaser may seek specific
performance or elect to rescind the contract and recover the deposit with interest and claim
damages.

For financing transactions, a lender’s remedies include enforcement of the mortgage or
charge, foreclosure, sale of the secured property or appointment of a receiver. A borrower
may claim damages where a lender wrongfully withholds or delays disbursement in breach
of the loan agreement.

Law stated - 7 November 2025
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Breach of lease terms

32 | What remedies are available to tenants and landlords for breach of the terms of
the lease? Is there a customary procedure to evict a defaulting tenant and can a
tenant claim damages from a landlord? Do general contract or special real estate
rules apply? Are the remedies available to landlords different for commercial and
residential leases?

A landlord may enforce tenants’ obligations through re-entry, forfeiture, distress for rent or
legal action for damages. Where there is a forfeiture clause, the landlord may terminate the
tenancy for non-payment of rent or material breach after giving the tenant notice to remedy.
If the tenant fails to comply, the landlord may re-enter the premises. Distress proceedings
may also be commenced.

Eviction of a defaulting tenant cannot be carried out without due process. The usual
procedure is for the landlord to obtain a court order for possession, which is then executed
by the Sheriff’s Office. The process applies equally to commercial and residential leases,
although public housing leases are governed separately by the Housing and Development
Board.

Tenants may claim damages against the landlord for unlawful eviction, interference with
possession, or breach of the landlord’s covenants. Specific performance or injunctions may
also be granted where appropriate.

In commercial leases, remedies are largely contractual and freely negotiated. In residential
leases, particularly for public housing, landlords are subject to statutory controls and notice
requirements before recovery of possession.

Law stated - 7 November 2025

Secured lending

33 | Discuss the types of real estate security instruments available to lenders in your
jurisdiction. Who are the typical providers of real estate financing in your country?
Are there any restrictions on who may provide financing?

The principal form of real estate security is the legal mortgage. Registration constitutes
perfection and grants the mortgagee statutory powers, including the power of sale, the
right to possession, and the right to appoint a receiver. A legal mortgage confers a
statutory charge over the property rather than a defeasible conveyance of title; ownership
remains with the mortgagor, but the mortgagee’s interest ranks ahead of subsequent
encumbrances.

Supplementary security includes assignments of sale proceeds, insurance, or rental
income; charges over other assets of the borrower; and debentures.
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Generally, a registered legal mortgagee may enforce its security without court proceedings
once the mortgage becomes enforceable. Equitable mortgagees, by contrast, generally
require judicial intervention to be realised.

Typical providers are licensed banks and finance companies. Increasingly, private credit
funds, institutional investors and non-bank lenders participate in bridge or mezzanine
financing and green or sustainability-linked lending.

Law stated - 7 November 2025

Leasehold financing

34 |Is financing available for ground (or head) leases in your jurisdiction? How does the
financing differ from financing for land ownership transactions?

Financing is available for long-term ground or head leases although a loan tenor is often
shorter than that available for freehold or longer tenure assets. The financing structure
for leasehold land is broadly similar to that for freehold property, except that the lender’s
security is limited to the borrower’s leasehold interest. Accordingly, most lenders require a
minimum unexpired lease term of at least 30 years.

To ensure a lender's financial security, a ground or head lease typically expressly permits
mortgage and assignment of the lease with the lessor’s consent; grants the lender step-in
or cure rights to remedy defaults by the lessee; excludes or limits termination rights of the
lessor until the lender has been notified and afforded a cure period; and allows the lender
to transfer or assign the lease following enforcement.

The lender’s mortgage over the leasehold interest is registered and ranks ahead of
subsequent encumbrances. In practice, lenders mitigate residual risk through tripartite
deeds or direct agreements with the lessor confirming recognition of the lender’s security
and step-in rights.

Law stated - 7 November 2025

Form of security

35 | What is the method of creating and perfecting a security interest in real estate?

For registered land, a legal mortgage is created by executing and registering an instrument
of mortgage in the prescribed electronic form. Registration is essential to confer legal
effect and indefeasible title; until registered, the mortgage operates only as an equitable
mortgage.

An equitable mortgage arises where the borrower has only an equitable interest or deposits
the title deeds with a memorandum of intent to create security.

Corporate borrowers may additionally grant charges under debentures, which must be
registered within 30 days of creation to be valid against other creditors or a liquidator.
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Law stated - 7 November 2025

Valuation

36 | Are third-party real estate appraisals required by lenders for their underwriting of
loans? Are there government or industry standards for appraisals? Must appraisers
have specific qualifications or required government or industry certifications? Who
is required to order the appraisal?

Appraisals are required to determine market value, confirm loan-to-value ratios and
support the lender’s internal credit assessment.

Appraisers must be registered under the Valuers Act 1982. They must hold recognised
academic and professional qualifications, typically as members of the Singapore Institute
of Surveyors and Valuers (SISV), and comply with the SISV's Valuation Standards and
Practice Guidelines, which are aligned with international valuation standards. Public sector
land valuations follow separate guidelines.

The lender normally orders and pays for the appraisal, either directly or through the
borrower.

Law stated - 7 November 2025

Legal requirements

37 | What would be the ramifications of a lender from another jurisdiction making a loan
secured by collateral in your jurisdiction? What is the form of lien documents in your
jurisdiction? What other issues would you note for your clients?

A foreign lender may grant a loan secured by a Singapore property without being licensed,
provided it does not otherwise carry on business in Singapore on a continuing basis.
One-off cross-border lending does not require licensing, provided the lender is not carrying
on a business of money lending in Singapore. Regular lending or solicitation of borrowers in
Singapore, however, may trigger licensing requirements. Foreign lenders will not be subject
to Singapore tax merely because they hold security over local property.

The principal form of security is the registered legal mortgage. Registration fees are
nominal and there is no mortgage registration or recording tax, although the instrument
must be stamped. Assignment of a registered mortgage is permitted and does not attract
additional stamp duty if no new consideration passes.

Lenders should also consider withholding tax obligations if interest is paid abroad.

Law stated - 7 November 2025

Loan interest rates

38‘
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How are interest rates on commercial and high-value property loans commonly set?
What rate of interest is legally impermissible in your jurisdiction and what are the
consequences if a loan exceeds the legally permissible rate?

Interest rates are typically floating and market-based, benchmarked against the Singapore
overnight rate average.

There is no statutory cap on interest rates for loans granted by banks or finance companies
regulated by the MAS. However, licensed money lenders lending to individuals are subject
to aninterest rate ceiling of 4 per cent per month (whether nominal or effective), inclusive of
fees and late interest. Additional charges (eg, processing fees) may be treated as interest
if they function as disguised compensation for lending. These caps do not apply to loans
to corporations or to regulated entities.

If a loan contravenes interest rate limits, the lender commits an offence and the contract
may be unenforceable, with excess interest recoverable by the borrower. For unlicensed or
unregulated lenders, courts may also strike down oppressive terms.

Shared appreciation or profit participation components in commercial loans are permissible
where transparently disclosed and commercially justified.

Law stated - 7 November 2025

Loan default and enforcement

39 | How are remedies against a debtor in default enforced in your jurisdiction? Is
one action sufficient to realise all types of collateral? What is the time frame for
foreclosure and in what circumstances can a lender bring a foreclosure proceeding?
Are there restrictions on the types of legal actions that may be brought by lenders?

Upon default, a secured lender may seek payment of the debt, foreclosure or a
court-ordered sale of the mortgaged property. In practice, foreclosure is used sparingly.

Before enforcement, the lender must give the borrower notice and time to remedy the
breach. If the default is not cured, the lender may proceed to enforce. Once a sale order is
granted, completion usually occurs within six months.

There is no statutory 'one-action' or 'security-first' rule. A lender may simultaneously pursue
multiple remedies, provided there is no double recovery. A judgment on the debt may be
enforced against the borrower’s other assets in addition to the mortgaged property.

Law stated - 7 November 2025

Loan deficiency claims

40 | Are lenders entitled to recover a money judgment against the borrower or guarantor
for any deficiency between the outstanding loan balance and the amount recovered
in the foreclosure? Are there time limits on a lender seeking a deficiency judgment?
Are there any limitations on the amount or method of calculation of the deficiency?
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A lender may obtain a money judgment against the borrower or guarantor for any deficiency
remaining after enforcement of its security. Following sale or foreclosure, if the net sale
proceeds are insufficient to discharge the debt and permitted additions such as interest,
costs and expenses, the lender may sue for the shortfall as an unsecured claim under the
loan agreement or guarantee.

There are no statutory limits on the amount or method of calculation but the lender must
obtain the best price reasonably achievable in order to avoid contests.

Actions to recover deficiencies are subject to the six-year limitation period.

Law stated - 7 November 2025

Protection of collateral

41 [ What actions can a lender take to protect its collateral until it has possession of the
property?

Before taking possession and pursuant to the mortgage or debenture, a lender may appoint
a receiver to collect rent, manage the property and apply income towards outgoings and
loan repayment.

Alternatively, a lender may enter into possession to do the same. However, this exposes
the lender to claims for failure to obtain a fair market rent or to preserve the property’s
condition.

Pending foreclosure, the lender may serve notice on tenants directing rent be paid to it or
to the appointed receiver, once notice of default has been given. The lender’s actions must
be in good faith, and all rents collected must be properly accounted for and applied to the
secured debt and reasonable enforcement costs.

Law stated - 7 November 2025

Recourse

42 | May security documents provide for recourse to all of the assets of the borrower?
Is recourse typically limited to the collateral and does that have significance in
a bankruptcy or insolvency filing? Is personal recourse to guarantors limited to
actions such as bankruptcy filing, sale of the mortgaged or hypothecated property
or additional financing encumbering the mortgaged or hypothecated property or
ownership interests in the borrower?

Security documents may provide for full recourse against all assets of the borrower.
The scope of recourse is contractual. In standard corporate lending, recourse is typically
unlimited, allowing the lender to pursue recovery against the borrower’s other assets if the
collateral is insufficient. In structured or project finance transactions, the lender’'s remedies
for enforcement against the secured assets and related cash flows are generally limited.
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In insolvency, limited recourse clauses are generally respected, provided they do not
contravene statutory priorities. The lender may prove for any residual debt as an unsecured
creditor only to the extent permitted under the contract.

Personal guarantors’ liabilities may be triggered: 'bad boy' or limited recourse carve-outs
make the guarantor personally liable only upon specific misconduct such as fraud, wilful
default or unauthorised disposal of assets.

Law stated - 7 November 2025

Cash management and reserves

43 |Is it typical to require a cash management system and do lenders typically take
reserves? For what purposes are reserves usually required?

Cash management systems, including lock-box or controlled account arrangements, are
common for income-producing commercial properties and project financing structures.

Reserve accounts are frequently required to be maintained for property taxes, insurance
premiums, maintenance and capital repairs, and, in development or repositioning projects,
for leasing costs and tenant improvement works.

Law stated - 7 November 2025

Credit enhancements

44 | What other types of credit enhancements are common? What about forms of
guarantee?

Common instruments include bankers’ guarantees or standby letters of credit. Holdbacks
and interest reserve accounts are also used in development and project finance loans to
cover construction costs, interest during the build-out period and contingencies.

Guarantees are prevalent and lenders often assess the guarantor’s net worth and liquidity
before acceptance. In development projects, completion guarantees are standard to ensure
that construction is completed on time and within budget. Payment guarantees secure
ongoing loan obligations or rent payments.

Law stated - 7 November 2025
Loan covenants
45 | What covenants are commonly required by the lender in loan documents?

Typical affirmative covenants include maintaining insurance, paying all property taxes and
outgoings, keeping the property in good repair, complying with laws and lease covenants,
and furnishing periodic financial reports. Negative covenants usually prohibit creating

Real Estate 2026 | Singapore Explore on Lexology [



RETURN TO CONTENTS RETURN TO SUMMARY

further encumbrances, transferring or leasing the property without consent, altering
building use or structure, or materially changing ownership or control of the borrower.

Law stated - 7 November 2025

Financial covenants

46 | What are typical financial covenants required by lenders?

Financial covenants depend on the asset class but often include loan-to-value, interest
coverage or debt service coverage ratios and restrictions on additional indebtedness.
Lenders may track debt yield. For income-producing assets, lenders may also require
minimum occupancy or rent roll thresholds. Development/construction loans typically
include progress draw conditions, completion covenants and cost-overrun undertakings,
supported by parent guarantees.

Borrowers are required to provide regular financial reporting which may include tenancy
schedules and rent rolls. For development loans, lenders review cost-to-complete and
sales-to-debt ratios at each drawdown. It is common to require ongoing periodic appraisals.

Law stated - 7 November 2025

Secured movable (personal) property

47 | What are the requirements for creation and perfection of a security interest in
movable (personal) property? Is a ‘control’ agreement necessary to perfect a security
interest and, if so, what is required?

Generally, to create a valid security interest, the security document must be validly
executed and supported by consideration. Security interests over movable/personal
property are created by fixed or floating charges, and assignments or pledges, depending
on the nature of the asset and the lender’s degree of control.

For corporate chargors, certain charges must be registered within 30 days of creation under
the Companies Act. Possessory security interests are perfected by delivery of possession,
while non-possessory interests are perfected through registration or notice to third parties.

There is no statutory concept of a 'control' agreement. However, lenders often use account
control or assignment of proceeds agreements in practice to ensure priority over bank
accounts or receivables.

Law stated - 7 November 2025

Single purpose entity (SPE)

48 | Do lenders require that each borrower be an SPE? What are the requirements to
create and maintain an SPE? Is there a concept of an independent director of SPEs
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and, if so, what is the purpose? If the independent director is in place to prevent a
bankruptcy or insolvency filing, has the concept been upheld?

There is no statutory requirement — it is driven by lenders’ risk management.

Singapore law recognises, but does not require, independent directors. Singapore courts
have not specifically ruled on independent director provisions designed to prevent
insolvency filings, though the concept is consistent with directors’ fiduciary duties to act
in the company’s best interests, including those of creditors in near-insolvency situations.

Law stated - 7 November 2025

UPDATE AND TRENDS

International and national regulation

49 | Are there any emerging trends, international regulatory schemes, national
government or regulatory changes, or other hot topics in real estate regulation in
your jurisdiction?

Developments centre around sustainability, leasing conduct and digital approvals.

The Green Mark criteria and Super Low Energy targets are being adopted in new and
maijor retrofit projects; commercial buildings face tighter energy-efficiency and performance
requirements, and Singapore’s rising carbon tax trajectory is accelerating green lease
clauses, whole life carbon assessments and retrofit planning. Green or sustainability-linked
loan formats are common for institutional assets.

The Code of Conduct for Leasing of Retail Premises 2023 has been given statutory force
with compliance overseen by the Fair Tenancy Industry Committee.

Development and building approvals are increasingly processed electronically.

Law stated - 7 November 2025
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Legal system

1 | How would you explain your jurisdiction’s legal system to an investor?

The legal system of Korea is a civil law system, which is mainly based on written statutes
and influenced by European legal regimes, especially German law. A party can obtain
an injunction to prevent an action, typically through a court decision. We do not have a
separate system of equity as in the common law system, but our courts take into account
fairness in applying statutory laws when dealing with cases. While Korea generally places
heavy reliance on written contracts, parol evidence can also be admissible under certain
conditions, especially if the written contract is unclear or there are claims of fraud or
mistake. Furthermore, there has been a recent trend in contract drafting to include an entire
agreement clause, which is relevant to the parol evidence rule. In Korea, oral contracts are
legally valid if a party can prove the existence of a contract. Laws applicable to real estate
are national in scope, meaning they are consistent throughout the nation.

Law stated - 24 October 2025

Land records

2 | Does your jurisdiction have a system for registration or recording of ownership,
leasehold and security interests in real estate? Must interests be registered or
recorded?

Korea has a single registration system for real estate and thus there is no dual system
separating registered and unregistered real estate. Registration is required for real estate
transactions, such as transfer of ownership, creation of security interests (eg, mortgages),
to be legally valid. Thus, the failure to register real estate transactions will make them
void. However, in the case of a leasehold interest, while an unregistered lease is still valid
between the parties, it is not effective against third parties and ranks lower in priority to a
registered leasehold interest. Jeonse-kwon is a type of leasehold interest unique to Korea,
which must be registered in the real property registry to become effective. Jeonse-kwon,
properly registered, secures both the (1) leasehold interest, and (2) the return of the lease
deposit.

Law stated - 24 October 2025

Registration and recording

3 [What are the legal requirements for registration or recording conveyances, leases
and real estate security interests?

The legal requirements for registration of conveyances, leases, and real estate security
interests are stipulated in the Real Estate Registration Act and its relevant regulations.
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The registration process which is national in scope and does not vary by region involves
submitting a registration application of, principally, both parties, to the relevant registry
office in the jurisdiction where the real property is located. The application needs to be
submitted together with supporting documents such as, in case of a conveyance, the sale
and purchase agreement, identification of the parties, seller’s certificate of registration
completion, land ledger and building ledger. The process can be completed online via the
Supreme Court of Korea's Electronic Registry system that allows for electronic submission
of documents and registration applications. Digital signatures are accepted under the
Electronic Signature Act.

When a company or an individual acquires real property in Korea, it must pay an acquisition
tax of 4.6 per cent (inclusive of surtax) of the purchase price (ie, actual acquisition cost)
reported at the time of the acquisition. However, if the real property is located in a specific
region designated as an overpopulated control area, a stepped-up tax rate of 9.4 per cent
will apply. The acquisition tax is inclusive of a registration tax. Acquisition tax is exempt
if property is purchased on the condition that it will be donated to the state or a local
government. Stamp duty of up to 350,000 won is payable on the acquisition contract and
generally paid by the buyer. The buyer must also purchase national housing bonds at a rate
of approximately 5 per cent of the purchase price of the real estate. In practice, these bonds
are immediately resold at a 10 per cent to 15 per cent discount on the purchase price of
the bonds. Both the seller and purchaser cover brokerage fees (if an agent is involved).

Law stated - 24 October 2025

Foreign owners and tenants

4 | What are the requirements for non-resident entities and individuals to own or lease
real estate in your jurisdiction? What other factors should a foreign investor take into
account in considering an investment in your jurisdiction?

Non-residents can generally own, lease or invest in real estate in Korea without restrictions.
However, foreigners acquiring land must file a report with the local government within 60
days of signing a sale and purchase agreement. Additionally, if the land is located within
a military facilities protection area, cultural heritage protection area, ecological protection
area, or wildlife conservation area, prior government approval is required. Also, foreigners
acquiring a 50 per cent or more equity stake in a land-owning company are required to file
a report with the government. However, such report is unnecessary if the foreigner elects to
file a general real estate transaction report (a report that resident purchasers are required
to file) with the local government. Further, pursuant to the Foreign Exchange Transaction
Act, a report must be filed with the Bank of Korea, prior to a foreigner acquiring certain
types of ownership rights or other rights in real property.

Law stated - 24 October 2025

Exchange control

5 | If a non-resident invests in a property in your jurisdiction, are there exchange control
issues?
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Non-residents can invest in real estate in Korea and repatriate both profits and capital
with no major restrictions, provided they comply with tax and reporting regulations under
the Foreign Exchange Transaction Act. The key considerations for repatriation are proper
reporting, payment of applicable taxes, and documentation. There are no strict capital
controls preventing the transfer of funds out of Korea, but all transactions are monitored
and must be reported through authorised foreign exchange banks and the government.

Law stated - 24 October 2025

Legal liability

6 | What types of liability does an owner or tenant of, or a lender on, real estate face?
Is there a standard of strict liability and can there be liability to subsequent owners
and tenants including foreclosing lenders? What about tort liability?

The owner and occupant (eg, a tenant) of a real property are liable to others for damage
caused by defects in the real property. The occupant, who assumes primary liability, may
be exempt from liability for negligence if the occupant exercised the necessary level of care
to prevent the damage, but the owner, who assumes ultimate liability, will remain liable
nevertheless.

If soil contamination is found on the property, the current owner is responsible for
addressing it by conducting a soil survey and remediating the contaminated soil pursuant to
the Soil Environment Conservation Act. However, if the current owner was unaware of the
contamination and not negligent at the time of acquiring the property, it is not responsible
for the remediation. If the owner obtained a soil environmental assessment at the time of
the purchase and verified that the level of contamination was below regulatory concern,
the owner is presumed to have acted in good faith without negligence. The Supreme Court
has ruled that if a landowner transfers contaminated property, it is liable to the new owner
and any future owners in tort for the cost of cleanup or waste disposal.

Lenders also assume these responsibilities if they take title after foreclosure.

Law stated - 24 October 2025

Protection against liability

7 |How can owners protect themselves from liability and what types of insurance can
they obtain?

In purchasing real property, owners should conduct thorough due diligence to identify any
potential issues, especially environmental concerns, zoning restrictions and outstanding
legal claims. When leasing out real property, owners can include specific indemnification
clauses in the lease agreement which obligate the tenant to be responsible for certain
liabilities. Owners can also limit their liability exposure by structuring ownership through
newly set up legal entities. In general, owners can obtain various types of insurance to
mitigate risks and protect themselves from liability such as property insurance, elevator
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accident liability insurance, director and officer (D&O) liability insurance, warranty and
indemnity (W&I) Insurance, commercial general liability insurance and environmental
liability insurance.

Law stated - 24 October 2025

Choice of law

8 | How is the governing law of a transaction involving properties in two jurisdictions
chosen? What are the conflict of laws rules in your jurisdiction? Are contractual
choice of law provisions enforceable?

Contracts are governed by the law expressly orimplicitly chosen by the parties. If the parties
have not chosen a governing law, the contract is governed by the law of the country most
closely associated with the contract, which is presumed to be the law of the country where
the real property is located in the case of a contract concerning rights in real property.

Law stated - 24 October 2025

Jurisdiction

9 [ Which courts or other tribunals have subject-matter jurisdiction over real estate
disputes? Which parties must be joined to a claim before it can proceed? What is
required for out-of-jurisdiction service? Must a party be qualified to do business in
your jurisdiction to enforce remedies in your jurisdiction?

In general, a lawsuit in Korea is brought in the court of the defendant's domicile. Exceptions
to this rule are cases involving real estate, which can be filed in the court where the
real estate is located, and parties can also stipulate the jurisdiction of a district court by
agreement. Korean courts have a three-tiered system: district courts, high courts, and
the Supreme Court. The real estate owner must be included in any dispute related to
ownership, boundary issues or title. In disputes involving landlord-tenant issues, such as
eviction or lease contract breaches, both the landlord and the tenant must be parties to
the case. If the real property is subject to a mortgage or security interest, the lender must
be included in the case. If there are third parties who have a registered interest in the
real property, they are also required to be joined in the litigation to ensure their rights are
considered. Service of process for parties outside of Korea can be carried out through the
relevant authorities of a foreign country in accordance with international conventions such
as the Hague Service Convention. A foreign party does not need to be registered to do
business in Korea to enforce legal remedies in a real estate dispute, but they must follow
proper legal procedures and may need a Korean attorney for representation.

Law stated - 24 October 2025

Commercial versus residential property

10
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How do the laws in your jurisdiction regarding real estate ownership, tenancy
and financing, or the enforcement of those interests in real estate, differ between
commercial and residential properties?

Korean laws and regulations regarding real estate differ between commercial and
residential properties. First, the laws governing the licensing for construction of residential
and commercial buildings are different, with the former being governed by the Housing Act
and the latter by the Building Act. While both types of properties are subject to the same
principles under the Civil Act and Real Estate Registration Act, there are key distinctions
in the way the law treats these properties in terms of tenant rights, lease agreements,
financing structures and regulatory frameworks. Both the Housing Lease Protection Act
and the Commercial Building Lease Protection Act aim to protect the rights of tenants, but
there are differences because their purpose and protections are different. The former is a
law to promote the stability of housing, and thus it protects all tenants regardless of the
deposit amount. In contrast, the latter governs leases for profit-making activities, providing
stronger protections for tenants with deposits below a certain threshold, while leases with
higher deposits are regulated with greater emphasis on landlord's rights. Financing options
and structures for commercial and residential properties vary, with commercial properties
often involving more complex financial arrangements.

Law stated - 24 October 2025

Planning and land use

11 | How does your jurisdiction control or limit development, construction, or use of real
estate or protect existing structures? Is there a planning process or zoning regime in
place for real estate?

Korea has a comprehensive planning process and zoning regime that govern development,
construction, use and protection of real estate. The National Land Planning and Utilisation
Act and its related regulations provide the basic framework for zoning and urban planning,
and the Ministry of Land, Infrastructure and Transport is the primary national authority
responsible for overseeing zoning laws and urban planning. Local governments, including
municipalities and provincial governments, are responsible for implementing zoning plans
within their jurisdictions. The process of obtaining planning permission or varying zoning
classifications in Korea is detailed and involves several steps, including submitting
applications, providing necessary documents (such as site plans, environmental impact
assessments and traffic impact studies) and undergoing thorough reviews. Failure to
comply with planning decisions or zoning requirements can lead to serious consequences,
including fines, demolition orders or revocation of permits.

Law stated - 24 October 2025

Government appropriation of real estate

12
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Does your jurisdiction have a legal regime for compulsory purchase or condemnation
of real estate? Do owners, tenants and lenders receive compensation for a
compulsory appropriation?

The government's taking of land (including for purposes of an industrial site development
project) is permitted for public interest projects as stipulated in the Act on Expropriation of
Land for Public Works and Compensation. To expropriate property, the government must
make a public announcement of the property to be expropriated, notify the property owners
and implement a compensation plan. The government must assess the compensation
amount and negotiate with the property owners.

If an owner agrees to transfer their property at the price offered by the government based
on the government’s assessment, an agreement for the property transfer may be executed
at such a price. However, if an owner does not accept the government’s proposal, the
government may file, or must file at the request of the owner, a motion to determine the
appropriate purchase price for the relevant property with the Central Land Expropriation
Committee, which will examine the value of the property, assign a certified appraiser to
assess the property, and consider briefs from the government and the property owner.

In approximately three to four months, the committee renders a decision on the purchase
price for the property subject to the expropriation. The government must then pay the
purchase price as determined by the committee. Ownership of the expropriated property is
then transferred to the government on the expropriation date indicated in the committee’s
decision, even if the owner files an objection or a lawsuit regarding the decision.

Law stated - 24 October 2025

Forfeiture

13 | Are there any circumstances when real estate can be forfeited to or seized by the
government for illegal activities or for any other legal reason without compensation?

Real estate can be forfeited without compensation when it is connected to a criminal activity
such as:

« conveyed or intended to be conveyed for purposes of criminal activity;

* built or acquired as a result of criminal activity; or

« acquired in exchange for any one of the above real estates.
Further, in case a property owner fails to pay taxes or significant fines, the government has
the authority to seize the property to recover the unpaid taxes or fines. The government

can also order the demolition of a building that has been constructed without the necessary
permits.

Law stated - 24 October 2025

Bankruptcy and insolvency
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14 | Briefly describe the bankruptcy and insolvency system in your jurisdiction.

Bankruptcy, insolvency and reorganisation in Korea is governed by the Debtor
Rehabilitation and Bankruptcy Act. A bankruptcy petition can voluntarily or involuntarily
be filed and do not have the same automatic stay effect as US federal bankruptcy law.
Upon such filing, the bankruptcy court can issue an order for provisional attachment or
other necessary conservation measures against the debtor’s asset. In case of executory
contracts where both the debtor and the counterparty have not yet performed the contract
such as a sale, lease or loan at the time of bankruptcy, the bankruptcy trustee may decide
to perform or terminate the contract. The counterparty to the contract can issue a notice
to the trustee urging it to make a decision within a reasonable period of time, the failure of
which will result in the contract being deemed to have been terminated.

Law stated - 24 October 2025

INVESTMENT VEHICLES

Investment entities

15 | What legal forms can investment entities take in your jurisdiction? Which entities
are not required to pay tax for transactions that pass through them (pass-through
entities) and what entities best shield ultimate owners from liability?

The three most common types of legal entities in Korea are (1) the chusik hoesa or
a 'joint stock company', (2) the yuhan hoesa or a 'limited company', and (3) the yuhan
chegim hoesa or a 'limited liability company'. For all three entity types, the liability
of shareholders/members is limited to the extent of their contributions and multiple
shareholders/members may contribute to the entity’s capital.

The chusik hoesa is the most common form of legal entity in Korea. This form of legal entity
is typically appropriate for a large enterprise that will need substantial capital, as it is the
only type of entity that may issue corporate bonds or list its shares on the Korea Stock
Exchange. The yuhan hoesa is appropriate for small or medium-sized businesses owned
by a small number of individuals or entities because it offers greater flexibility in terms of
corporate governance (eg, formation of a board of directors is not mandatory but optional).
Lastly, the yuhan chegim hoesa is a mixture of a corporation and a partnership, as it is
modelled after the limited liability company (LLC) in the United States. A yuhan chegim
hoesa is increasingly used as the preferred local entity type by foreign companies since it
is exempt from an annual external audit requirement.

Although Korea does not have general and limited partnership, there are five special forms
of investment vehicles, RETF, RECF, REIT, CR-REIT and PFV as pass-through entities.

Real estate trust fund (RETF)

A real estate trust fund classified as a trust that is required to have its assets managed by
an asset management company with net assets of at least 1 billion won and at least three
asset management professionals.
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Real estate corporate fund (RECF)

A real estate corporate fund classified as a chusik hoesa that is required to have its assets
managed by an asset management company with net assets of at least 1 billion won and
at least three asset management professionals.

Real estate investment trust (REIT)

A general real estate investment trust classified as a chusik hoesa that is required to invest
at least 70 per cent of its assets in real estate and have its assets managed by an asset
management company with net assets of 7 billion won and at least five asset management
professionals.

Corporate restructuring real estate investment trust (CR-REIT)

A corporate restructuring real estate investment trust (CR-REIT) classified as a chusik
hoesa that is required to invest at least 70 per cent of its assets in 'CR-REITable' assets,
as defined in the relevant regulations, and to have its assets managed by an asset
management company with net assets of at least 7 billion won and at least five asset
management professionals.

Project financing vehicle (PFV)

A project financing vehicle (PFV) classified as a chusik hoesa that is required to invest
most of its assets in real estate development projects and have its assets managed by an
asset management company that is a shareholder of the PFV, or a company set up by a
shareholder of the PFV.

Law stated - 24 October 2025

Foreign investors

16 | What forms of entity do foreign investors customarily use in your jurisdiction?

The chusik hoesa (joint stock company) is the most common form of legal entity in Korea.
This form of legal entity is typically appropriate for a large enterprise that will need
substantial capital, as it is the only type of legal entity eligible to issue corporate bonds
or list its shares on the Korea Stock Exchange.

Law stated - 24 October 2025

Organisational formalities

17 | What are the organisational formalities for creating and maintaining the above
entities? What requirements does your jurisdiction impose on a foreign entity? Does
failure to comply incur monetary or other penalties? What are the tax consequences
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for a foreign investor in the use of any particular type of entity, and which type is
most advantageous?

Any foreign investor (parent) who wishes to establish a company in Korea must complete
the reporting requirements under the Foreign Investment Promotion Act (FIPA) or the
Foreign Exchange Transactions Act (FETA), depending on the amount of investment.

If the Parent plans to make an investment of 100 million won or more in an entity, then the
Parent must file a foreign investment report under FIPA with the Korea Trade-Investment
Promotion Agency (KOTRA) or a 'foreign exchange bank' in Korea. If the parent plans to
make an investment of less than 100 million won, then the parent must file a securities
acquisition report under FETA with a foreign exchange bank. The reporting process in most
cases is a matter of formality and the report is generally accepted and cleared in one or
two business days.

After the reporting process has been completed, the procedure for the establishment of the
new entity will involve the following:

» The parent must remit the initial capital to an interim holding account provided by
a foreign exchange bank in Korea. Usually, for ease of administration, the foreign
exchange bank will be the same as the one that handles the foreign investment
reporting or the securities acquisition reporting, and the bank will provide wire
transfer instructions.

« Ifthe new entity is a chusik hoesa, it must have at least one director, unless its paid-in
capital is 1 billion won or more in which case it must have at least three directors
and one statutory auditor. If the entity is a yuhan hoesa, it must have at least one
director. If the entity is a yuhan chegim hoesa, it must have at least one manager.
There are no nationality or residence requirement for the directors, managers or
statutory auditor. The directors and statutory auditor must be a natural person, and
a director, officer or other employee of the company may not serve concurrently as
the statutory auditor. The manager may be a natural person or legal person.

The entity must have at least one representative director, if it is a chusik hoesa
or yuhan hoesa, or at least one representative manager, if it is a yuhan chegim
hoesa. The representative director or representative manager is the sole officer with
inherent power to represent and bind the company. If the entity has one director or
manager, such person is the representative director or representative manager.

After completion of all of the above steps, the entity must register its establishment
with the company registry office of the district court having jurisdiction over it, based
on the address of the entity.

Each entity is required to pay a corporate registration tax of 0.48 per cent of the initial capital
(based on the par value of shares issued upon establishment in case of a chusik hoesa)
and, thereafter, upon each capital increase. If an entity is established in an overpopulated
control area or a company increases its capital within five years of its establishment, a
stepped-up capital registration tax rate of 1.44 per cent (ie, triple the normal rate) applies.

However, RECFs, Reits, CR-REITs and PFVs are not subject to such tripling of capital
registration tax nor the stepped-up acquisition tax normally applied to real property located
in overpopulated control areas. Land owned by a public REITs or a public fund for its
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business use is not separately taxed for property tax purposes and is not subject to
the comprehensive real estate tax. However, this exception does not apply to PFVs. The
applicability of corporate income tax to each type of entity is as below:

RETF — not taxable;
+ RECF - taxable in principle, but declared dividends may be deducted from income;
* REIT — taxable in principle, but declared dividends may be deducted from income;

* CR-REIT — taxable in principle, but declared dividends may be deducted from
income; and

» PFV — taxable in principle, but declared dividends may be deducted from income
(applicable through the fiscal year ending on or before 31 December 2025).

Law stated - 24 October 2025

ACQUISITIONS AND LEASES

Ownership and occupancy

18 | Describe the various categories of legal ownership, leasehold or other occupancy

interests in real estate customarily used and recognised in your jurisdiction.

There are two main types of property ownership: sole ownership and co-ownership.
The Civil Act categorises co-ownership into three types depending on the personal
bond between the co-owners: shared, joint ownership, and total ownership. Shared
ownership is co-ownership without a personal bond between the co-owners, joint
ownership is ownership by co-owners who are members of an association for joint business
management, and total ownership is co-ownership by an unincorporated quasi-corporate
entity. Each unit in one building can be an object of separate ownership if it is structurally
and operationally independent.

Arrangements for the occupancy and use of real estate include a lease on real estate,
an easement on land, and a superficies on land. Lease agreements are used for
residential and commercial properties. Jeonse-kwon is a type of leasehold interest unique
to Korean law, which must be registered in the real property registry to become effective.
Jeonse-kwon, properly registered, secures both the (1) leasehold interest, and (2) the
return of the lease deposit.

Law stated - 24 October 2025

Pre-contract

19 | What are the typical pre-contractual steps?

It is customary, in high-value transactions, to execute a form of non-binding agreement
before signing a binding contract. This could be a letter of intent or a memorandum of
understanding. The non-binding agreement typically outlines the key terms of the potential
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transaction, such as price, property description, key deadlines, and contingencies. It serves
as a framework for further negotiations but is not legally enforceable. However, if specific
terms are explicitly stated as being binding (such as confidentiality or exclusivity), these
provisions are enforceable. The customary exclusivity clause requires that the target
property be taken off the market while the negotiation of a contract is ongoing.

Real estate brokers are commonly involved in transactions on behalf of sellers and
purchasers. Real estate brokers must obtain a licence by passing a two-phased
nation-administered exams. Brokerage commissions are negotiable but subject to a cap
ranging from 0.4 per cent to 0.7 per cent of the transaction amount, depending on the type
of properties, transaction amount and transaction type.

Law stated - 24 October 2025

Contract of sale

20 | What are typical provisions in a contract of sale?

Typical provisions in a contract for the sale of real estate include:

 description of the property, including real estate register details and all
encumbrances on the property;

purchase price and payment schedule;

covenants for closing and post-closing;

« provisions regarding the transfer of possession and proration of rights and benefits,
including transfer of any lease agreements and other property-related agreements;

representations and warranties;

liabilities and indemnification;

proration of rights and profits;

.

conditions precedent to closing;

.

closing actions, including deliverables and title transfer filing;

termination and default interest; and

miscellaneous provisions (eg, governing law, jurisdiction, etc).

* Representations and warranties for commercial real estate transactions typically
include:

authorisation, enforceability;

title, no encumbrances;

government approval, no violation;

registration;

no litigation or dispute;

environmental, no hazardous materials; and

no expropriation and encroachment.
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The down payment is typically 10 per cent of the purchase price and it can be held in an
escrow account until closing in high-value transactions. A title search is typically done to
verify the legal status of the property, ensuring there are no liens, encumbrances, or other
issues that would prevent a clean transfer. This is usually carried out by the buyer’s attorney
or broker. The buyer usually bears the cost of the title search, though in some cases, the
seller agrees to cover these costs.

The property tax year runs from 1 January to 31 December. Liabilities for taxes and utilities
are typically prorated between the buyer and seller as of the closing date. Each party
is responsible for their share of property taxes and utilities based on the portion of the
year they owned the property. However, in the case of a residential property sale between
individuals, the person who owns the property as of 1 June is customarily responsible for
property taxes.

Generally, the risk of loss transfers to the buyer upon closing and the purchaser may
terminate the contract in the event of any loss related to the property.

Law stated - 24 October 2025

Environmental clean-up

21 | Who takes responsibility for a future environmental clean-up? Are clauses regarding
long-term environmental liability and indemnity that survive the term of a contract
common? What are typical general covenants? What remedies do the seller and
buyer have for breach?

If soil contamination is found on the property, the current owner is responsible for
addressing it by conducting a soil survey and remediating the contaminated soil pursuant to
the Soil Environment Conservation Act. However, if the current owner was unaware of the
contamination and not negligent at the time of acquiring the property, it is not responsible
for the remediation. If the owner obtained a soil environmental assessment at the time of
the purchase and verified that the level of contamination was below regulatory concern,
the owner is presumed to have acted in good faith without negligence. The Supreme Court
has ruled that if a landowner transfers contaminated property, it is liable to the new owner
and any future owners in tort for the cost of cleanup or waste disposal.

Law stated - 24 October 2025

Lease covenants and representation

22 | What are typical representations made by sellers of property regarding existing
leases? What are typical covenants made by sellers of property concerning leases
between contract date and closing date? Do they cover brokerage agreements and
do they survive after property sale is completed? Are estoppel certificates from
tenants customarily required as a condition to the obligation of the buyer to close
under a contract of sale?

Typical representations made by sellers of property regarding existing leases include:
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« true and complete list of all lease agreements and rent roll;

* no tenants, subtenants or other occupants or users of the property other than those
listed;

* no material default by the seller as landlord;

« the existence of any defaults under the lease;

« completion of all tenant improvements required under the lease;
* no cause for termination of the lease; and

* no disputes with tenants.

Covenants regarding lease agreements for the period between signing and closing typically
include that the seller agrees not to enter into any new leases or amend existing leases
without the consent of the buyer. The seller, particularly for commercial properties, often
covenants to complete any outstanding tenant improvement work prior to closing and is, in
certain high-value transactions, required to provide estoppel certificates from tenants as a
condition to closing.

Law stated - 24 October 2025

Leases and real estate security instruments

23 |Is a lease generally subordinate to a security instrument pursuant to the provisions
of the lease? What are the legal consequences of a lease being superior in priority to
a security instrument upon foreclosure? Do lenders typically require subordination
and non-disturbance agreements from tenants? Are ground (or head) leases treated
differently from other commercial leases?

A lease is generally subordinate to a security instrument that is registered in the real estate
registry.

However, as a leasehold interest can also be registered upon the tenant’s request, if it is
registered in the registry, a lease and security instrument are ranked according to the order
in which they are registered in the registry.

In case the lease is superior to the security instrument, the tenant’s rights under the
lease will survive foreclosure and the property owner following foreclosure is bound by the
terms of the existing lease. It is not customary for a lender to require subordination and
non-disturbance agreements directly from a tenant.

In a ground lease, the tenant leases the land itself, often for an extended period and may
have the right to construct buildings on the land. A ground lease for the purpose of owning
a building, even if it is not registered, has the same effect as a registered lease when the
tenant registers the building on the land.

Law stated - 24 October 2025

Delivery of security deposits
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24 | What steps are taken to ensure delivery of tenant security deposits to a buyer? How
common are security deposits under a lease? Do leases customarily have periodic

rent resets or reviews?

Security deposits are fairly common in leases, with the amounts typically tied to a
percentage of the rent. Periodic rent resets or reviews are common in commercial leases,
although the exact structure can vary depending on the lease agreement. Rent adjustment
mechanisms include fixed rent Increases, market rent review, index (such as consumer
price index) linked adjustments and turnover rent.

In a real estate transfer transaction, the security deposits, instead of directly transferring,
are usually credited to the buyer at closing by deducting the security deposits from the
purchase price.

Law stated - 24 October 2025

Due diligence

25 | What due diligence should be conducted before executing a contract? Is any due
diligence customarily permitted or conducted after contract but before closing?
What is the typical method of title searches and are they customary? How and to
what extent may acquirers protect themselves against bad title? Discuss the priority
among the various interests in the estate. Is it customary to obtain government
confirmation, a zoning report or legal opinion regarding legal use and occupancy?

In commercial building transactions, physical and legal due diligence is typically performed
before executing a contract. An engineering service company inspects physical and
environmental defects of the property, the results of which can be reflected in the purchase
price and can also be a basis for deciding whether to sign a contract.

The buyer’s lawyer carry out legal due diligence based on information provided by the seller
and public information such as that contained in the real estate registry, the real estate
ledger and the certificate of land use plan issued by the municipal government. Legal due
diligence typically covers the transaction structure, title, encumbrances and leases, zoning,
government permits and approvals and taxes. Title searches are conducted through the
real estate registry which is a publicly accessible system that provides all information on the
ownership, encumbrances, and rights associated with a property. To be lawful and proper,
transfers of real estate must be registered in the real property registry. Title insurance is
not common in Korea and thus in case of bad title the buyer should take steps to pursue a
claim against the seller.

Korea provides statutory priority for registered instruments (ie, first in time, first in right
priority); however, as an exception to this rule, taxes imposed on the property always
have absolute priority over the registered security instruments, regardless of whether the
statutory due date of such taxes precedes the date of the security instruments.

It is not customary to obtain government confirmation, a zoning report or a legal opinion
regarding legal use and occupancy.

Law stated - 24 October 2025
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Structural and environmental reviews

26 [Is it customary to arrange an engineering or environmental review? What are the
typical requirements of such reviews? Is it customary to get representations or an
indemnity? Is environmental insurance available?

It is customary in Korea to conduct an engineering or environmental review as part of the
due diligence process, especially for commercial properties. These reviews help the buyer
assess the property's condition and identify any environmental or structural issues that
could affect its value.

An engineering review involves evaluating the physical condition of the building and its
structural integrity and mechanical systems. An environmental review assesses whether
the property is contaminated or has any environmental risks. Environmental reviews are
crucial because they help the buyer avoid liability for pre-existing environmental issues,
which could lead to significant remediation costs.

It is customary to provide a commercial building buyer with representations and warranties
regarding the property’s structural and environmental conditions. Although environmental
insurance is available, it is not common to purchase environmental insurance.

Law stated - 24 October 2025

Review of leases

27 | Do lawyers usually review leases or are they reviewed on the business side? What
are the lease issues you point out to your clients?

Leases are examined legally and on the business side in the process of the due diligence
on the property. lawyers typically review lease issues including lease term and renewal
options, security deposits and rents, assignment and subletting, tenant improvements
and maintenance obligations, tenant default clauses, and termination clauses. A property
management agreement executed between the property owner and the management
service company can also be reviewed during due diligence. The management agreement
is generally subordinate to financing security instruments on the property.

Law stated - 24 October 2025

Other agreements

28 | What other agreements does a lawyer customarily review?

All agreements involving any encumbrances (easements, restrictive covenants, finance
instruments, etc) on the property are subject to due diligence. Service agreements related
to the property (eg, asset management agreements, parking service agreements or
facility management agreements) and insurance agreements are also reviewed by lawyers.
Brokerage agreements are customarily not reviewed.
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Law stated - 24 October 2025

Closing preparations

29 | How does a lawyer customarily prepare for a closing of an acquisition, leasing or
financing?

A lawyer customarily prepares a checklist of deliverables that are required to be provided
upon closing. These deliverables may vary depending on the specific projects. For instance,
in the case of an acquisition of a commercial building, the typical deliverables include the
following:

Seller’s deliverables

title transfer information and documents including: (1) title deed information; (2)
seller's power of attorney; (3) a short form sale and purchase agreement; and (4)
the certificate of seal impression of the seller’s registered corporate seal;

.

VAT tax invoice;

.

each assumed lease agreement;

government approvals relating to the property;

all blueprints, drawings and any other documents related thereto relating to the
property;

« alldocuments and instruments guaranteeing the repair of defects and/or entitling the
beneficiary thereunder to bring repair, warranty or damage claims with respect to
any part of the property and all documents and instruments necessary to assign and
transfer to the purchaser any and all of seller’s rights, titles and interests thereunder;

« all keys, books, records, manuals and any other documents and articles necessary
for the design, construction, ownership, operation, repair, maintenance and/or
management of the property;

tax clearance certificates for the seller issued by the relevant national and local tax
offices certifying that the seller has no outstanding tax liabilities in connection with
the property; and

» a comprehensive closing statement outlining the financial details of the transaction,
including purchase price adjustments, lease security deposit amounts and
prorations at closing from both parties.

Purchaser’s deliverables
« closing payment;

« copy of certificate of real estate transaction report filed pursuant to the relevant law;
and
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certified copy of internal authorisation documents of the purchaser authorising the
execution and/or performance of the agreement.

The usual timing between signing and closing depends on the specific project. A simple
transaction for which no government approval is required can often be closed four to six
weeks after signing, or even simultaneously with signing. In forward sales (ie, projects in
which a building is sold that is still under development), the period between signing and
closing can be several years.

Lenders customarily require a legal opinion from the borrower’s lawyer confirming that the
title is clear and the finance and security agreements have been legally completed. The
borrower’s representations and warranties (eg, no material changes to the property or no
additional security provisions to a third party without the lender’s prior consent). In most
cases, closing and funding occur simultaneously so that the buyer transfers the purchase
price and the seller delivers the title documents simultaneously.

Law stated - 24 October 2025

Closing formalities

30 |Is the closing of the transfer, leasing or financing done in person with all parties
present? Is it necessary for any agency or representative of the government or
specially licensed agent to be in attendance to approve or verify and confirm the
transaction?

For real estate purchase or lease transactions, the closing can be held at the real
estate agent’s office or the office of either party’s lawyer. No in-person meeting is
required. In the case of financing, closings are often done at the lender’s office or
at the office of the borrower’s lawyer. At the meeting, the relevant parties and their
respective legal counsel and a judicial scrivener confirm the various acquisition and
debt financing closing documents. It is not necessary for any agency or representative
of the government or specially licensed agent to be in attendance to approve or verify
and confirm the transaction. However, the registrations of property transfers or security
interests are required to be completed upon closing at the local governmental registry
office. Registration fees and taxes must be paid at the time of the registration applications.
For leases, the parties customarily agree on a formal handover of the property on the day
when the lease term starts.

Law stated - 24 October 2025

Contract breach

31 | What are the remedies for breach of a contract to sell or finance real estate?

In the case of breach of a real estate transfer agreement, the purchaser can typically seek
specific performance to compel the seller in breach to complete the sale and transfer
the title to the property. The seller may also seek specific performance to compel the
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buyer in breach to complete the transaction by paying the purchase price or fulfilling other
obligations. However, specific performance being sought by the seller is less common,
as the seller often prefers financial compensation by acquiring the down payment after
termination. Both the purchaser and seller have, basically, the right to seek monetary
damages if the other party breaches the contract although their specifics depends on the
indemnification provisions in the contract.

In the case of breach of a real estate financing agreement, each party typically has specific
remedies provided in the loan agreement. The lender may foreclose on the property as
the financing is secured by a mortgage, demand immediate repayment of the entire loan
amount (acceleration clause) and pursue damages for unpaid interest and penalties. If
the lender fails to provide the agreed-upon financing, the borrower may seek specific
performance to compel the lender to disburse funds (though this is rare), and claim
damages for any financial losses caused by the lender’s breach, such as delays in closing.

Law stated - 24 October 2025

Breach of lease terms

32 | What remedies are available to tenants and landlords for breach of the terms of
the lease? Is there a customary procedure to evict a defaulting tenant and can a
tenant claim damages from a landlord? Do general contract or special real estate
rules apply? Are the remedies available to landlords different for commercial and
residential leases?

Both tenants and landlords have specific remedies available when a party breaches
the terms of the lease. The tenant may claim damages against the landlord in breach.
For example, in the event the landlord fails to make necessary repairs and such failure
adversely affects the tenant’s business, the tenant may seek compensation for the cost of
repairs, business interruptions, or other related costs and losses. In the event the tenant
fails to pay rent, the landlord can make a claim for the unpaid rent and also deduct it from the
security deposit. In addition to rent, the landlord can also claim interest on late payments.
In case of a significant breach, the other party may terminate the lease prior to expiry of
the lease.

The eviction of a defaulting tenant requires adherence to legal procedures. The landlord is
required to file a lawsuit in court to obtain an eviction judgment. Upon the court’s granting
of an eviction judgment, the landlord must seek the court’'s assistance in enforcing the
judgment. It may take a few months for the eviction to be carried out, depending on the
circumstances and court schedule.

Both general contract law and special real estate laws apply to lease agreements in Korea.
The Civil Act covers the general rules for contract formation, performance, and breach,
including damages and termination, which applies to both residential and commercial
leases. Both the Housing Lease Protection Act and the Commercial Building Lease
Protection Act aim to protect the rights of tenants, but there are differences because
their purpose and protections are different. The former is a law to promote the stability of
housing, and thus it protect all tenants regardless of the deposit amount. In contrast, the
latter governs leases for profit-making activities, providing stronger protections for tenants
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with deposits below a certain threshold, while leases with higher deposits are regulated
with greater emphasis on landlord's rights

Law stated - 24 October 2025

FINANCING

Secured lending

33 | Discuss the types of real estate security instruments available to lenders in your
jurisdiction. Who are the typical providers of real estate financing in your country?
Are there any restrictions on who may provide financing?

In South Korea, the primary forms of security interests in real estate include mortgage,
collateral assignment (yangdo-dambo), and collateral trust. A mortgage allows the lender
to hold a security interest in the property and, in the event of loan default, to enforce
the security interest through a foreclosure auction to recover the debt owed. A collateral
assignment involves the lender acquiring title to the property as collateral, granting the
lender the right to obtain definitive ownership in the event of default. A collateral trust
involves the entrusting of the property to a trustee (such as a bank or securities firm) for
management as collateral and, in case of a default, the lender, as the primary beneficiary,
can receive the proceeds from the sale or disposal of the property.

In Korea, the primary lenders for real estate secured loans include banks, specialised credit
finance companies, pension funds and credit funds. Banks and pension funds typically
participate in senior loans, which offer fixed returns, while other institutions may engage in
mezzanine or subordinate loans that carry increased risk and variable returns. To operate a
lending business in Korea, entities must be licensed by the financial regulators or otherwise
permitted under law, and in case of credit funds, investors must be qualified institutional
investors.

Law stated - 24 October 2025

Leasehold financing

34 |Is financing available for ground (or head) leases in your jurisdiction? How does the
financing differ from financing for land ownership transactions?

In Korea, using ground (or head) lease as collateral for borrowing is very rare, and
even when such borrowing occurs,it usually involves a small amount on very restrictive
conditions. Leasehold interest can be protected through registration, which allows tenants
to secure their lease rights and claims for the return of deposits. However, long-term ground
leases are rare and because long-term protection for ground leases is not well established,
it is more common for landowners to offer the property itself as collateral for loans.

Law stated - 24 October 2025
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Form of security

35 | What is the method of creating and perfecting a security interest in real estate?

Each type of security interest, a mortgage, collateral assignment (yangdo-dambo), and
collateral trust can be created and perfected by filing the necessary documents, including
the relevant security interest agreement, with the appropriate real estate registry office.

Law stated - 24 October 2025

Valuation

36 | Are third-party real estate appraisals required by lenders for their underwriting of
loans? Are there government or industry standards for appraisals? Must appraisers
have specific qualifications or required government or industry certifications? Who
is required to order the appraisal?

In real estate secured lending, it is common for creditors to require the borrower to obtain
an appraisal of the real estate from an independent appraiser. This practice is essential for
the decision-making process of the creditors. Appraisers must be licensed by the regulators
to conduct appraisals of real estate, and they must comply with certain appraisal standards
announced by the Ministry of Land, Infrastructure and Transport.

Law stated - 24 October 2025

Legal requirements

37 | What would be the ramifications of a lender from another jurisdiction making a loan
secured by collateral in your jurisdiction? What is the form of lien documents in your
jurisdiction? What other issues would you note for your clients?

If a foreign lender continuously and repeatedly extends loans in Korea or to residents of
Korea, this activity may be considered as engaging in a lending business under Korean law.
To engage in lending as a business, the lender must either qualify as a financial institution
licensed to provide loans or register as a lending business entity. However, if a foreign
lender only provides loans only in a limited, one-off transaction or specific project, it is
unlikely to be regarded as engaging in lending business in Korea.

A mortgage, collateral assignment (yangdo-dambo), and collateral trust all require
registration, which necessitates the submission of certain application documents and the
payment of associated costs and taxes to the public registration office. Similarly, when
transferring a security interest in real estate, a transfer registration is required, along with
the submission of relevant documents and the payment of fees and taxes. Additionally, a
stamp duty may be imposed when entering into loan agreements in Korea.

Law stated - 24 October 2025
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Loan interest rates

38 | How are interest rates on commercial and high-value property loans commonly set?
What rate of interest is legally impermissible in your jurisdiction and what are the

consequences if a loan exceeds the legally permissible rate?

Interest rates on real estate secured loans are usually agreed upon as fixed rates based
on the prevailing market rates at the time of the loan. Additionally, a variable interest rate
method is utilised, where the interest rate is calculated by adding a margin to a benchmark
rate, such as the KOFR rate or the yields of financial bonds and certificates of deposit
(CDs), adjusted on each interest payment date.

Under Korean law, the maximum allowable interest rate for loans is capped at 20 per cent
per annum. When determining the interest rate, all payments made to the creditor, including
fees and costs (excluding costs related to collateral registration and credit checks), must
be included. Any agreement to pay interest exceeding this cap is considered to be null and
void, and can result in criminal penalties. This interest rate restriction applies uniformly,
regardless of whether the lending is conducted as a licensed business, although the level
of sanctions or penalties may vary depending on the type of lenders involved.

Law stated - 24 October 2025

Loan default and enforcement

39 | How are remedies against a debtor in default enforced in your jurisdiction? Is
one action sufficient to realise all types of collateral? What is the time frame for
foreclosure and in what circumstances can a lender bring a foreclosure proceeding?
Are there restrictions on the types of legal actions that may be brought by lenders?

In the case of a mortgage, if a loan default occurs, the lender may apply for foreclosure with
the competent court. This court procedure will lead to the seizure and sale of the property,
from which the lender can receive priority payment based on its priority ranking at the time
of the distribution of the sale proceeds.

For a collateral assignment (yangdo-dambo), in the event of a default, the lender can
acquire definitive ownership of the property, allowing the lender to retain it or sell it to a
third party and use the proceeds to satisfy their debt. In the case of a collateral trust, upon
a default, the lender, as the primary beneficiary, may receive income generated from the
use and disposal of the property according to the terms of the trust agreement.

Foreclosure auctions, which must be conducted through the courts, may take
approximately six months to a year. During this process, the lender may also pursue
enforcement actions against the borrower's general assets, make claims against
guarantors, and take other actions. Unless specified otherwise in the relevant contract, the
lender is not restricted in enforcing the security interests all at once or in whichever order it
prefers. However, to pursue an enforcement action against the borrower's general assets
that are not secured by a mortgage or similar security interest, the lender must first obtain
a definitive court judgment or equivalent confirming the borrower’s debt obligations.
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Law stated - 24 October 2025

Loan deficiency claims

40 | Are lenders entitled to recover a money judgment against the borrower or guarantor
for any deficiency between the outstanding loan balance and the amount recovered
in the foreclosure? Are there time limits on a lender seeking a deficiency judgment?
Are there any limitations on the amount or method of calculation of the deficiency?

If the primary creditor is unable to recover the full amount of the debt through foreclosure,
it may recover any shortfall from the general assets of the borrower or the guarantor,
which are not secured by a mortgage or similar collateral, on a pari passu basis with other
unsecured creditors. However, to pursue an enforcement action against these general
assets, it is necessary to obtain a definitive court judgment or an equivalent document
confirming the borrower’s debt obligations. In this case, the shortfall amount can be
collected without any restrictions as long as the debt remains outstanding. However, actual
recovery may be limited by the financial condition of the borrower and the guarantor as well
as any bankruptcy or insolvency proceedings involving either party.

Law stated - 24 October 2025

Protection of collateral

41 [What actions can a lender take to protect its collateral until it has possession of the
property?

In the case of a mortgage on real estate, when the creditor applies to the court to
commence foreclosure, the sale of the property will be conducted under court supervision.
For the creditor to acquire title to the property, the creditor must participate in the
foreclosure process and purchase the property with the court’s approval. Other than
through this process, the creditor, as mortgagee, cannot directly exercise any ownership
right over the property but may only seek to prevent any infringement upon the mortgage
by the mortgager or third parties. In the case of a collateral assignment (yangdo-dambo),
the creditor retains legal title to the property and can exercise ownership rights against third
parties, subject only to the terms of the collateral assignment agreement. In the case of a
collateral trust, the trustee acquires legal title to the property and can manage, dispose of
and distribute proceeds from the property in accordance with the collateral trust agreement.
Thus, the creditor cannot directly exercise any ownership right over the secured property
in this case.

To collect rent from mortgaged property, the creditor must either obtain a separate lien on
the right to collect rent or seize the rent claim and also obtain the court’s decision to do
so during the following enforcement process. When a creditor acquires property through
a collateral assignment (yangdo-dambo), it can collect rent from the tenant as the legal
owner unless otherwise agreed in the collateral assignment agreement. In the case of a
collateral trust, any rent proceeds may be distributed to the creditor as primary beneficiary
according to the terms of the collateral trust agreement.
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Law stated - 24 October 2025

Recourse

42 | May security documents provide for recourse to all of the assets of the borrower?
Is recourse typically limited to the collateral and does that have significance in
a bankruptcy or insolvency filing? Is personal recourse to guarantors limited to
actions such as bankruptcy filing, sale of the mortgaged or hypothecated property
or additional financing encumbering the mortgaged or hypothecated property or
ownership interests in the borrower?

Under Korean law, in order to establish a security interest, the subject properties must
be specifically identified and it is not possible to establish a blanket lien over all of the
borrower's assets. However, unless the creditor has agreed to a non-recourse provision
in the contract, the creditor may recover from the borrower’'s general assets that are not
secured by a mortgage or similar collateral on a pari passu basis with other unsecured
creditors, in addition to recovery through the enforcement of collateral. To pursue recovery
from such general assets, the creditor needs to secure a court-ordered attachment over
those assets.

Claims against a guarantor remain valid as long as the debt obligation of the borrower
is outstanding, and there are no special restrictions on the scope or method of such
claims compared to those against the borrower. If the guarantor has provided collateral,
the creditor may enforce that collateral to receive priority payment or recover from the
guarantor’'s general assets on a pari passu basis with other unsecured creditors.

Law stated - 24 October 2025

Cash management and reserves

43 |ls it typical to require a cash management system and do lenders typically take
reserves? For what purposes are reserves usually required?

Itis common for borrowers to establish bank accounts specified in finance agreements, with
controls imposed on cash flow through restrictions on deposits and withdrawals related to
these accounts. For example, there may be a proceeds account for receiving any proceeds
or funds, an interest reserve account for securing interest payments due over the next
three to six months, an account for receiving value-added tax refunds, an account for
receiving insurance payouts and for expenditures on repairs within a specified limit, and a
reserve account for returning the security deposit at the end of a lease. Finance agreements
typically stipulate that these bank accounts maintain funds reserved for each designated
purpose.

Law stated - 24 October 2025

Credit enhancements
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44 | What other types of credit enhancements are common? What about forms of

guarantee?

It is common for borrowers to establish an interest reserve account to set aside funds
for interest payments due over the next three to six months. When the borrower is a
special purpose company or investment vehicle, the parent company or sponsor may be
required to provide a guarantee or (less frequently) a letter of credit. While there are no
specific legal restrictions on the qualifications of guarantors, finance agreements often
impose requirements for guarantors to maintain certain financial standards. Guarantees
typically provide cash payment for the outstanding debt, and in project financing,
contractors are often required to provide a completion guarantee. Generally, guarantees
are considered legally valid and enforceable. Letters of credit, while serving a similar
purpose as guarantees, may take various forms including binding, non-binding or best
effort arrangement.

Law stated - 24 October 2025

Loan covenants

45 | What covenants are commonly required by the lender in loan documents?

Covenants typically required by creditors include the obligation to provide and maintain
collateral or guarantees, prohibition on raising additional debt or providing further
collateral, restriction on significant corporate actions, the order of payment from received
funds (waterfall provision), compliance with specific financial standards, obligations for
information sharing and reporting, and responsibilities related to the property (such as
maintenance, insurance and environmental compliance).

Law stated - 24 October 2025

Financial covenants

46 | What are typical financial covenants required by lenders?

Financial covenants typically required by creditors include loan-to-value (LTV) and debt
service coverage ratio (DSCR). To verify compliance with these financial standards,
borrowers are often required to submit a compliance certificate for the financial covenants
(or specific covenant such as DSCR) to the creditor on each interest payment date.
Additionally, it is customary for borrowers to provide their financial statements to the creditor
on a regular basis. Regular appraisals and submission of valuation reports may also be
required. These covenants are typically provided regardless of whether a loan default has
occurred.

Law stated - 24 October 2025
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Secured movable (personal) property

47 | What are the requirements for creation and perfection of a security interest in
movable (personal) property? Is a ‘control’ agreement necessary to perfect a security

interest and, if so, what is required?

Under Korean law, collateral for movable property or receivables is typically provided
through the establishment of a pledge. A pledge is created and perfected when the parties
agree to the pledge and deliver the collateral to the creditor (and no separate control
agreement is needed). However, for certain types of movable property, such as automobiles
and ships, which are specifically regulated by law, collateral must be provided in the form
of a mortgage that needs registration, as opposed to a pledge.

Law stated - 24 October 2025

Single purpose entity (SPE)

48 | Do lenders require that each borrower be an SPE? What are the requirements to
create and maintain an SPE? Is there a concept of an independent director of SPEs
and, if so, what is the purpose? If the independent director is in place to prevent a
bankruptcy or insolvency filing, has the concept been upheld?

Creditors do not necessarily require borrowers to be a single purpose entity (SPE) in real
estate financing. However, there are instances where establishing an SPE as a property
company or a holding company may be suitable for financing the acquisition of certain
type of properties, such as high-value assets. Under Korean law, SPEs are not subject
to special regulation and are typically established in the form of a joint stock company
or limited liability company. Korean law does recognise the concept of an independent
director (or outside director), who is an external individual appointed to oversee the fair
and transparent operation of the company's board of directors. However, the appointment
of an independent director in an SPE seems to be quite rare.

Law stated - 24 October 2025

UPDATE AND TRENDS

International and national regulation

49 | Are there any emerging trends, international regulatory schemes, national
government or regulatory changes, or other hot topics in real estate regulation in
your jurisdiction?

The Korean government has implemented a variety of policies to curb rapidly rising real
estate prices. For example, it has tightened regulations on mortgages and is continuing
efforts to curb real estate speculation by adjusting tax policies.
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The government is also actively promoting the development of smart cities that incorporate
digital technologies as part of the Fourth Industrial Revolution. This will be implemented
by building intelligent urban infrastructure based on Al, big data, and loT technologies to
maximise the efficiency of residential and workplace environments. A zero-energy building
(ZEB) is an eco-friendly building that minimises energy consumption by using renewable
energy such as solar and wind power. The government has already mandated ZEB for
public buildings, with plans to expand it to the private sector in 2026.

In 2024, the Korean government announced a new policy to revitalise real estate
investment trusts (REIT) to further develop the real estate industry. This plan has been
implemented in May 2025 through amendments to the Real Estate Investment Company
Act and related regulations and comes into effect on 28 November 2025.

Previously, real estate development projects were often carried out through project
financing vehicles, but by introducing a project REIT system, the amendments to the Act
ease regulations to enable the use of REITs to carry out development projects.

Law stated - 24 October 2025
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Legal system

1 | How would you explain your jurisdiction’s legal system to an investor?

Thailand adopts a civil law system in which laws are codified in statutes. While the courts
can exercise some discretion to achieve equitable outcomes, Thailand does not have
separate equity courts.

Before or during trial, it is possible for the parties to request the court to grant an injunction.
Provisional seizure is also available.

Thai laws generally have a nationwide effect with regard to real estate.

Oral contracts are generally enforceable unless they are otherwise required by law to be
made in a written form and be admissible in court. The only difference is the relative difficulty
of proving the existence of an oral contract in court, but Thailand does not recognise the
parol evidence rule.

Law stated - 24 November 2025

Land records

2 [ Does your jurisdiction have a system for registration or recording of ownership,
leasehold and security interests in real estate? Must interests be registered or
recorded?

Thailand has a nationwide real property registration system and transactions are generally
required to be registered with a competent land office, otherwise it shall be deemed void.
Ownership, leasehold (for more than three years) and security interests must be registered
in principle.

These property interests must be recorded on a title deed. Registration of property interests
can legally guarantee title and priority to the registered parties of the underlying immovable
properties.

Law stated - 24 November 2025

Registration and recording

3 | What are the legal requirements for registration or recording conveyances, leases
and real estate security interests?

Generally, all registrations and recordings of real estate transactions must be executed at
the competent land office where the target property is located. For land offices in certain
provinces, registrations and recordings of rights and juristic acts related to the land which
is issued with the land title deed can be performed at the land office where the property
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is located and done electronically via the online system (but only for initially submitting an
application and required documents). In addition, for land offices in certain provinces which
are specifically designated, the registration and recordings for the same can be performed
with another land office among specific provinces (ie, cross-province registration) and done
electronically via the online system. Currently, in 2025, it is available for 20 provinces (eg,
Bangkok, Chiang Mai, Ubon Ratchathani, Rayong, Chonburi provinces). In any case, note
that the registrations and recordings of real estate transactions must still be physically
completed at the land office.

The rules for registration are universally applicable nationwide. However, the practices and
requirements of each land office may vary, as land office registrars may interpret the same
regulations differently.

Certain types of transactions are subject to applicable official fees, taxes, and expenses.
For example, transfer fees, withholding taxes (corporate or personal income taxes), specific
business taxes (if any) and stamp duties are required for conveyance, while registration
fees and stamp duties are required for registration of a lease or mortgage.

In a sale and purchase transaction, the seller and the buyer shall be bound to pay official
fee equally, but this can be agreed otherwise by the parties. The seller normally bears the
applicable taxes (specific business taxes, etc).

Law stated - 24 November 2025

Foreign owners and tenants

4 | What are the requirements for non-resident entities and individuals to own or lease
real estate in your jurisdiction? What other factors should a foreign investor take into
account in considering an investment in your jurisdiction?

A foreigner, either in the form of a corporation or an individual, as defined under Thai
laws, is generally prohibited from owning land. However, there are certain exemptions and
special permissions under some laws, such as the Investment Promotion Act of 1977, the
Industrial Estate Authority of Thailand Act of 1979 and the Eastern Special Development
Zone Act of 2018.

Nevertheless, foreigners can lease land and own construction on such land. They can also
own a condominium unit, provided that the total aggregate unit space owned by them must
not exceed 49 per cent of the total condominium space of the building.

Law stated - 24 November 2025

Exchange control

5 |If a non-resident invests in a property in your jurisdiction, are there exchange control
issues?

Other than the regulatory prior approval for certain transactions or reporting requirement
at the time of outward remittance and mandatory conversion requirement to Thai baht for

Real Estate 2026 | Thailand Explore on Lexology [



RETURN TO CONTENTS RETURN TO SUMMARY

inward remittance, generally, there are no material foreign exchange control issues relating
to direct investment in Thai real property by a non-resident.

Law stated - 24 November 2025

Legal liability

6 | What types of liability does an owner or tenant of, or a lender on, real estate face?
Is there a standard of strict liability and can there be liability to subsequent owners
and tenants including foreclosing lenders? What about tort liability?

In principle, an owner or tenant may face tortious liability for direct damage resulting from
a wrongful act whether intentionally or negligently committed. Thus, an injured party may
claim damages from the party who causes such damages.

Strict liability is imposed on the owner of a building where the damage is caused by
defective construction or a lack of sufficient maintenance of the building. Compensation
shall be made by the owner of the building. However, the possessor of the building can
avoid potential liability by proving that he or she has taken proper care to prevent damage.

A real estate lender does not hold any specific legal liability unless the loan agreement
provides otherwise.

Law stated - 24 November 2025

Protection against liability

7 |How can owners protect themselves from liability and what types of insurance can
they obtain?

Generally, the owner cannot avoid tortious liability incurred from damage that is caused by
his or her building and construction. Thus, liability insurance is recommended to insure
against third-party claims except for certain types of buildings as prescribed by the law
where the liability insurance is compulsory (eg, high buildings, large buildings, extra-large
buildings, public assembly buildings, and specific hotels). Environmental insurance can be
found in Thailand, but it is rare due to the high cost of premiums and some limitations on
coverage.

Law stated - 24 November 2025

Choice of law

8 | How is the governing law of a transaction involving properties in two jurisdictions
chosen? What are the conflict of laws rules in your jurisdiction? Are contractual

choice of law provisions enforceable?
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The Conflict of Laws Act of 1938 is applicable to transactions involving properties in two
jurisdictions. The governing law on real estate is the law of the country in which the property
is located. The provision to choose the law of another jurisdiction as the governing law is
acceptable in general contracts. However, for contracts pertaining to real estate located in
Thailand, Thai law is the sole choice of governing law and Thai courts will not accept any
choice of law in matters concerning enforcement.

Law stated - 24 November 2025

Jurisdiction

9 [ Which courts or other tribunals have subject-matter jurisdiction over real estate
disputes? Which parties must be joined to a claim before it can proceed? What is
required for out-of-jurisdiction service? Must a party be qualified to do business in
your jurisdiction to enforce remedies in your jurisdiction?

Real estate disputes are handled by the court of justice, which has the broadest and most
common judicial authority. Civil cases, including real estate disputes (eg, claims against
eviction, trespass, forced transfer of property, return of property, enforcement of mortgage
and tort), can be commenced by plaint filing to the competent court of justice where the
property is situated or to the court where the defendant is domiciled.

A real estate dispute involving a criminal case (eg, a claim against trespass, fraud,
misappropriation and mischief) can be brought to the competent criminal court. An
interested person can join the lawsuit as a joint plaintiff or a defendant during the court
proceedings.

Delivery of pleading in Thailand may be made by the competent court to the defendant at
the domicile or place of business or by the acceptance of the defendant. If the defendant
is overseas, the plaintiff must proceed out-of-jurisdiction service by requesting the court to
deliver a certified copy of the plaint and summons, in the official language of the destination
country or English, to the defendant by international express mail, courier or through
diplomatic channels, at the plaintiff’s expense.

A party is not required to be qualified to do business in Thailand to enforce judicial remedies.
However, a foreign judgment is not enforceable under Thai jurisdiction, as Thailand is not
a party to any treaties or conventions on enforcement of foreign judgments, but it can be
used as evidence in court proceedings.

Law stated - 24 November 2025

Commercial versus residential property

10 [How do the laws in your jurisdiction regarding real estate ownership, tenancy
and financing, or the enforcement of those interests in real estate, differ between

commercial and residential properties?

In principle, properties for commercial or residential purposes are not treated differently,
except in some respects such as lease of properties for those purposes, etc.
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Generally, lease of any property, whether for commercial or residential purposes, shall be
subject to the Civil and Commercial Code, under which the lease term shall not exceed 30
years, etc.

Unlike a lease for residential purpose, a lease for commercial purpose can enjoy more
benefits under the specific laws (eg, a lease term of up to 50 years subject to satisfaction
of the requirements provided).

Law stated - 24 November 2025

Planning and land use

11 | How does your jurisdiction control or limit development, construction, or use of real
estate or protect existing structures? Is there a planning process or zoning regime in
place for real estate?

There are two main laws concerning town planning and land use.

The Building Control Act of 1979 regulates the requirements and conditions for any action
in relation to buildings and constructions (eg, construction, modification and demolition).
Those activities require prior approval from, or prior or post notification to the competent
administrative officer. Non-compliance with the law may lead to severe fines and an
imprisonment term or lead to rectification or demolition of the building. The penalty will
double if the building is used for a commercial purpose.

The Town and City Planning Act of 2019 regulates the type of land usage in different
areas. Each zoning regime is governed by separate regulations, which vary based on the
particular province. Zoning areas will be periodically reviewed every five years.

Zoning decisions cannot be appealed upon its implementation. Thus, obtaining the written
official confirmation from the competent authority to confirm compliance prior to the
construction or acquisition of the land is common.

Law stated - 24 November 2025

Government appropriation of real estate

12 | Does your jurisdiction have a legal regime for compulsory purchase or condemnation
of real estate? Do owners, tenants and lenders receive compensation for a
compulsory appropriation?

Expropriation of immovable property regularly occurs for the public benefit, (eg, for public
utilities, national defence, acquisition of natural resources, town and city planning or other
public purposes as prescribed under the government plan). The Immovable Property
Expropriation Act of 2019 stipulates the requirements and the process of compulsory
purchase of real estate and compensation.

Owners, tenants and sub-tenants of land and buildings are entitled to the compensation.
Lenders, however, are generally not directly compensated.
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Compensation for expropriation, on a case-by-case basis, shall be evaluated from various
factors, including the value of the land, demolition costs, relocation costs, and other
damages resulting from the owner leaving the expropriated land.

Law stated - 24 November 2025

Forfeiture

13 | Are there any circumstances when real estate can be forfeited to or seized by the
government for illegal activities or for any other legal reason without compensation?

As a general principle of criminal law, any property which is involved in the commission of
a criminal offence (eg, money laundering or drug dealing) can be forfeited by court order
and generally sold by way of public auction.

In addition to criminal cases, if a foreigner illegally owns the land or a landowner
subsequently becomes a foreigner, it is required to dispose of the land within a period of
one year from the date of becoming a foreigner under the Land Code of Thailand.

Law stated - 24 November 2025

Bankruptcy and insolvency

14 | Briefly describe the bankruptcy and insolvency system in your jurisdiction.

Bankruptcy cases are subject to the Bankruptcy Act of 1940 which applies a legal concept
of involuntary bankruptcy (ie, only when commenced by a creditor filing a petition against
a debtor). The case is within the jurisdiction of the Central Bankruptcy Court. In the case
of court proceedings, an official receiver will be appointed. Although there is no automatic
stay upon filing of an application for bankruptcy, upon such filing, the bankruptcy court will
issue a court order staying execution against the assets of the bankrupted borrower on a
case-by-case basis. Upon a seller’s bankruptcy, the seller’s fraudulent conveyance can be
voided (even if it is implemented before bankruptcy) under certain statutory conditions.

Business reorganisation can be an alternative for corporate debtors. Debtors or creditors
can commence business restructuring by filing a petition to the Central Bankruptcy Court. It
allows a corporate debtor to continue business operations in accordance with the approved
restructuring plan. There is an automatic stay upon the acceptance of filing of an application
for business reorganisation.

Law stated - 24 November 2025

INVESTMENT VEHICLES

Investment entities
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What legal forms can investment entities take in your jurisdiction? Which entities
are not required to pay tax for transactions that pass through them (pass-through
entities) and what entities best shield ultimate owners from liability?

A private limited company is the most common form for foreign investors, although it is not
a pass-through entity.

Alternatively, investment in real estate projects can be done through property funds and
real estate investment trusts (REITs), of which the latter is more recent and popular. While a
REIT is a pass-through entity, a property fund is not. Property funds, however, are exempted
from the applicable taxes on land transfer transactions (ie, value added taxes, specific
business taxes and stamp duties), while REITs are still subject to those taxes.

Law stated - 24 November 2025

Foreign investors

16 | What forms of entity do foreign investors customarily use in your jurisdiction?

Private limited company investment structures are commonly used by foreign investors.

Law stated - 24 November 2025

Organisational formalities

17 | What are the organisational formalities for creating and maintaining the above
entities? What requirements does your jurisdiction impose on a foreign entity? Does
failure to comply incur monetary or other penalties? What are the tax consequences
for a foreign investor in the use of any particular type of entity, and which type is
most advantageous?

A private limited company can be established by way of registration at the Department
of Business Development. Formal requirements for incorporated entities include having
at least two individual promoters (according to the recently amended law), remittance
of registered capital (with at least 25 per cent paid-up) and preparation of constitutional
documents (eg, memorandum of association, articles of association and list of objectives).

After its establishment, a private limited company must maintain at least two shareholders
at all times. Any changes of matters of the company shall be subject to registration;
otherwise, monetary penalties may be imposed against both the company and its
authorised directors.

A foreigner within the definition of the Foreign Business Act of 1999, including a
foreign-owned company, is subject to restrictions on operating businesses in Thailand and
real property-related business is also generally subject to this restriction.

Law stated - 24 November 2025
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ACQUISITIONS AND LEASES
Ownership and occupancy

18 | Describe the various categories of legal ownership, leasehold or other occupancy

interests in real estate customarily used and recognised in your jurisdiction.

Legal ownership and occupancy interests in real estate that are well recognised under Thai
law include the following:

» ownership: an absolute right granted to the owner of property to use and dispose
it or to acquire its fruits or to recover it from any person not entitled to take it, and
prevent such person from unlawful interference;

servitude: commonly known as a ‘right of a way’ or ‘easement’, which is a property
right granted to the dominant property on the servient property for access by foot
or vehicle or use in any means; and

right over leasehold asset: a right granted by the owner of real estate over a plot
of land, a building on land or a condominium to create and register a transferrable
right over the property of the owner for a maximum period of 30 years. The right
is transferrable and can be inherited and pledged as a security. The right over the
leasehold asset shall be registered with the competent land office.

Other than the above, other forms of occupancy interest include leaseholds, mortgages,
joint ownership, possession, habitation, usufruct, superficies and charges.

Law stated - 24 November 2025

Pre-contract

19 | What are the typical pre-contractual steps?

At the pre-contractual stage of sale of real property of substantial value, there are the
submission of reservation form, undertaking of comprehensive due diligence, or execution
of the letter of intent between the parties by a potential buyer. The legal effects of
pre-contractual documents depend on the intentions of the parties. The parties can
reserve certain provisions in the agreement to have either non-binding effect for common
understanding between the parties or to have legal and binding effect on the parties, which
the court may enforce.

During the course of negotiation, it is not customary for the owner to take the property off
the market.

Having a real estate broker is not necessary for the transaction, but they are sometimes
involved. Real estate brokers in Thailand are not specifically regulated. Thus, it does
not require any educational requirements, certification, caps on commission, disclosure
obligations or professional conduct regulations in Thailand.

Law stated - 24 November 2025
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Contract of sale

20 | What are typical provisions in a contract of sale?

A sale contract typically includes the following particulars:

« details of the property (eg, location and title owner);

« details of seller and buyer;

 purchase price and payment term;

« registration of transfer of property;

« taxes, fees and expense payment;

* representations and warranties of seller and buyer; and

« termination and breach of contract.

Typically, the down payment varies from 10 per cent to 20 per cent of the purchase price.
In Thailand, it is not common to have an escrow arrangement. The buyer can verify the
good title to property from the land title deed available at the competent land office at the
buyer’s expense.

Typical representations and warranties with respect to the title of property provided by
the seller are legal ownership, transferability and confirmation on non-encumbrance on
the property, due or outstanding taxes or payment for the property, pending or potential
litigations or claims, and compliance with the relevant laws and regulations.

Law stated - 24 November 2025

Environmental clean-up

21 | Who takes responsibility for a future environmental clean-up? Are clauses regarding
long-term environmental liability and indemnity that survive the term of a contract
common? What are typical general covenants? What remedies do the seller and
buyer have for breach?

The Enhancement and Conservation of National Environmental Quality Act of 1992
prescribes a duty of care for a business operator (ie, owner or operator) and imposes
strict liability on them. A business operator who is a source of pollution or contamination
that causes death, bodily harm or health injury to any person, or causes damage to the
property of any individual or the state shall be liable for the compensation or damages,
including expenses incurred by government services, for pollution clean-up.

When purchasing commercial real property, buyers sometimes conduct an environmental
land survey, and generally the cost of the survey will be borne by them. If any contamination
is found as a result of the survey, generally the seller will be responsible for the clean-up
of such contamination unless the transaction is on an as-is basis.

Clauses regarding long-term environmental liability and indemnity that survive the term of
a contract are not common in Thailand.
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If any environmental defect is discovered on the target real estate before the execution of
a real estate sales contract, the buyer usually requires the seller's covenant to cure that
environmental defect before or after the closing. Completion thereof shall be stipulated as
one of the closing conditions, or by setting such covenant as a post-closing obligation of
the seller.

For breach of the provisions, remedies will be contractual damages or request for
termination of the contract of sale.

Law stated - 24 November 2025

Lease covenants and representation

22 | What are typical representations made by sellers of property regarding existing
leases? What are typical covenants made by sellers of property concerning leases
between contract date and closing date? Do they cover brokerage agreements and
do they survive after property sale is completed? Are estoppel certificates from
tenants customarily required as a condition to the obligation of the buyer to close
under a contract of sale?

Representations and warranties from the seller usually include confirmation of any existing
lease agreement, no current breach of lease agreement and completion of rent payment.

Typical covenants from the contract date to the closing include clauses on no material
adverse change for the existing lease or no change of the lessor and the lessee.

Generally, representations and covenants do not cover brokerage agreements.

Lease representations and covenants generally do not survive after the completion of the
sale.

Estoppel certificates are not customarily required for the purchase of property that contains
a large number of tenants as a condition to confirm the status of each lease agreement
prior to the sale.

Law stated - 24 November 2025

Leases and real estate security instruments

23 |Is a lease generally subordinate to a security instrument pursuant to the provisions
of the lease? What are the legal consequences of a lease being superior in priority to
a security instrument upon foreclosure? Do lenders typically require subordination
and non-disturbance agreements from tenants? Are ground (or head) leases treated
differently from other commercial leases?

Whether the lease will survive the enforcement of security interest (ie, mortgage) depends
on the sequence of creation of the lease.

If the lease is created after the security interest, it may not generally be subordinated, as
registration of lease cannot be made without having the consent of the mortgagee, and as
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long as the consent of the mortgagee is provided, the lease will survive after enforcement
of mortgage. If the lease is created prior to the security interest, the lease will remain in
effect for its full legal term upon the enforcement of the security interest.

The lender may ask tenants to enter into subordination and non-disturbance agreement.

Unless otherwise stipulated in the lease agreement, the above analysis is applicable to
either ground (head) leases or sub-commercial leases, as they are considered the same
under Thai law.

Law stated - 24 November 2025

Delivery of security deposits

24 | What steps are taken to ensure delivery of tenant security deposits to a buyer? How
common are security deposits under a lease? Do leases customarily have periodic
rent resets or reviews?

When ownership of real property is transferred to a buyer, all obligations under a perfected
lease with respect to such real property (including the obligation to repay security deposits
to existing tenants) are automatically transferred to the buyer. To ensure delivery of all
security deposits, it is common for the buyer to offset the amount of such tenants’ security
deposits against the purchase price.

When entering into the lease agreement, a security deposit is commonly given to ensure
the performance of obligations to the lessor. It can be made in any form of payment and
it is customarily made in immediately available funds (eg, cash or cashier cheque), rather
than letter of credit or bank guarantee.

It is common for residential and commercial leases to have a short term (usually not more
than three years) to avoid the burden of registration and to have rent reviews at the end of
each term.

Law stated - 24 November 2025

Due diligence

25 | What due diligence should be conducted before executing a contract? Is any due
diligence customarily permitted or conducted after contract but before closing?
What is the typical method of title searches and are they customary? How and to
what extent may acquirers protect themselves against bad title? Discuss the priority
among the various interests in the estate. Is it customary to obtain government
confirmation, a zoning report or legal opinion regarding legal use and occupancy?

It is common to have lawyers perform a legal due diligence investigation, regardless of the
size of transaction. Due diligence is generally completed prior to the execution of a contract.

As the priority of interests in real estate is statutorily created as a result of registration with
the land office, most information is usually obtained from the competent land office and
other relevant government authorities.
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As a preventive measure in real estate transactions, representations and warranties and
indemnification clauses will provide contractual protection to buyer. There is no practice to
use title insurance, legal title opinion or indemnity funds.

It is not usual, but if necessary, a written official confirmation letter from the competent
authorities regarding legal use and occupancy can sometimes be obtained to confirm
compliance and avoid potential disputes regarding the target property after closing.

Law stated - 24 November 2025

Structural and environmental reviews

26 |Is it customary to arrange an engineering or environmental review? What are the
typical requirements of such reviews? Is it customary to get representations or an
indemnity? Is environmental insurance available?

Unless it is a large-scale investment project, it is not common to have an engineering
company review the legality of the structure, use and occupancy of relevant real
estate. Representations and indemnities on technical perspectives (eg, engineering and
environment) are customarily provided.

Environmental insurance is available, but not common in Thailand.

Law stated - 24 November 2025

Review of leases

27 [ Do lawyers usually review leases or are they reviewed on the business side? What
are the lease issues you point out to your clients?

As long as it is an important agreement, a lease agreement is usually reviewed, not only
from a business perspective, but also from a legal perspective by lawyers. One of the key
legal issues to point out in particular under Thai law is how to keep a leasehold for more
than 30 years for long-term projects.

Lenders generally do not allow a property management agreement to be prioritised to
financing security instruments, but do not in practice require it to be subordinated to
financing security instruments should it be deemed the ordinary course of business of the
borrower.

Law stated - 24 November 2025

Other agreements

28 | What other agreements does a lawyer customarily review?
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In commercial property transactions, in addition to the real property contract of sale itself,
it is customary for lawyers to review a variety of other transaction-related documents,
including:

« certified copy of title deed;

« official purchase and sale agreement;

« construction permit and an occupancy permit;

« property management agreements and other service contracts; and

« debt financing-related agreements, if applicable.

Law stated - 24 November 2025

Closing preparations

29 | How does a lawyer customarily prepare for a closing of an acquisition, leasing or
financing?

Actions taken at the closing include the preparation of the list of deliverables, based on
the agreement contemplating the transaction. Usually, lawyers have the important role of
organising the closing to run smoothly. This involves not only preparation of the documents
and a dry run through the closing and checklist, but also coordination with the competent
land office to cross-check the application to be registered on the closing date and to
estimate the taxes, fees and expenses payable in advance.

The list of deliverables may include:

« confirmation of consideration payment;

« personal and organisational documents to verify authority and internal approval to
enter into the transaction;

« original or copies of title documents;
« application to register the transaction at the competent land office; and

« confirmation letter from the relevant authorities, if applicable.

The time from the contract date to the closing date may be subject to the nature of the
transaction, but it may take three to six months.

Thai parties usually use the signature of an authorised director with the company seal (if
necessary) to execute documents, with confirmation of due corporate authorisation of the
authorised director duly registered at the Department of Business Development.

Debt finance advancement is usually necessary for sourcing part of the real estate
purchase price, and a lender or other debt finance provider always requires immediate
perfection of the security interest over the purchased real estate upon advancement of the
loan. The timing of the closing and funding should normally be simultaneous or very closely
executed.

Law stated - 24 November 2025
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Closing formalities

30 |Is the closing of the transfer, leasing or financing done in person with all parties
present? Is it necessary for any agency or representative of the government or
specially licensed agent to be in attendance to approve or verify and confirm the
transaction?

A closing meeting for the transfer is usually held at a law firm, the competent land office
or one party’s office, depending on the case. The closing shall be conducted by having
either the parties themselves or their representatives under the power of attorney present
to submit the application at the competent land office, as the registration is required to
complete any property-related activities, including conveyance or creation of mortgage.
Once the registration is successfully completed, the official fees and taxes shall be paid,
recording of the transaction will be made on the title document and an official receipt thereto
will be issued as evidence of registration.

Law stated - 24 November 2025

Contract breach

31 | What are the remedies for breach of a contract to sell or finance real estate?

Regarding the execution of a real estate sale contract, the seller may request a down
payment from the buyer as part of the payment obligation. However, in practice, the parties
usually request a deposit to secure obligations under the contract. In general, the receiving
party may forfeit the deposit if the giving party breaches the contract. On the other hand,
the receiving party is generally obliged to return the deposit if the receiving party breaches
the contract. In addition, if a party breaches the contract, the other party can terminate the
contract and each party shall be restored to the original states. A non-defaulting party can
enforce the contract in case of non-performance and claim damages against the defaulting
party through the court proceedings.

Law stated - 24 November 2025

Breach of lease terms

32 [ What remedies are available to tenants and landlords for breach of the terms of
the lease? Is there a customary procedure to evict a defaulting tenant and can a
tenant claim damages from a landlord? Do general contract or special real estate
rules apply? Are the remedies available to landlords different for commercial and
residential leases?

Remedies are provided for tenants and landlords upon the breach of lease agreement (eg,
termination by the non-defaulting party and claiming damages).
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When the lessee defaults, eviction cannot be enforced against the lessee unless a court
order is given. An execution officer will be appointed to process the eviction and restore
the possession of the leased property to the lessor.

There is no material difference between the proof of remedies of commercial and
residential leases.

Law stated - 24 November 2025

FINANCING

Secured lending

33 [Discuss the types of real estate security instruments available to lenders in your
jurisdiction. Who are the typical providers of real estate financing in your country?
Are there any restrictions on who may provide financing?

A mortgage is commonly used to secure the performance of an obligation.

Property used in a real estate business can also be used as collateral under the Business
Collateral Act of 2015. Security receivers under this law are limited to financial institutions
and other entities specifically prescribed by law. Business collateral is similar to a mortgage.

There are two basic methods for enforcement of mortgage and collateral, whether by way
of public auction or foreclosure of property. Considering the time-consuming process of
foreclosure, a public auction is more common, but it still takes a long time to complete
enforcement. As the parties cannot agree on enforcement otherwise, only those two
measures are available to enforce security.

Real estate financing in Thailand is usually given by financial institutions. Generally,
commercial banks are qualified to act as finance providers.

Law stated - 24 November 2025

Leasehold financing

34 |Is financing available for ground (or head) leases in your jurisdiction? How does the
financing differ from financing for land ownership transactions?

A leasehold, particularly for a commercial or industrial purpose, can be mortgaged under
the Lease of Immovable Property for Commercial and Industrial Purposes Act of 1999.

A leasehold can also be used as collateral under the Business Collateral Act of 2015,
provided that the business collateral agreement is made in writing and registered at the
Department of Business Development.

In addition, a right over leasehold assets under the Rights over the Leasehold Asset Act
of 2019, which is similar to the leasehold right in some respects, can also be mortgaged,
provided that such right can be established only for land or condominium, with a valid title
deed. It must be registered with the competent land office.
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Leasehold financing usually requires consent from the landowner so that the enforcement
thereof may be executed more smoothly. There are no specific lease provisions required
in a ground lease to make it financeable.

Law stated - 24 November 2025

Form of security

35 | What is the method of creating and perfecting a security interest in real estate?

One of the most typical methods to create a security interest over real estate is a mortgage.
A mortgage must be in writing and registered at the competent land office.

As for collateral, under the Business Collateral Act of 2015, the execution, amendment,
cancellation and revocation of business collateral agreements must be made in writing
and registered at the Department of Business Development. Information about registered
collateral is publicly available.

Law stated - 24 November 2025

Valuation

36 | Are third-party real estate appraisals required by lenders for their underwriting of
loans? Are there government or industry standards for appraisals? Must appraisers
have specific qualifications or required government or industry certifications? Who
is required to order the appraisal?

An appraisal report may be requested by the lender. Currently, as regulations for real
estate appraisals are still under consideration, such activity is not regulated under Thai
law; meanwhile, an appraisal is a profession supervised by the private associations
(ie, Thai Valuer Association or Valuer Association of Thailand) through the membership
system where appraisers could voluntarily register themselves and agree to comply with
the appraisal standard thereof. However, in practice, certain transactions may require
appraisers to be certified by such private associations and, in addition, to be approved by
the relevant authorities such as the Securities Exchange Commission, the Bank of Thailand
or the Office of Insurance Commission.

Law stated - 24 November 2025

Legal requirements

37 | What would be the ramifications of a lender from another jurisdiction making a loan
secured by collateral in your jurisdiction? What is the form of lien documents in your

jurisdiction? What other issues would you note for your clients?

In principle, a loan made by foreign lenders to borrowers in Thailand may be subject to
foreign business restrictions, and if such a loan is secured by collateral located in Thailand,
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the loan is highly likely to be subject to foreign business restrictions. Therefore, making
a loan secured by collateral in Thailand from another jurisdiction would be prohibited in
principle unless a licence from the Ministry of Commerce is provided. However, it is difficult
for offshore entities to obtain such a licence in practice.

Law stated - 24 November 2025

Loan interest rates

38 | How are interest rates on commercial and high-value property loans commonly set?
What rate of interest is legally impermissible in your jurisdiction and what are the
consequences if a loan exceeds the legally permissible rate?

In Thailand, the Thai Baht Interest Rate Fixing (THBFIX), or minimum lending rate,
was previously used to determine a floating rate loan’s interest rate. However, it was
discontinued at the end of June 2023. Existing loans using THBFIX shall be automatically
subject to the fallback rate, which will be discontinued at the end of 2025. New loans are
encouraged by the Bank of Thailand to use the Thai overnight repurchase rate (THOR).

In principle, under Thai law, the chargeable interest rate shall not exceed 15 per cent per
annum. An agreement on interest exceeding the prescribed rate will be invalid and the
lender will be subject to criminal liability under the Excessive Interest Rate Prohibition Act
of 2017.

Regarding interest rates chargeable by financial institutions, the interest rate for loans can
be set by themselves under the supervision of the Bank of Thailand. For transactions other
than loans, the chargeable rate shall not exceed the maximum rate prescribed by the Bank
of Thailand.

Law stated - 24 November 2025

Loan default and enforcement

39 | How are remedies against a debtor in default enforced in your jurisdiction? Is
one action sufficient to realise all types of collateral? What is the time frame for
foreclosure and in what circumstances can a lender bring a foreclosure proceeding?
Are there restrictions on the types of legal actions that may be brought by lenders?

Enforcement of a debtor’s obligations under a loan agreement can be made through
judicial proceedings. Mortgage or business collateral can also be enforced through judicial
proceedings. As the court judgment is a prerequisite for public auction, this process could
take some time.

Law stated - 24 November 2025

Loan deficiency claims

40|
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Are lenders entitled to recover a money judgment against the borrower or guarantor
for any deficiency between the outstanding loan balance and the amount recovered
in the foreclosure? Are there time limits on a lender seeking a deficiency judgment?
Are there any limitations on the amount or method of calculation of the deficiency?

Under Thai laws regarding mortgages, if the amount received from the foreclosure of the
mortgaged property or from sale by public auction of the same is less than the outstanding
loan balance, the lender cannot recover the deficiency from the borrower unless it explicitly
agrees otherwise in the loan agreement. This principle is applicable in cases where the
borrower or any third party assigns his or her property to secure the borrower’s loan.

For enforcement of collateral under the Business Collateral Act of 2015, the lender can
recover deficiency after the sale of collateral, provided that the claim for deficiency can
be made only against the borrower. The lender, however, cannot recover deficiency after
foreclosure.

Law stated - 24 November 2025

Protection of collateral

41 [What actions can a lender take to protect its collateral until it has possession of the
property?

A lender can request an injunction from the court to prevent the borrower from disposing
of the mortgaged property.

Law stated - 24 November 2025

Recourse

42 | May security documents provide for recourse to all of the assets of the borrower?
Is recourse typically limited to the collateral and does that have significance in
a bankruptcy or insolvency filing? Is personal recourse to guarantors limited to
actions such as bankruptcy filing, sale of the mortgaged or hypothecated property
or additional financing encumbering the mortgaged or hypothecated property or
ownership interests in the borrower?

Where a security is provided to secure the debt, lenders can choose to bring a case
against the borrower either to request repayment under the loan agreement or to enforce
the security under the mortgage agreement. When choosing to claim for repayment, the
lender will be able to recourse from all assets of the borrower, while, upon enforcement of
a security, lenders can recourse only from such security. Recourse is not typically limited
to the collateral.

Recourse from the borrower’s asset is generally not prohibited in the bankruptcy
proceedings unless itis deemed as fraudulent or the court has ordered otherwise. However,
it is prohibited in a business reorganisation procedure unless the court’s approval is
granted.
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Personal recourse against a guarantor is generally not limited only to an action of
bankruptcy or sale or foreclosure of the mortgaged property.

Law stated - 24 November 2025

Cash management and reserves

43 |lIs it typical to require a cash management system and do lenders typically take
reserves? For what purposes are reserves usually required?

In Thailand, lenders, particularly commercial banks, usually require borrowers to open
and use particular bank accounts for cash management control of borrowers. Commercial
banks sometimes require certain amounts of reserves from borrowers to maintain their
working capital.

Law stated - 24 November 2025

Credit enhancements

44 | What other types of credit enhancements are common? What about forms of
guarantee?

It is common for a lender to obtain credit enhancements, even if mortgages and other
security arrangements are taken. Letters of credit and guarantees are commonly used as
enhancements in Thailand.

Law stated - 24 November 2025

Loan covenants

45 | What covenants are commonly required by the lender in loan documents?

In the case of a limited recourse loan, it is common to incorporate a set of covenants
to protect the lender, while a recourse loan arrangement (typically for corporate loans) is
much more limited in scope and number. Covenants commonly required include affirmative
covenants, such as compliance with relevant laws, and negative covenants, such as
restrictions imposed on the borrower in relation to merger and acquisition, disposal of
assets, making payment and creation of additional encumbrance. Covenants in loan
documents are not generally different depending on asset classes, but covenants for
freehold and leasehold may be different.

Law stated - 24 November 2025

Financial covenants
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46 | What are typical financial covenants required by lenders?

Financial covenants that are typically required by lenders mostly concern the financial
status of borrowers, such as maintenance of debt-service-coverage ratio, debt-to-equity
ratio, registered capital (in the case of a corporate borrower) and the amount of debt not
exceeding the specified amount or ratio. Lenders will usually require borrowers to report
their financial status upon request or within a specified period.

Law stated - 24 November 2025

Secured movable (personal) property

47 | What are the requirements for creation and perfection of a security interest in
movable (personal) property? Is a ‘control’ agreement necessary to perfect a security
interest and, if so, what is required?

Typical forms of security interests in movable property are:
 pledges;
* business collaterals; and

» mortgages on specific types of movable property, such as machinery registered with
the Department of Industrial Works, vessels, equipment and trade fixtures.

A ‘pledge’ is defined as a contract in which the pledgor delivers to the pledgee a movable
property as security for the performance of obligation. The pledged property must be a
movable property or the right represented by a written instrument and must be delivered
into and kept in the possession of the pledgee or by a third person throughout the period
of pledge. A pledge becomes valid and perfect upon the delivery of the pledged property
into possession of the pledgee.

A mortgage does not require the delivery of the property to the mortgagee. A mortgage
becomes valid and perfect upon registration at the competent land office.

Movable property that borrowers use in business operations (eg, machinery, goods,
inventories or raw materials), can also be collateral under the Business Collateral Act of
2015. The method of creating and perfecting a collateral agreement for movable property
is similar to that for immovable property.

Law stated - 24 November 2025

Single purpose entity (SPE)

48 | Do lenders require that each borrower be an SPE? What are the requirements to
create and maintain an SPE? Is there a concept of an independent director of SPEs
and, if so, what is the purpose? If the independent director is in place to prevent a
bankruptcy or insolvency filing, has the concept been upheld?
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In the case of a non-recourse loan, the lender will sometimes require that a borrower be
an SPE. As fully non-recourse loans are not common in Thailand, it is not common that the
lender will require the appointment of an independent director as well as the submission
of a non-petition letter (as Thai bankruptcy law chooses an involuntary system).

Law stated - 24 November 2025

UPDATE AND TRENDS

International and national regulation

49

Are there any emerging trends, international regulatory schemes, national
government or regulatory changes, or other hot topics in real estate regulation in
your jurisdiction?

Emerging trends and hot topics in Thailand include:

cessation of the Thai Baht Interest Rate Fixing (THBFIX) from 1 July 2023 onwards
— the fallback rate, which will be discontinued at the end of 2025, will be used during
the transition period and the Thai Overnight Repurchase Rate (THOR) shall be the
substitution, which is encouraged by the Bank of Thailand;

registration related to real property can be done at the land office in another
designated province from where the real property is located by initially submitting
an application and required documents via the online system - at present, there are
20 provinces where cross-province registration related to real property is allowed;

continuation of the reduction of the land registration fee for transfer and mortgage
of land and buildings for residential property transactions until 30 June 2026; and

continued reform of the land department’s database from paper-based to
electronically-based documents.

Law stated - 24 November 2025
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GENERAL
Legal system

1 | How would you explain your jurisdiction’s legal system to an investor?

There are no exchange controls restricting payments to foreign lenders. The UAE dirham
is fully convertible, and there are no restrictions on the movement of funds (denominated
in dirhams, US dollars or otherwise) into or out of the United Arab Emirates. The dirham is
pegged to the US dollar.

The United Arab Emirates uses a civil law system. The Constitution of the United Arab
Emirates sets out the main rules of the political, legal and constitutional organisation of the
United Arab Emirates.

Article 1 of the Constitution provides that the United Arab Emirates is a federal, independent
and sovereign state consisting of the emirates of Abu Dhabi, Dubai, Sharjah, Ajman, Umm
Al Quwain, Fujairah and Ras Al Khaimah.

The Constitution is flexible and allows each emirate to exercise authority in certain matters.

Article 116 provides that the emirates shall exercise all powers not assigned to the
federation by the Constitution.

Article 122 provides that the emirates shall have jurisdiction in all matters not assigned to
the exclusive jurisdiction of the federation.

The emirates of Sharjah, Ajman, Fujairah and Umm Al Quwain follow the federal judicial
system.

However, at the local level, the Abu Dhabi Judicial Department in Abu Dhabi, the Dubai
Courts in Dubai, and the Ras Al Khaimah Courts in Ras Al Khaimah (the RAK Courts)
maintain their own independent judicial departments and hold jurisdiction in matters that
are not assigned to the Federal Judiciary in accordance with the Constitution.

In the Emirate of Dubai, two legal systems apply with respect to real estate. The first is the
regime that is applicable to land comprising ‘onshore Dubai’. This is defined as all areas
in the Emirate of Dubai excluding the free zone called the Dubai International Financial
Centre (DIFC). The second is the regime applicable to the land comprising the DIFC.

Law stated - 13 January 2026

Land records

2 | Does your jurisdiction have a system for registration or recording of ownership,
leasehold and security interests in real estate? Must interests be registered or
recorded?

In Dubai, all dispositions that create, transfer, change or extinguish real property rights, and
all the final rulings validating these dispositions, must be registered (article 9 of Law 7 of
2006 (as amended by Law 7 of 2019). In particular:
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+ a developer must register all dispositions of off-plan property in the Interim Register
(Ogood), which is maintained by the Dubai Land Department (article 3(1) of Law
13/2008, as amended by Law 9/2009, clarified by Decree 6/2010 and further
amended by Law 19/2020);

+ a disposition of a completed property must be registered in the Real Property
Register, which is also maintained by the Dubai Land Department;

+ a lease agreement must be registered with:

+ the Dubai Land Department if the lease is for a term of not less than 10 years and
not more than 99 years (see Administrative Resolution 134 of 2013 and article 10
of Law 4/2019); or

+ on the Ejari system maintained by the Dubai Land Department, if the lease is for a
term of fewer than 10 years; and

« all mortgages must be registered with the Dubai Land Department (article 7 of Law
14/2008).

Under the law, the relevant disposition shall not be deemed effective unless it is registered
(article 9 of Law 7/2006 (as amended by Law 7 of 2019). See also article 3(1) of Law
13/2008, article 4 (2) of Law 33/2008 and article 7 of Law 14/2008. Therefore, a contract
of sale, mortgage or lease is legally binding only if it is registered.

There is no state guarantee of title. The validity of information in the Property Register may
be challenged on the grounds of fraud or forgery (article 7 of Law 7/2006). The Dubai Land
Department can correct errors in the Property Register either at the request of a third party
or on its own initiative (article 13 of Law 7/2006).

Law stated - 13 January 2026

Registration and recording

3 | What are the legal requirements for registration or recording conveyances, leases
and real estate security interests?

The registry in each emirate has its own rules governing how title is transferred. In Dubai,
to register a transfer of title, the buyer and seller must both meet at a real estate registration
trustee office in Dubai (such as Tamleek). At that meeting, several steps are completed,
including the following:

« various original documents will be produced by the buyer and seller, including:

« the title deed;
* a no-objection certificate from the developer;

+ the mandatory Dubai Land Department Template Property Sales Contract between
Buyer and Seller (Form F), which can and should be augmented (using a schedule,
an attachment or incorporation by reference) by the parties entering into a separate
sale and purchase contract or memorandum of understanding; and
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« the passport, visa or emirates identification of the seller and buyer (if an individual)
or the corporate documents of the seller and buyer (if a company);

+ the buyer and seller will sign the Dubai Land Department forms for the transfer of
title;

« the buyer will pay the purchase price to the seller;

+ the necessary payments will be made to the Dubai Land Department and the real
estate registration trustee; and

+ the Dubai Land Department will issue the buyer with a title deed for the property.

Registration cannot be completed by the parties electronically.

The registry in each emirate has its own rules governing the registration of lease
agreements. As such, a lease must be concluded in writing to enable it to be registered
and treated as valid under the law. In addition, in March 2017 the Dubai Land Department
introduced mandatory unified Ejari tenancy contracts; leases based on templates that must
be used in all leasing transactions required to be registered under the Ejari system by law
that can be supplemented by additional terms and conditions, as required.

The registry in each emirate has its own rules governing the registration of mortgage
agreements. In Dubai, the law requires that all mortgages be registered with the Dubai
Land Department (article 7 of Law 14/2008).

Law stated - 13 January 2026

Foreign owners and tenants

4 | What are the requirements for non-resident entities and individuals to own or lease
real estate in your jurisdiction? What other factors should a foreign investor take into
account in considering an investment in your jurisdiction?

There is no express prohibition in the Civil Code (Federal Law 5/1985) against foreign land
ownership. However, each emirate can pass its own laws to regulate property ownership.

Under the onshore Dubai regime, the law and the current policy of the Dubai Land
Department provides as follows.

UAE nationals, Gulf Cooperation Council (GCC) nationals and companies fully owned by
these individuals and public joint stock companies can own property anywhere in onshore
Dubai (article 4 of Law 7/2006).

Non-UAE and non-GCC nationals can own only freehold, leasehold (up to 99 years)
or usufruct (up to 99 years) in designated areas in onshore Dubai (Designated Areas),
which are determined by the Ruler of the Emirate of Dubai by way of decrees and
regulations issued from time to time. Some of the most popular of the Designated Areas
are: the Palm Jumeriah, Downtown Dubai, Old Town, Burj Khalifa, Business Bay, Dubai
Marina, Emirates Hills, Jumeirah Lakes Towers, Jumeirah Beach Residence, Zabeel first
and Arabian Ranches (Regulation No. (3) of 2006 Determining Areas for Ownership by
Non-UAE Nationals of Real Property in the Emirate of Dubai and its amendments (most
recently updated by Resolution No. (6) of 2022)).
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However, the Dubai Land Department now allows private property owners in the Sheikh
Zayed Road and Al Jaddaf areas to convert formerly GCCrestricted land plots into freehold
ownership available to all nationalities, subject to a conversion fee of 30 per cent of the
property’s assessed value plus applicable registration costs.

A foreign company can own only a freehold, leasehold (up to 99 years) or usufruct (up to
99 years) in the Designated Areas in onshore Dubai via establishing one of the following
company vehicles in Dubai:

+ a Jebel Ali Free Zone Authority Offshore Company;

* a Dubai Multi Commodities Centre company;

* a company incorporated in the Abu Dhabi Global Market free zone;
* a RAK International Corporate Centre offshore company;

+ a DIFC company, partnership, foundation, real estate investment trust or real estate
fund, subject to the approval of the DIFC Registrar of Companies (approval is given
on a case-by-case basis); or

< anLLC.

Under the DIFC regime, all foreign nationals, foreign companies and GCC nationals have
the right to acquire real estate anywhere in the DIFC without restriction on the type of legal
vehicle used.

Generally, a separate special purpose vehicle (taking one of the forms described above)
is used by foreign investors to purchase and develop a plot. These vehicles are primarily
used because they ring-fence liability to the specific special purpose vehicle.

Although Dubai is mainly a tax-free emirate, there are government restrictions on:

« foreign investment;
« areas where investment is permitted;
« corporate structures that can be used for investment; and

« licences required before investment can be made.

One entity can own a plot and also hold the development licence for the plot. The licence
is deemed to include leasing rights. Alternatively, one entity can own the plot while
another entity holds the licence. Various licences are available, and each has advantages
and disadvantages. The decisive criteria are the plot’s intended use and the applicant’s
nationality.

Real estate investment trusts (REITs) are not commonly used in the United Arab Emirates,
as they are not permitted outside of the following frameworks:

+ the Abu Dhabi Global Market (ADGM) REIT framework (the ADGM Fund Rules);

+ the Dubai International Financial Centre’s Investment Trust Law framework (the
DIFC Investment Trust and REITs Rules Instrument); and

 the Emirates Securities and Commodities Authority’s framework (Administrative
Decision 6/R.T of 2019 Concerning Real Estate Investment Fund Controls).
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However, on 22 July 2022, Dubai Decree No. 22/2022 came into force which approved a
number of incentives that are to apply to property investment funds. It is hoped that these
incentives will attract further investment in the Dubai real estate market. The privileges that
are to be afforded to property investment funds are as follows:

« property investment funds will have the right to own property, or the right of usufruct
or rental for a duration that does not exceed 99 years in areas where ownership
is typically not allowed to UAE non-nationals in the specific areas identified by the
newly established Committee of Property Investment Funds;

« the Decree explicitly states that no Dubai Land Department registration fees shall
be imposed upon the property investment fund on the disposition of shares by the
shareholders of the property investment fund. This, as noted above, was one of the
main factors in discouraging investors from utilising property investment funds as a
method for investment; and

» Dubai Land Department registration fees applied for property purchased by the
property investment fund have been reduced from the standard 4 per cent of the
market value of the property to 2 per cent. Similarly, the applicable fee to register a
usufruct right or long-term lease has also been reduced to a fee of 2 per cent of the
market value of the property.

» Notably, with the introduction of the UAE corporate tax regime, REITs are now
subject to corporate tax. However, Cabinet Decision No. 34 of 2025 on Qualifying
Investment Funds and Qualifying Limited Partnerships defines which funds qualify
for tax exemptions, replacing Cabinet Decision No. 81 of 2023. Ministerial Decision
No. 96 of 2025 on Conditions for Certain Real Estate Investment Trusts (REITs)
introduces specific requirements for REITs, including temporary adjustments to
minimum float requirements. These measures do not repeal No. 6/R.T of 2019, but
they overlay a corporate tax layer affecting SCAregulated real estate funds.

Law stated - 13 January 2026

Exchange control

5 |If a non-resident invests in a property in your jurisdiction, are there exchange control
issues?

There are no exchange controls restricting payments to foreign lenders. The UAE dirham
is fully convertible, and there are no restrictions on the movement of funds (denominated
in dirhams, US dollars or otherwise) into or out of the United Arab Emirates. The dirham is
pegged to the US dollar.

Law stated - 13 January 2026

Legal liability

6
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What types of liability does an owner or tenant of, or a lender on, real estate face?
Is there a standard of strict liability and can there be liability to subsequent owners
and tenants including foreclosing lenders? What about tort liability?

Obligations of a landlord

A landlord must repair any defect in the leased property that affects the lessee’s use of the
property. If the landlord fails to do so, the tenant may cancel the lease or obtain leave from
the judge authorising it to repair and recover the costs from the landlord (article 767 of the
Civil Code). In addition, in Dubai:

+ the landlord must hand over the property to the tenant in a good condition (article
15 of Law 26/2007);

* unless the parties have agreed otherwise, the landlord is responsible for the
property’s maintenance works and for repairing any defect or damage that may
affect the tenant’s enjoyment of the property during the term of the lease (article 16
of Law 26/2007); and

« if the landlord breaches its obligations, the tenant can file a complaint with the Rental
Disputes Settlement Centre, which has exclusive jurisdiction of the matter.

Obligations of the tenant

The leased property is regarded as being held in trust by the tenant and the tenant is liable
for any diminution, damage or loss arising out of its default or wrongful act (article 776 of
the Civil Code).

The tenant must exercise the care of a reasonable person in preserving the leased property
(article 776 of the Civil Code).

In addition, in Dubai, on the expiry of the lease the tenant must return the property to the
landlord in the condition that it was in at the beginning of the tenancy, subject to natural
wear and tear (article 21 of Law 26/2007 and article 784 of the Civil Code). However,
the Rental Disputes Settlement Centre, the judicial arm of the Dubai Land Department,
recently considered what may be deducted from a security deposit and found that matters
that fall to the landlord following the departure of a tenant may not be deducted from the
security deposit. Should the tenant fail to comply with the terms of the agreement and/or
the provisions provided for under the law, then the landlord should look to

Environmental obligations

Federal Law No. 24 of 1999 on the Protection and Development of the Environment
governs environmental clean-ups. Under this law, any person who intentionally or by way of
negligence causes damage to the environment or to others is responsible for all the costs
for treatment or removal of the damage and may be imprisoned and fined.

Law stated - 13 January 2026
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Protection against liability

How can owners protect themselves from liability and what types of insurance can
they obtain?

7

Typically, a landlord will maintain property all-risk insurance, and in a commercial context
the landlord will require the tenant to maintain certain types of insurance during the term
of the lease, such as:

* business interruption insurance;

« comprehensive public liability insurance;

« workmen’s compensation and employers’ liability insurance;
« contractor’s all-risk insurance; or

« product liability insurance (covering not only contents insurance but including any
fixtures or fittings as may be added by the lessee).

« Typically for commercial leases lessees may also be required to get insurance to
cover any damages or costs relating to the internal structure only which they are
responsible for during the term of the lease; however, the lessor shall typically insure
and cover the structural elements of the leased property (subject to the terms of the
lease) (ie, any outside structural element, such as roof space, and any internal or
external communal space).

Law stated - 13 January 2026

Choice of law

8 | How is the governing law of a transaction involving properties in two jurisdictions
chosen? What are the conflict of laws rules in your jurisdiction? Are contractual
choice of law provisions enforceable?

The laws of the United Arab Emirates prevail and govern over all matters concerning
property located in the United Arab Emirates.

Law stated - 13 January 2026

Jurisdiction

9 | Which courts or other tribunals have subject-matter jurisdiction over real estate
disputes? Which parties must be joined to a claim before it can proceed? What is
required for out-of-jurisdiction service? Must a party be qualified to do business in
your jurisdiction to enforce remedies in your jurisdiction?

Pursuant to article 6 of Decree 26 of 2013 and Law 6 of 2019, the Rental Dispute Settlement
Centre has exclusive jurisdiction over the following matters in Dubai:
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« to determine all rent disputes that arise between landlords and tenants of property
situated in the emirate of Dubai or in its free zones, including counterclaims arising
therefrom, as well as to determine applications for interim or urgent relief filed by
any of the parties to a lease contract;

+ to determine appeals from the decisions and judgments that are subject to appeal
in accordance with the provisions of this decree and the regulations and resolutions
issued in pursuance thereof;

to enforce the decisions and judgements issued by the Rental Dispute Settlement
Centre; and

+ to hear and determine all disputes and disagreements related to the rights and
obligations stipulated in Law 6 of 2019 Concerning Ownership of Jointly Owned
Real Property in the Emirate of Dubai.

Law stated - 13 January 2026

Commercial versus residential property

10 [How do the laws in your jurisdiction regarding real estate ownership, tenancy
and financing, or the enforcement of those interests in real estate, differ between
commercial and residential properties?

The law applies equally to residential and commercial properties located in onshore
Dubai. However, in onshore Dubai there has been discussion that a new rental law may
be introduced that will replace the current one-size-fits-all rental regulation. However,
there are other practical requirements that somewhat differentiate commercial leases from
residential leases; notably, the term must be for at least one year and the company must
hold a business licence in line with its business activity. Under the DIFC regime, there are
different rules that apply to the leasing of residential and commercial property, as set out
in DIFC Leasing Law 1 of 2020 (as amended and updated by DIFC Law No. 2 of 2022).

Law stated - 13 January 2026

Planning and land use

11 | How does your jurisdiction control or limit development, construction, or use of real
estate or protect existing structures? Is there a planning process or zoning regime in
place for real estate?

Each emirate imposes its own planning controls in relation to real estate in its area. In
Dubai, the Dubai Municipality is the principal authority regulating planning controls in Dubai
(with Local Orders such as 33/1988, 2/1999 and 8/2003, with recent updates including
Executive Council Resolution No. (18) of 2021 Forming the Supreme Urban Planning
Committee in the Emirate of Dubai, and Law No. 16 of 2023 Concerning Urban Planning
in the Emirate of Dubai and the Dubai Urban Plan 2040).
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Additional controls can be imposed by the Real Estate Regulatory Agency, the relevant
free zone authority and the master developer, which are regulated by:

* Law 13/2008 (as amended);

e Law 8/2007;

* Law 6/2019;

« rules and regulations of the relevant free zone;
* master community declarations; and

+ building management regulations (the document prepared in accordance with Law
6 of 2019 and to be entered in the Jointly Owned Real Property Register).

The master developer’s standard sale contract will also contain provisions relating to
planning control.

For projects being completed by Dubai World Group entities, an organisation called
Trakhees (which forms part of the Ports, Customs and Free Zone Corporation) is
responsible for all planning, health and safety and commercial licensing activities.

In Dubai, there are no formal procedures for third parties to object to a planning
application. However, the planning authorities can review and amend the regulations of
the classification and use of lands in Dubai if a third-party application is filed on serious
and effective grounds that justify an amendment (article 8 of Local Order 2/1999). Further,
the planning authority officials have full discretion to investigate as they deem appropriate
(article 11 of Local Order 2/1999).

In Dubai, a violating party may be subject to one or more of the following penalties, as set
out in article 28 of Local Order 2/1999:

« a fine not exceeding 50,000 dirhams;
« disconnection of all the utilities in the building or the site;

« suspension of the issuance of new building permits or renewal of any building permit;
or

+ suspension of the professional or commercial licence of the engineer or contractor
on a temporary or permanent basis.

In addition, and further to setting controls and restrictions on development and
construction, the Dubai government issued a new law, Law No. 16/2023 on Urban Planning
in the Emirate of Dubai (2023 Law) outlining the following key objectives applicable to
private development zones and free Zones, including the DIFC, and all individuals and
public and private entities that carry out development work in the Emirate:

« establishing an integrated and effective urban planning system in a manner that
encourages investment and sustainable development, achieves prosperity and
improves the quality of life and living conditions, and the security and safety of
society in the Emirate;

» governance of the urban planning sector, defining the competencies of the relevant
authorities, achieving ways of cooperation, coordination and integration between
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them in relation to urban planning, and communicating data and information among
them;

enhancing the efficiency of preparing and implementing plans, strategies and
policies related to urban planning;

organising and following up urban planning works, and ensuring their alignment with
approved plans, strategies and policies;

+ preserving the environment in all its elements, biodiversity and natural resources in
the Emirate for the benefit of present and future generations; and

« contributing to the establishment of the environmental impact assessment system
and the strategic environmental assessment in the Emirate.

A supreme committee for urban planning shall also be established pursuant to the 2023
Law, which shall help set general policy for urban planning in Dubai and define urban
development objectives within the framework of approved goals and strategies. This aims to
further strengthen the controls and checks and balances in place in Dubai around planning
and environmental effects.

Law stated - 13 January 2026

Government appropriation of real estate

12 | Does your jurisdiction have a legal regime for compulsory purchase or condemnation
of real estate? Do owners, tenants and lenders receive compensation for a
compulsory appropriation?

Local and federal authorities can acquire real estate compulsorily if it is necessary for the
public’s benefit and just compensation is paid (article 1135 of the Civil Code). In addition,
each emirate can pass its own laws to regulate compensation.

There is no formal notice period for expropriation.

Pursuant to article 1135 of the Civil Code, when assessing compensation, consideration
is given not only to the value of what is expropriated, but also to loss of profit and other
damage that may result from the expropriation.

In Dubai, the Lands Valuation Committee (with the approval of the director general of
Dubai Municipality) decides on applications for compensation for persons affected by
expropriation (Resolution 2/2003).

In the case of road expansion, compensation will be in the form of:

e cash, if the Lands Valuation Committee determines that the value of the
compensation is 200,000 dirhams or less; or

+ additional land, if the Lands Valuation Committee determines that the value of
the compensation should be more than 200,000 dirhams (see Dubai Local Order
1/2014).

Further, Law No. 2 of 2022 Concerning Acquisition of Real Estate Property for Public
Benefit in the Emirate of Dubai, provides that any private ownership is protected and not
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prejudiced, save that should private property be required for public benefit then such owner
shall in return receive fair compensation. Such law applies to all real property, including in
any special development zones and free zones, including DIFC.

Law stated - 13 January 2026

Forfeiture

13 | Are there any circumstances when real estate can be forfeited to or seized by the
government for illegal activities or for any other legal reason without compensation?

The Civil Code governs forfeiture and seizure of real estate.

Law stated - 13 January 2026

Bankruptcy and insolvency

14 | Briefly describe the bankruptcy and insolvency system in your jurisdiction.

The most widely applied insolvency regime in the UAE (excluding the ADGM and DIFC
financial free zones) is under Federal Law Decree No. 51 of 2023 concerning Financial
Restructuring and Bankruptcy (the Bankruptcy Law), which took effect from 1 May 2024,
and repealed the previous bankruptcy regime under Federal Decree Law 9 of 2016, as
amended (the Old Law). The Banking Law was subsequently supplemented by executive
regulations issued under Cabinet Decision No. 94 of 2024 on the Implementing Regulation
of the Financial Restructuring and Bankruptcy Law (the Regulation).

The Bankruptcy Law provides three options for companies in financial distress, namely
preventive settlement, restructuring and bankruptcy. In comparison to the Old Law, the
Bankruptcy Law is another move towards a more debtor-friendly bankruptcy regime, where
the parties have greater scope to reach a settlement (eg, the debtor can even agree to
settle debts through a reconciliation process, even after a final bankruptcy judgment has
been issued). The procedures are less court-managed and more court-supervised (eg, in
comparison to the preventive composition process under the Old Law, the new preventive
settlement process does not require the appointment of a trustee and allows the debtor to
continue to manage its business operations, with limited exceptions).

Preventive settlement

Under the Bankruptcy Law, a debtor can apply for preventive settlement in order to reach
a settlement of its debts with creditors (albeit with a restructuring of the debt terms, often
involving a haircut), in accordance with an approved preventive settlement proposal. The
debtor must still have a viable business (ie, this option is not available to an insolvent
company with no prospects of recovery). The debtor shall continue to retain management
and operational control of its business, provided that its actions do not harm the interests
of the creditors. This option to file an application within 60 days of the date it has ceased
paying all or some of its debts or the date on which it was apparent that it may cease
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payment of future debts (although it seems that filing an application after this time frame will
not impact the application) is in contrast to the 30 days hard deadline for filing a preventive
composition application under the Old Law, which made the preventive composition option
impractical for businesses.

To initiate preventive settlement, the debtor must make an application to the Court
that should include, among other things, evidence of the circumstances resulting in the
application, a description of its economic and financial position, a summary of agreements
to which it is a party, details of its movable and immovable properties and details
of employees and creditors. The debtor must prepare a settlement proposal including,
amongst other things, the debtor’s plan to conduct its business, a list of known creditors
and debtors, their details, details of the creditors’ committee and terms and conditions
for the settlement of any obligations. The debtor must submit a copy of the preventive
settlement proposal to the Administrator within three months of the decision to commence
proceedings (can be extended by the Bankruptcy Court (the Court) for an additional
one-month extension, provided the total period does not exceed dsix months). The creditors
will then review and vote on the preventive settlement proposal and if approved, it shall be
sent to the Court for ratification (which will be based on the Court’s assessment standards,
including the fairness standard). Once ratified by the Court, the debtor shall implement the
preventive settlement proposal in accordance with its terms.

Restructuring

Under the Old Law, it was not possible for the parties to apply for restructuring directly,
but rather the parties needed to make a bankruptcy application and the court could (at its
absolute discretion) direct the company to be placed into restructuring if it believed that
the debtor’s business could be saved through a restructuring of its debts and business.
Like the preventive settlement process, the restructuring option allows debtors to reach a
settlement with creditors, thus ensuring the creditors are repaid (albeit with a restructuring
of the debt terms, often involving a haircut) in accordance with the agreed restructuring
plan.

A debtor, creditor or a supervisory entity of the debtor (as identified under the Regulation)
may initiate restructuring proceedings. A debtor may initiate proceedings if the debtor has
ceased payment of debts and is suffering from financial difficulties (ie, this option cannot be
used merely to restructure debts that can otherwise be paid by the debtor). The application
will include the documents required for a preventive settlement application, plus a brief
explanation of the restructuring plan. As under the preventive settlement process, the
debtor must submit a restructuring plan within three months of the decision to initiate the
restructuring process (this can be extended by the Court, provided the total time frame does
not extend beyond six months). The restructuring plan shall contain information generally
provided under a preventive settlement proposal. The creditors will then review and vote
on the restructuring plan and if approved, it shall be sent to the Court for ratification
(which will be based on the Court’s assessment standards, including the fairness standard).
Once ratified by the Court, the trustee shall supervise the implementation of the agreed
restructuring plan in accordance with its terms (which may include a sale of part or all of
the business of the debtor).

Bankruptcy
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A debtor, creditor or a supervisory entity of the debtor (as to be identified under
the Regulation) may initiate bankruptcy proceedings provided that (1) the debtor has
suspended paying its debts due to financial difficulties, (2) the debtor’s business is
not viable and (3) the relevant applicant meets the applicable requirements to initiate
proceedings under the Bankruptcy Law.

Once a decision to open bankruptcy proceedings is issued by the Court, the debtor shall
not be able to operate its business or manage/dispose of its assets, and the trustee
shall assume effective control of the business operations. In some instances, a debtor
may be permitted to continue practising its business if this is in the public interest (this
would probably cover instances such as medical services provision, with patients under
treatment).

Unlike preventive settlement and restructuring, all agreements of the debtor come to an
end, save for limited cases such as employment, lease and other service contracts, subject
to the Court’s instructions. The trustee may request the transfer of certain agreements of
the debtor to new parties if it believes that this is in the interests of bankruptcy proceeds.
The trustee shall be required to provide evidence of the ability of the transferee to comply
with the requirements under the relevant contract. The Court may reject such transfers if
it shall result in gross injustice to the other contracting party. However, it is not possible
to transfer loan agreements or contracts providing credit facilities to the debtor where
the personality of the debtor is an asset under the contract. Following the issuance of a
bankruptcy judgment, all monetary debts owed by the bankrupt become payable, whether
ordinary or guaranteed by lien.

The trustee shall prepare a liquidation and distribution plan (the Liquidation Plan)
containing, among other things, information regarding the debtor’s assets and latest
valuations, the method to liquidate the assets, the proposal to distribute assets to creditors
in kind, and a statement of how the liquidation proceeds will be distributed among the
creditors. The trustee shall call a meeting of the creditors to discuss and vote on the
Liquidation Plan. If approved, the Liquidation Plan shall be sent to the Court for ratification
and then implemented by the trustee.

Law stated - 13 January 2026

INVESTMENT VEHICLES

Investment entities

15 | What legal forms can investment entities take in your jurisdiction? Which entities
are not required to pay tax for transactions that pass through them (pass-through
entities) and what entities best shield ultimate owners from liability?

Generally, a separate special purpose limited liability vehicle is used to purchase and
develop a plot. These vehicles are primarily used because they ringfence liability to the
specific special purpose vehicle.

There are governmental restrictions on:

« foreign investment;
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« areas where investment is permitted;
« corporate structures that can be used for investment; and

« licences required before investment can be made.

One entity can own a plot and also hold the plot’s development licence. The licence
is deemed to include leasing rights. Alternatively, one entity can own the plot while
another entity holds the licence. Various licences are available and each has advantages
and disadvantages. The decisive criteria are the plot’'s intended use and the applicant’s
nationality.

Real estate investment trusts (REITs) are not commonly used in the United Arab Emirates,
as they are not permitted outside of the following frameworks:

 the Abu Dhabi Global Market (ADGM) REIT framework (the ADGM Fund Rules);

+ the Dubai International Financial Centre Investment Trust Law framework (the DIFC
Investment Trust and REITs Rules Instrument); and

 the Emirates Securities and Commodities Authority’s framework (Administrative
Decision 6/R.T of 2019 Concerning Real Estate Investment Fund Controls).

However, as noted above the privileges prescribed in Dubai Decree No. 22/2022 may
increase the popularity of REITs as an investment vehicle.

The UAE recently issued Federal Decree-Law No0.47 2022 as amended by Federal
Decree-Law No.60 of 2023 (CT Laws) pursuant to which certain business activities and
corporate entities are now subject to corporate tax.

Pursuant to the CT Laws, real estate investment income may be subject to corporate tax
where such income derives from a licensed business or business activity and/or requires
a licence from a licensing authority.

However, certain exemptions apply, and corporate tax does not apply in the following
circumstances:

» Real estate investment income: where such income is received by a natural person,
connected, either directly or indirectly, to the sale, lease, sub-lease, or rental of land
or real estate property in the UAE.

* Where the profit or income relates to an individual person, in its own capacity, then
the individual will not be subject to tax on its profit or gain from the sale of real estate.

Law stated - 13 January 2026
Foreign investors
16 | What forms of entity do foreign investors customarily use in your jurisdiction?

Generally, a separate special purpose limited liability vehicle is used to purchase or develop
land in the designated areas in Dubai. These vehicles are primarily used because they
ringfence liability to the specific special purpose vehicle.
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In Dubai, a special purpose vehicle must take the form of one of the following company
vehicles:
+ an offshore company registered in the Jebel Ali Free Zone (JAFZA offshore
company);
« a Dubai Multi Commaodities Centre company;
« a company incorporated in the Abu Dhabi Global Market's (ADGM) free zones;
« a Ras Al Khaimah (RAK) International Corporate Centre offshore company;

» a DIFC company, partnership, foundation, real estate investment trust or real estate
fund (however, the formation of such entities is subject to approval by the DIFC
Registrar of Companies, which is granted on a case-by-case basis); or

+ a limited liability company.

These forms of entity are required to be used in accordance with the current policies of the
Dubai Land Department.

Law stated - 13 January 2026

Organisational formalities

17 | What are the organisational formalities for creating and maintaining the above
entities? What requirements does your jurisdiction impose on a foreign entity? Does
failure to comply incur monetary or other penalties? What are the tax consequences
for a foreign investor in the use of any particular type of entity, and which type is
most advantageous?

The most common form of investment entity for foreigners is a JAFZA offshore company.
To incorporate a JAFZA offshore company, the following documents must be submitted to

JAFZA:

« an application form for registration of the offshore company;

« a covering letter requesting JAFZA to incorporate the offshore company;

« a letter from the registered agent confirming that it agrees to act as the registered

agent for the offshore company;

+ the offshore company’s memorandum and articles of association in the form
required by JAFZA,;
in the case of a corporate (non-individual) shareholder (if the corporate shareholder
is outside the United Arab Emirates):

a certificate of registration or incorporation of the corporate shareholder (notarised
and attested up to the level of a UAE embassy outside the United Arab Emirates);

a memorandum of association and articles of association of the corporate
shareholder (notarised and attested up to the level of a UAE embassy outside the
United Arab Emirates); and
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a board resolution calling for the establishment of the offshore company as well as
the authorisation of the individuals who will represent the applicant before JAFZA
and sign on behalf of purposes of the incorporation;

« in the case of an individual shareholder:

« a passport copy of the individual shareholder submitted to JAFZA,;

« a shareholders’ resolution calling for the establishment of the offshore company as
well as the authorisation of the individuals who will represent the applicant before
JAFZA and sign on behalf of purposes of the incorporation;

* specimen signatures of the manager and shareholder’s appointed representatives;
and

+ a copy of the manager’s passport, and authorised signatories of the applicant, the
secretary and the directors.

Typically, upon submission of the above-mentioned documents, the Registrar of
Companies in JAFZA takes between 10 days and three weeks to register an offshore
company. However, this is subject to the Criminal Investigations Department granting its
approval within a reasonable time.

The time frames mentioned above are estimates. Further, the procedures, requirements
and fees are also subject to change by JAFZA. It is not unusual for JAFZA to impose
additional or different requirements based on its prevailing policies and guidelines or case
by case basis, entirely at its discretion.

The ongoing formalities to maintain the JAFZA offshore company once registered are as
follows:

+ there must be a registered office at all times and it must be maintained by the
offshore company in JAFZA or by the offshore company’s registered agent in Dubai;

« there must be a registered agent at all times, either in JAFZA or in Dubai. The agent
is subject to the approval of JAFZA and would need the approval of registration in
the registry of registered agents that is handled by the Registrar of Companies in
JAFZA; and

« payment of an annual licence renewal fee to JAFZA.

Dubai is no longer a tax free emirate following the issuance and implementation of the CT
Law.

Prior to 1 June 2021, foreign or non-Gulf Cooperation Council national ownership of an
onshore company in Dubai was restricted to 49 per cent, with the remaining 51 per cent
required to be held by a UAE national. Since the enactment of Federal Decree Law No. 26
of 2020, this requirement is no longer in force; as such, international investors are now free
to register their companies outside of free zones without splitting ownership with a UAE
national, in respect of most types of onshore companies. This development will no doubt
have a significant impact on company organisations throughout the United Arab Emirates.

Pursuant to the CT Laws, even freezone companies that undertake a licensed business
activity including but not limited to receiving real estate investment income may be
subject to corporate tax where such income derives from a licensed business or business
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activity and/or requires a licence from licensing authority. Therefore, real estate investors,
individuals (who undertake a licensed business activity) and companies now need to
ensure they are registered with the federal tax authority and ensure that they comply with
the necessary submission of accounts or, if available, apply for an exemption.

Law stated - 13 January 2026

ACQUISITIONS AND LEASES

Ownership and occupancy

18 | Describe the various categories of legal ownership, leasehold or other occupancy

interests in real estate customarily used and recognised in your jurisdiction.

The Civil Code (Federal Law 5/1985) provides for various types of tenure, including:

freehold: the right to use, enjoy and occupy land or property permanently;

* musataha: the right to build on land for a specified duration not exceeding 50 years
(the holder of a musataha right is deemed to own all buildings on the land during
the specified term); and

« usufruct: the right to use, enjoy and occupy land or property belonging to another
person for a fixed term not exceeding 99 years (usufruct is similar to the concept of
‘leasehold’ under English law).

In Dubai, land can also be gifted by the ruler of Dubai to a UAE national at no cost for
commercial, industrial or residential purposes. Granted land is not freehold land and is
subject to various restrictions. Land granted by the government of Dubai to UAE nationals
cannot be disposed of without special permission from the ruler of Dubai or as permitted
under Decree No. 4 of 2010.

In both Dubai and Abu Dhabi, a ‘volumetric’ subdivision of land and buildings into
designated components is permitted (see article 8 of the Dubai Direction for General
Regulation (2010) and article 61 of Abu Dhabi Law 3/2015).

In Dubai, all dispositions that create, transfer, change or extinguish real property rights and
all the final rulings validating these dispositions, must be registered (article 9 of Law 7/2006
(as amended by Law 7 of 2019)).

Law stated - 13 January 2026

Pre-contract

19 | What are the typical pre-contractual steps?

The buyer and seller normally sign a brief memorandum of understanding or a reservation
form confirming the fundamental aspects of the deal. Generally, this memorandum of
understanding or reservation form is binding on the parties pending the signing of a sale
contract.
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Itis strongly advisable to carry out due diligence before entering into a binding sale contract.
As a minimum, the buyer should:

« require the seller to provide it with a copy of the title certificate, which has been
attested by the Dubai Land Department;

« carry out a property inspection; and

« insist on representations and warranties in the contract as to title and property
defects.

It is also prudent for the buyer to obtain the seller's consent to its examination of the
Property Register, as this is not open to the general public. However, this practice is
uncommon.

With regard to off-plan units, the buyer should check that:

« the real estate project is registered with the Real Estate Regulatory Agency (RERA);
« there is an escrow account for the real estate project;

« the percentage of completion of the real estate project and the expected date of
completion;

« the developer is registered with RERA;

« the developer owns the land or there is a development agreement between the
owner and the developer; and

» the developer has the required permits and approvals from the Dubai Land
Department and RERA to sell units off-plan in that particular real estate project.

Real estate brokers must be licensed in Dubai and Abu Dhabi, and comply with the relevant
professional and ethical standards set out in Dubai By-law 85/2006 and Abu Dhabi Law
3/2015 (as amended and updated by Law No.2/2025).

A seller or a property developer must appoint a broker by written agreement.

There is no cap on a broker's commission, but it normally ranges from 2 to 5 per cent of
the purchase price.

All companies operating in Dubai and Abu Dhabi that wish to market real estate inside or
outside the country must first obtain a permit from the Department of Municipal Affairs in
the case of Abu Dhabi and through the Trakheesi system in the case of Dubai (see Real
Estate Regulatory Agency Circular No. 11-2016 and Abu Dhabi Law 3/2015 (as amended
and updated by Law No. 2/2025)).

Law stated - 13 January 2026

Contract of sale

20 | What are typical provisions in a contract of sale?

A sale contract typically covers the following:
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« a description of the property;
« the purchase price;
+ the settlement date;
« apportionment of costs and liabilities;
« termination;
« dispute resolution; and
* jurisdiction.
However, the mandatory Dubai Land Department template Property Sales Contract

between Buyer and Seller (form F) must be used. It can, and should, be supplemented
by additional terms and conditions.

In both Dubai and Abu Dhabi, off-plan property developers must make specific disclosures
to the buyer about the property, including in relation to service charges (see article 4 of the
Direction for General Regulation Concerning Jointly Owned Properties (2010) and article
15 of Abu Dhabi Law 3/2015 (as amended and updated by Law No. 2/2025)).

The developer in Dubai is deemed to have warranted the information in the disclosure
statement. If, within two years of the date of the original transfer of the unit, any of that
information is found to be inaccurate, the developer will be liable to the buyer for damages
(article 5 of the Direction for General Regulation Concerning Jointly Owned Properties
(2010)).

Aside from this, there are no statutory (or other) duties of disclosure imposed on sellers.
However, any misrepresentation by the seller can result in both civil and criminal liability.

The seller typically contractually warrants that, among other things:

« the title is unencumbered and mortgage-free;
« it has full authority to sell;
« there are no outstanding debts and the service charge is fully paid up; and

« the property and development obligations have been met.

Environmental warranties are uncommon in the United Arab Emirates.

In Dubai, an off-plan property developer is deemed to have given the warranties set out in
article 40 of Law 6 of 2019 to the buyer.

The Civil Code also contains certain implied provisions in land sale contracts (see Book
Two — Contracts, Chapter | — Contracts Conferring Ownership).

The imposition of value-added tax began in the United Arab Emirates on 1 January 2018
at a standard rate of 5 per cent. The VAT treatment of real estate depends on whether it
is a commercial or residential property. Supplies (including sales or leases) of commercial
properties will be taxable at the standard VAT rate of 5 per cent. The VAT must be paid by
the beneficiary of the property. Supplies of residential properties will generally be exempt
from VAT. To ensure that real estate developers can recover VAT on the construction of
residential properties, the first supply of residential properties within three years of their
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completion will be zero-rated. All other residential property supplies will be exempt from
VAT.

No stamp duty is payable on the sale or purchase of real estate.

Law stated - 13 January 2026

Environmental clean-up

21 | Who takes responsibility for a future environmental clean-up? Are clauses regarding
long-term environmental liability and indemnity that survive the term of a contract
common? What are typical general covenants? What remedies do the seller and
buyer have for breach?

Federal Law No. 24 of 1999 on the Protection and Development of the Environment governs
environmental clean-ups in the United Arab Emirates. Under this law, any person who
intentionally or through negligence causes damage to the environment or to others is
responsible for all the costs of treatment or removal of such damage and may be imprisoned
and fined.

Unless otherwise stipulated in the sale agreement, the buyer generally inherits liability for
all matters relating to the property, which includes environmental liability.

However, environmental liability is not usually a consideration in the majority of real estate
transactions in the United Arab Emirates.

Law stated - 13 January 2026

Lease covenants and representation

22 | What are typical representations made by sellers of property regarding existing
leases? What are typical covenants made by sellers of property concerning leases
between contract date and closing date? Do they cover brokerage agreements and
do they survive after property sale is completed? Are estoppel certificates from
tenants customarily required as a condition to the obligation of the buyer to close
under a contract of sale?

Unless otherwise stipulated in the sale agreement, the buyer generally inherits liability for
all matters relating to the real estate, even if they occurred before the date of purchase.
This includes obligations under a lease agreement.

The title transfer does not affect a tenant’s rights under the lease.

If a seller has given a warranty in the sale contract as to the lease, then the seller remains
liable for breaches of it. If the matter cannot be resolved amicably the buyer must follow
the dispute resolution procedure provided for in the contract (which is likely to be litigation
or arbitration).

Law stated - 13 January 2026
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Leases and real estate security instruments

23 |Is a lease generally subordinate to a security instrument pursuant to the provisions
of the lease? What are the legal consequences of a lease being superior in priority to
a security instrument upon foreclosure? Do lenders typically require subordination
and non-disturbance agreements from tenants? Are ground (or head) leases treated
differently from other commercial leases?

The registration of a mortgage does not affect a tenant’s rights under the lease.
A lease is superior in priority to a mortgage upon foreclosure.

Lenders do not typically require subordination and non-disturbance agreements from
tenants.

Law stated - 13 January 2026

Delivery of security deposits

24 | What steps are taken to ensure delivery of tenant security deposits to a buyer? How
common are security deposits under a lease? Do leases customarily have periodic
rent resets or reviews?

To ensure delivery of tenant security deposits to the buyer at completion, a sale contract
will typically provide the following:

» where a tenant has provided a security deposit to the seller by way of cash or a bank
transfer, then the seller shall deliver to the buyer at completion a cheque in favour
of the buyer for the amount of that cash security deposit; and

* where a tenant has provided a security deposit to the seller in the form of a
post-dated cheque, the seller shall at completion:

« deliver to the purchaser the original post-dated cheque endorsed in favour of the
buyer by the seller; or

» cancel and then obtain new post-dated cheques from the tenant in favour of the
buyer if they cannot be endorsed.

Security deposits are common under leases. In Dubai, a landlord may only obtain a security
deposit to ensure maintenance of the property and must refund the deposit or remainder
thereof to the tenant on the expiry of the lease (article 20 of Law 26/2007). The Rental
Disputes Centre, the judicial arm of Dubai Land Department, recently considered what
may be deducted from a security deposit and found that:

Painting and cleaning of the interior walls completely after the tenant’s departure from the
leased property shall be a lessor’s liability. The cost of these works cannot be deducted
from the tenant’s security deposit, nor should he be charged.

However, there is no system of binding precedent in the United Arab Emirates.

Rental increases under leases are subject to the following relevant regulations:
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Generally, parties can include rent review provisions in the lease. However, Decree No. 43
of 2013 regulates rent increases in residential and commercial leases in Dubai. An increase
in the rent of a real estate unit is subject to the following statutory limits:

* No increase, if the rent is less than 10 per cent of the average standard rent.

+ 5 per cent, if the rent is less than 11 per cent to 20 per cent of the average standard
rent.

* 10 per cent, if the rent is less than 21 per cent to 30 per cent of the average standard
rent.

» 15 per cent, if the rent is less than 31 per cent to 40 per cent of the average standard
rent.

» 20 per cent, ifthe rent is less than 41 per cent to 50 per cent of the average standard
rent.

The government calculates the average standard rent for each neighbourhood based on
rental statistics.

Under DIFC regulations, the Leasing Law No. 1 of 2020 (as amended and updated by
Leasing Law No. 2 of 2022) applies to all residential, retail and commercial leases in the
DIFC, except for a lease:

« of premises used primarily for serviced apartments or hotel inventory leased as part
of a hotel;

« entered into by the parties to a mortgage of the leased premises, under the terms
of the mortgage.

For residential leases, a landlord must give the tenant written notice of a proposed rent
increase, at least 90 days before the expiry of the residential lease. If the landlord fails to
give this notice, the rent increase is invalid (DIFC Leasing Law No. 1 of 2020).

Law stated - 13 January 2026

Due diligence

25 | What due diligence should be conducted before executing a contract? Is any due
diligence customarily permitted or conducted after contract but before closing?
What is the typical method of title searches and are they customary? How and to
what extent may acquirers protect themselves against bad title? Discuss the priority
among the various interests in the estate. Is it customary to obtain government
confirmation, a zoning report or legal opinion regarding legal use and occupancy?

Itis strongly advisable to carry out due diligence before entering into a binding sale contract.
As a minimum, the buyer should:

 require the seller to provide it with a copy of the title certificate, which the
buyer should then verify online by using the Dubai Land Department’s Title Deed
Verification Service;

 carry out a property inspection; and
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« insist on representations and warranties in the contract as to title and property
defects.

It is also prudent for the buyer to obtain the seller’'s consent to its examination of the
Property Register, as this is not open to the general public. However, this practice is
uncommon.

With regard to off-plan units, the buyer should check that:

« the real estate project is registered with RERA;
« there is an escrow account for the real estate project;

« the percentage of completion of the real estate project and the expected date of
completion;

« the developer is registered with RERA;

« the developer owns the land or there is a development agreement between the
owner and the developer; and

* the developer has the required permits and approvals from the Dubai Land
Department and RERA to sell units off-plan in that particular real estate project.

Law stated - 13 January 2026

Structural and environmental reviews

26 [Is it customary to arrange an engineering or environmental review? What are the
typical requirements of such reviews? Is it customary to get representations or an
indemnity? Is environmental insurance available?

Environmental liability is not usually a consideration in the majority of real estate
transactions in the United Arab Emirates. Federal Law No. 24 of 1999 on the Protection
and Development of the Environment governs environmental clean-up in the United Arab
Emirates. Under this law, any person who intentionally or through negligence causes
damage to the environment or to others is responsible for all the costs of treatment or
removal of such damage and may be imprisoned and fined.

Depending on the value of the transaction an engineering review is undertaken. However,
by law, an off-plan property developer must give the following warranties to the buyer (Law
6 of 2019):

* to repair and remedy any defects in the structural parts of the jointly owned real
property for 10 years from the date of the completion certificate of the real property
project developed by the developer; and

« torepair or replace defective installations in the jointly owned real property, including
mechanical and electrical works, and sanitary and sewerage installations for one
year from the date of handover of the unit to the owner.

Law stated - 13 January 2026
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Review of leases

27 [ Do lawyers usually review leases or are they reviewed on the business side? What

are the lease issues you point out to your clients?

Typically, leases are reviewed on the business side; however, lawyers may review to ensure

the terms are in line with any updated local law, including but not limited to termination
provisions.

Law stated - 13 January 2026

Other agreements

28 | What other agreements does a lawyer customarily review?

These documents include but are not limited to:
« the title deed;
« the affection plan;

» a master community declaration and a jointly owned property declaration (now

replaced by the building management regulation, pursuant to Law 6 of 2019 on the
Ownership of Jointly Owned Real Property);

* any previous sale and purchase agreement which may have any ongoing obligations
(especially in cases where the property being sold is still under construction and/or
if there are post-handover payment instalments);

« a no-objection certificate from the developer authorising a sale; and

« if a company:

+ atrade licence of the seller or buyer;
« articles of association of the seller or buyer;
« the board resolution or power of attorney authorising the sale; and

« certificate of good standing, certificate of incorporation or certificate of incumbency
(if a free-zone company).

Law stated - 13 January 2026

Closing preparations

29 |[How does a lawyer customarily prepare for a closing of an acquisition, leasing or
financing?

Various documents are reviewed and a ‘dry run’ of the transfer is often conducted with a
real estate registration trustee (eg, Tamleek) if the transfer is of high value.
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Further, since cheques are still used within the UAE to complete sales, lawyers should
ensure they have checked and seen the necessary manager’'s cheques showing the
purchase price in full.

Law stated - 13 January 2026

Closing formalities

30 |Is the closing of the transfer, leasing or financing done in person with all parties
present? Is it necessary for any agency or representative of the government or
specially licensed agent to be in attendance to approve or verify and confirm the
transaction?

After the buyer and seller have signed the sale contract and completed any necessary
interim steps to the transfer of title (eg, paying any outstanding service charges and
obtaining a no-objection certificate from the developer of the property), the buyer and
seller must go in person to a real estate registration trustee (eg, Tamleek). There is
no requirement for the sale contract to be notarised. At the meeting, several steps are
completed, including:

« the buyer and seller sign the Dubai Land Department forms for the transfer of title;
« the buyer pays the purchase price to the seller;

 the necessary payments are made to the Dubai Land Department and the real
estate registration trustee; and

* the Dubai Land Department issues the buyer with a title deed for the property.

Should a company be purchasing a property then ahead of any completed sale transfer
the company must be registered with the DLD. This provides that the company has the
right to purchase and hold property.

Law stated - 13 January 2026

Contract breach

31 | What are the remedies for breach of a contract to sell or finance real estate?

If the matter cannot be resolved amicably, the buyer must follow the dispute resolution
procedure provided for in the contract (which is likely to be litigation or arbitration).

Law stated - 13 January 2026

Breach of lease terms

32 | What remedies are available to tenants and landlords for breach of the terms of
the lease? Is there a customary procedure to evict a defaulting tenant and can a
tenant claim damages from a landlord? Do general contract or special real estate

Real Estate 2026 | United Arab Emirates Explore on Lexology [



RETURN TO CONTENTS RETURN TO SUMMARY

rules apply? Are the remedies available to landlords different for commercial and
residential leases?

In Dubai, if the landlord or tenant breaches its obligations, the relevant party must file a
complaint with the Rental Dispute Settlement Centre (the judicial arm of the Dubai Land
Department), which has exclusive jurisdiction to determine the matter and grant a remedy.

Each emirate has its own rules governing termination of the lease and the tenant’s eviction.
In Dubai, the landlord may seek eviction of the tenant before the expiry of the term of the
lease or on the expiry of the lease only in the specific circumstances as set out in article
25 of Law 33/2008.

Proceedings to terminate a lease and evict a tenant in Dubai must take place before the
Rental Dispute Settlement Centre.

Law stated - 13 January 2026

FINANCING

Secured lending

33 | Discuss the types of real estate security instruments available to lenders in your
jurisdiction. Who are the typical providers of real estate financing in your country?
Are there any restrictions on who may provide financing?

There are three common types of mortgage over real estate onshore in the United Arab
Emirates:

« a mortgage over land and buildings;
* a leasehold interest in real property; or

« a building constructed on leased land.

It is possible to register a charge or mortgage over a leasehold interest in real property
located in one of the free zones in the United Arab Emirates, depending on the rules and
regulations of each free zone. It may also be necessary to register the charge or mortgage
and the underlying lease with the real estate authority in the relevant emirate. Generally,
the time of registration of the charge or mortgage determines priority among charge or
mortgages over the same leasehold interest. Generally, a free zone mortgage or charge
will only prevent the owner of the leasehold interest (ie, mortgagor) from transferring or
further encumbering its leasehold interest and will not entitle the mortgagee to request the
transfer of the leasehold interest. Transferring a leasehold interest would require a court
order.

A ‘mortgage’ is defined in the Civil Code (Federal Law 5/1985, as amended) as a contract
by which a creditor acquires the right to be satisfied from the proceeds of the sale of the
mortgaged real estate in priority to unsecured creditors and other secured creditors of
the debtor. To have effect, a mortgage must be registered. The time of registration of the
mortgage determines priority among mortgages over the same real estate.
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The mortgagor must be the owner of the mortgaged property. It is not essential that
the mortgagor be the principal obligor of the debt that is secured by the mortgage; the
mortgagor can be a guarantor of the debt.

As real estate can only be mortgaged to a company or a financial institution that has been
duly licensed and registered by the Central Bank of the United Arab Emirates (see article 4
of Dubai Law No. 14 of 2008 (as amended) and Law 8 of 2018 and article 32 of Abu Dhabi
Law No. 3 of 2015), financing is generally limited to these licensed banks and institutions
or where these licensed banks and institutions are engaged as local security agents.

Financing can still be obtained from sources other than local licensed banks, such as real
estate investment companies. However, this type of financing is normally based on a good
business relationship and trust between the parties, as the lender will not have registered
security over real estate owned by the borrower.

Law stated - 13 January 2026

Leasehold financing

34 |Is financing available for ground (or head) leases in your jurisdiction? How does the
financing differ from financing for land ownership transactions?

Generally, ground leases are granted in connection with infrastructure projects, where the
ground lease will be in the form of a musataha (a 50-year concession arrangement), a
concession agreement (akin to a ground lease of up to 99 years), or a usufruct agreement.
The landowner (often a governmental entity) will not permit a mortgage over the land.
A lender’s ability to secure its funding will depend on which of the above concession
arrangements is given, and the rules and regulations of the land department in the relevant
emirate. For example, in Dubai it is possible to register a mortgage over a building (which
will be deemed to be separate from the land for this purpose) constructed on land granted
under a musataha. However, some of the northern emirates do not recognise a building
constructed on land granted under a musataha as being separate for the land. Therefore,
it will not be possible to have a separate mortgage over such buildings.

As a leasehold can only be mortgaged to a company or a financial institution that has been
duly licensed and registered by the Central Bank of the United Arab Emirates (see article
4 of Dubai Law No. 14 of 2008 (as amended), Law 8 of 2018, and article 32 of Abu Dhabi
Law No. 3 of 2015), financing is generally limited to these licensed banks and institutions
or where these licensed banks and institutions are engaged as local security agents.

Financing can still be obtained from sources other than local licensed banks, such as real
estate investment companies. However, this type of financing is normally based on a good
business relationship and trust between the parties, as the lender will not have registered
security over the leasehold interest owned by the borrower.

Law stated - 13 January 2026

Form of security
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35 | What is the method of creating and perfecting a security interest in real estate?

A mortgage is the most common form of security granted over real estate located
onshore in the United Arab Emirates. Mortgages over real property must be both in
writing and registered with the appropriate real estate authority in each emirate. The
registered mortgage deeds are generally pre-printed documents prescribed by the relevant
authorities. In the case of registering a charge or mortgage over leasehold interest over
real property located in a free zone, although the specific procedure and requirements will
depend on the relevant free zone’s rules and regulations, generally this will require:

» a number of approvals or no-objection certificates from the landlord, the mortgagee
and the free zone authority;

« registration with the appropriate real estate authority in the emirate (if necessary);

+ a charge or mortgage agreement (this may be based on the relevant free zone’s
approved format); and

« payment of a registration fee.

Law stated - 13 January 2026

Valuation

36 | Are third-party real estate appraisals required by lenders for their underwriting of
loans? Are there government or industry standards for appraisals? Must appraisers
have specific qualifications or required government or industry certifications? Who
is required to order the appraisal?

Third-party appraisals are generally required by lenders, particularly where the main
security interest relates to real estate. It is also not uncommon for the lender to appoint
its own experts to value the relevant property. It may also be necessary to have periodic
appraisals to ensure that the borrower maintains the required financial covenants under
the facility agreement (eg, loan-to-value or loan-to-security ratios).

In the case of the Emirate of Dubai, valuation companies must be licensed by the Real
Estate Regulatory Agency in Dubai. The Dubai Land Department maintains a publicly
available register of approved valuation companies on its website for no charge.

Law stated - 13 January 2026

Legal requirements

37 | What would be the ramifications of a lender from another jurisdiction making a loan
secured by collateral in your jurisdiction? What is the form of lien documents in your

jurisdiction? What other issues would you note for your clients?

Real estate can only be mortgaged to a company or a financial institution that has been
duly licensed and registered by the Central Bank of the United Arab Emirates (see article 4
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of Dubai Law No. 14 of 2008 (as amended), Law 8 of 2018 (as amended) and article 32 of
Abu Dhabi Law No. 3 of 2015). In practice, however, foreign lenders providing financing to
UAE borrowers normally appoint a local security agent to hold the UAE-located security on
their behalf. However, this can be a time-consuming and expensive exercise for a foreign
lender, particularly as most local banks will only consider acting as local security agent in
connection with financings where they are a part of the syndicate of lenders or if the foreign
lender is from the Gulf Cooperation Council.

Law stated - 13 January 2026

Loan interest rates

38 | How are interest rates on commercial and high-value property loans commonly set?
What rate of interest is legally impermissible in your jurisdiction and what are the
consequences if a loan exceeds the legally permissible rate?

Large (usually syndicated) financings are generally based on Loan Market Association
documentation and will generally use a benchmark rate with reference to LIBOR (or
EIBOR for UAE dirham facilities). We have not seen any significant use of the secured
overnight financing rate yet. Instead, we note that the use of replacement benchmarks for
the screen rate based on a designated, nominated or recommended replacement to the
LIBOR screen rate identified by either the current administrator of the LIBOR screen rate
or a nominating body, which can include any applicable central bank, regulator or other
supervisory authority or a group of them, or any working group or committee sponsored or
chaired by, or constituted at the request of, any of them.

According to article 76 of the Commercial Code, a creditor is entitled to receive interest on
a commercial loan at the rate of interest stipulated in the contract. If this rate is not stated
in the contract, it is calculated according to the current rate of interest in the market at the
time of dealing, provided it does not exceed 12 per cent per annum.

The limitations for banks are that interest in excess of 12 per cent per annum, compound
interest and interest in excess of principal are not enforced. However, these limitations are
not usually followed by the Dubai courts, unlike other emirates.

Law stated - 13 January 2026

Loan default and enforcement

39 | How are remedies against a debtor in default enforced in your jurisdiction? Is
one action sufficient to realise all types of collateral? What is the time frame for
foreclosure and in what circumstances can a lender bring a foreclosure proceeding?
Are there restrictions on the types of legal actions that may be brought by lenders?

Each emirate has its own rules as to the enforcement of mortgages. In Dubai and Abu
Dhabi, to enforce a mortgage the creditor must obtain a court order allowing it to sell the
property through public auction (see article 26 of Dubai Law 14/2008 (as amended) and
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article 53 of Abu Dhabi Law 3/2015). The creditor cannot sell the mortgaged property by
any other means.

The registration serial number allocated by the relevant registry determines the rank of a
mortgage for liquidation purposes. If more than one mortgage registration application is
submitted simultaneously for the same property, all mortgages will be allocated an identical
registration number and the creditors rank equally (see article 1425 of the Civil Code, article
17 of Dubai Law 14/2008 (as amended) and article 45 of Abu Dhabi Law 3/2015).

Law stated - 13 January 2026

Loan deficiency claims

40 | Are lenders entitled to recover a money judgment against the borrower or guarantor
for any deficiency between the outstanding loan balance and the amount recovered
in the foreclosure? Are there time limits on a lender seeking a deficiency judgment?
Are there any limitations on the amount or method of calculation of the deficiency?

If the sale proceeds are insufficient to discharge the debt secured by the mortgage, the
mortgagor remains liable for the remaining unpaid debt.

Personal and corporate guarantees are commonly used in the United Arab Emirates.
Guarantees must be in writing and specify the amount secured by the guarantee.

Law stated - 13 January 2026

Protection of collateral

41 [ What actions can a lender take to protect its collateral until it has possession of the
property?

In relation to real estate security interest, UAE law does not recognise the common law
concept of ‘self-help’ for secured parties. In Dubai and Abu Dhabi, a mortgagee must obtain
a court order allowing it to sell the property through public auction (see article 26 of Dubai
Law 14/2008 and article 53 of Abu Dhabi Law 3/2015). A mortgagee cannot sell or deal
with the mortgaged property by any other means.

Law stated - 13 January 2026

Recourse

42 | May security documents provide for recourse to all of the assets of the borrower?
Is recourse typically limited to the collateral and does that have significance in
a bankruptcy or insolvency filing? Is personal recourse to guarantors limited to
actions such as bankruptcy filing, sale of the mortgaged or hypothecated property
or additional financing encumbering the mortgaged or hypothecated property or
ownership interests in the borrower?
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Recourse is typically limited to the specific collateral over which the security has been
granted. In the United Arab Emirates, there is no general charge over all assets of a
company and each type of security interest (eg, pledge over movables, mortgage over real
property, accounts pledge, assignment of receivables, etc) must comply with its own legal
requirements, including any applicable registrations. The concept of floating charge is not
recognised in the United Arab Emirates. However, it may be possible to have a security
interest movable assets akin to a floating charge if the security interest can be registered
in the EIRC security register in accordance with the provisions of Federal Law No. 4 of
2020 on Guaranteeing Rights Related to Movables (the Mortgage Law).

In the event of bankruptcy of the debtor, any assets that are subject to a valid security
interest will be sold to satisfy the specific security obligation (less and costs associated
with the sale of such asset). The court may (at its sole discretion) terminate any agreement
to which the debtor is a party (including any security agreement), provided this is in the
best interests of the creditors as a whole. Generally, where a security interest is terminated
the court may replace it with an alternative security interest of similar value. There is no
guidance on how the court would determine the value of the terminated and replacement
security interest.

Law stated - 13 January 2026

Cash management and reserves

43 |lIs it typical to require a cash management system and do lenders typically take
reserves? For what purposes are reserves usually required?

Lock box banking is not typically required by lenders in the United Arab Emirates.

Law stated - 13 January 2026

Credit enhancements

44 | What other types of credit enhancements are common? What about forms of
guarantee?

Personal and corporate guarantees are commonly used in the United Arab Emirates.
Guarantees must be in writing and specify the amount secured by the guarantee. In the
case of guarantees for larger financings, it is not uncommon for the guarantors to maintain
certain financial covenants (eg, minimum net worth).

Generally, you can call on a guarantee once the relevant conditions have been satisfied.
Otherwise, a guarantee can be enforced through the court.

Law stated - 13 January 2026

Loan covenants
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45 | What covenants are commonly required by the lender in loan documents?

A borrower typically covenants to do the following:

» observe and perform all of his or her obligations under the mortgage, and not sell,
lease, transfer or otherwise dispose of the mortgaged property;

+ act on instructions given by the mortgagee and not remove the mortgage from
registration;

» promptly provide to the mortgagee any information relating to the mortgaged
property; and

ensure that the mortgaged property is kept in good repair and condition.

Law stated - 13 January 2026

Financial covenants

46 | What are typical financial covenants required by lenders?

Common financial covenant conditions are based on borrower or obligors’ net worth,
working capital, leverage, loan-to-value ratio, interest coverage and cash flow. They
can also include restrictions on issuing debt, further encumbering assets, disposal or
acquisition of substantial assets, paying dividends and investing, or impose actions such
as the acceleration of debt payments if the specified condition is binding.

Law stated - 13 January 2026

Secured movable (personal) property

47 | What are the requirements for creation and perfection of a security interest in
movable (personal) property? Is a ‘control’ agreement necessary to perfect a security
interest and, if so, what is required?

To have a valid pledge over movable assets under UAE law, the pledgee must have
possession (actual or constructive) over the pledged assets. However, the Mortgage Law
has updated the framework for registering security interest over movable assets located
in the United Arab Emirates. The Mortgage Law provides for the registration of a security
interest over a broad category of movable assets (this differs from a pledge, which requires
a deed of possession and other existing forms of mortgages), including account pledges,
assignment of receivables, etc, without the need to take possession (as required under the
earlier UAE law). The security interest can be perfected through registration in an electronic
security register (the Security Register).

Law stated - 13 January 2026
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Single purpose entity (SPE)

48 | Do lenders require that each borrower be an SPE? What are the requirements to
create and maintain an SPE? Is there a concept of an independent director of SPEs
and, if so, what is the purpose? If the independent director is in place to prevent a
bankruptcy or insolvency filing, has the concept been upheld?

Other than in the case of non-recourse project financing or aircraft or vessel financing, it is
not common for a lender to require a special purpose vehicle to be set up to hold certain of
the borrower’s assets and to take security over the shares of that special purpose vehicle.
Rather, direct security over the assets is preferred.

Law stated - 13 January 2026

UPDATE AND TRENDS

International and national regulation

49 | Are there any emerging trends, international regulatory schemes, national
government or regulatory changes, or other hot topics in real estate regulation in
your jurisdiction?

The ongoing crisis taking place in Ukraine has seen a substantial number of eastern
European investors relocate to Dubai. As such, the Dubai Real Estate market has seen
a marked increase in investment.

The recent Dubai Decree No. 22/2022 and the privileges now afforded to approved property
investment funds in Dubai are a significant progression development and an indication that
property investment funds may now begin to have a greater impact on Dubai’s real estate
market.

Law stated - 13 January 2026
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Legal system

1 | How would you explain your jurisdiction’s legal system to an investor?

Like every US state except Louisiana, New York is generally a common law jurisdiction
with statutes governing specific subjects, as well as related regulations and case law
precedents. Injunctions are available to prevent a party from acting but are subject to strict
standards and typically difficult to obtain (New York Civil Practice Law and Rules, section
6301). Injunctions are most often granted to prevent irreparable injury; if the party seeking
the injunction is likely to win on the merits; or once a matter is fully adjudicated (ie, when an
injunction is issued as a final judgment). New York courts may rule in equity under certain
circumstances.

Parol evidence may be admissible when necessary to discern an ambiguity in a written
contract. Oral contracts are enforceable, although most contracts involving real property
in New York must be in writing, including leases for more than one year, conveyances or
deeds (New York General Obligations Law, section 5-703). While certain laws that affect
New York real estate are national in scope — including, among others, the Fair Housing Act,
the Americans with Disabilities Act and certain federal environmental laws — most vary by
state and may also vary by county and by municipality.

Law stated - 18 November 2024

Land records

2 [ Does your jurisdiction have a system for registration or recording of ownership,
leasehold and security interests in real estate? Must interests be registered or
recorded?

New York has a system for recording interests in land, which is promulgated by the New York
Real Property Law and operates on a county-by-county basis. Recordings are generally
made in the county where the property in question is located and requirements vary by
county.

Fee and leasehold interests, among others, can be recorded. Leasehold interests are
typically only recorded when they:

« contain an option to purchase a fee interest;

« are for a long term; or

« cover a material amount of space (or an entire property).
Not all interests are required to be recorded, but unrecorded interests will be void against a
subsequent bona fide purchaser of a property for valuable consideration who does not have

notice of such an unrecorded interest. Buyers of New York real estate typically purchase
title insurance to protect against unknown or competing interests in their property.
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Law stated - 18 November 2024

Registration and recording

3 | What are the legal requirements for registration or recording conveyances, leases
and real estate security interests?

Execution of a deed is necessary to vest a fee title in a grantee in New York. The conveyance
must be in writing, signed by the grantor or the grantor’s lawful agent and grant a fee
or leasehold interest. The grantor or its authorised agent must sign a deed for it to be
valid. Additionally, deeds must be acknowledged, or otherwise proved by the grantor before
recording, to be effective against subsequent purchasers and encumbrances (New York
Real Property Law, section 243).

New York imposes taxes on the recording of mortgages at a rate of 50 cents per US$100
of debt secured. Some counties and metropolitan areas, notably New York City, have
significant additional mortgage recording taxes. A state real estate transfer tax is paid by
the grantee at a rate of US$2 for each US$500 of consideration, with additional taxes levied
in New York City and certain other counties for residential and commercial property priced
above certain value thresholds.

Law stated - 18 November 2024

Foreign owners and tenants

4 | What are the requirements for non-resident entities and individuals to own or lease
real estate in your jurisdiction? What other factors should a foreign investor take into
account in considering an investment in your jurisdiction?

There are no requirements that a foreign entity must register to do business in New York or
obtain a special licence merely to own or lease real estate in New York. However, if an entity
does not register in New York, that entity may not bring a lawsuit in New York courts. Some
landlords may require increased security deposits or a letter of credit as additional security
if the tenant is not a local entity. Foreign investors should pay careful attention to US federal
and New York state tax laws (such as section 1312 of the New York Business Corporation
Law) in structuring New York real estate investments. Many foreign investors create a US
special purpose entity to hold or manage their New York real estate investments.

Certain foreign real estate transactions could be subject to review by the Committee on
Foreign Investment in the United States, a US federal inter-agency committee that reviews
real estate investments by foreign persons and their effect on US national security.

Law stated - 18 November 2024

Exchange control

*|
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If a non-resident invests in a property in your jurisdiction, are there exchange control
issues?

There are no exchange control issues or restrictions on repatriation of capital in New York.
However, New York and US federal tax laws will impact any real estate investment and any
disposition of real estate by a foreign inve

stor. Foreign investors will attract federal tax liability under the Foreign Investment in Real
Property Tax Act from gross rental income, with non-US nationals generally subject to:

» a 30 per cent tax (minus deductions such as mortgage interest and business
expenses); and

« for disposition of real estate assets, a 15 per cent tax on realisation of capital gains.

Foreign investors should pay careful attention to US federal and New York state tax laws
in structuring New York real estate investments.

Law stated - 18 November 2024

Legal liability

6 | What types of liability does an owner or tenant of, or a lender on, real estate face?
Is there a standard of strict liability and can there be liability to subsequent owners
and tenants including foreclosing lenders? What about tort liability?

Liability is generally restricted to:

* breaches of any contracts involving the property, owner or tenant;
« tort claims involving the property, owner or tenant; and

« statutory claims by either state, county or other governmental agencies, often
involving health, safety, zoning or building code enforcement.

Strict criminal liability will be imposed for some environmental and health and safety
laws, such as leakage of petroleum products or deficient fire safety equipment in multiple
dwellings. An example of tort liability, colloquially known as the Scaffold Law, imposes a
strict liability standard on owners and contractors of multi-family or commercial buildings
for damages caused while using equipment such as scaffolding, ladders or hoists while
working on, demolishing or cleaning buildings.

Liability to foreclosing lenders will depend on whether the underlying loan’s lender has
recourse to the borrower. Such recourse, unless otherwise stated, is typical. Many lenders
require, as a condition of the loan, for borrower-affiliated guarantors to assume certain
obligations in the event of liability relating to the property. This is often the case for
environmental issues, construction project failure, bad boy guarantees (in the event of bad
acts by the borrower or certain other parties) or failure to pay taxes. See, for example,
section 181 of the New York Navigation Law, and sections 240 and 241 of the New York
Labor Law.

Law stated - 18 November 2024
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Protection against liability

7 |How can owners protect themselves from liability and what types of insurance can

they obtain?

Owners in New York can protect themselves from liability by acquiring property through
legally distinct entities, such as limited liability companies (LLCs) and limited partnerships
or corporations, and through careful ownership structuring (New York Limited Liability
Company Law, section 203; New York Business Corporation Law, section 628). Owners
will typically hold the fee or leasehold interest in a single purpose entity created
with the limited purpose of holding the owner’s interest. Owners can also acquire
different types of insurance to protect themselves against claims (eg, title insurance,
environmental insurance, and representations and warranties insurance), as well as
various endorsements to title insurance policies such as non-imputation endorsements,
which insure an entity againstimputation by operation of law of the knowledge of its partner,
officer, director or employee regarding unrecorded items affecting title.

Law stated - 18 November 2024

Choice of law

8 [How is the governing law of a transaction involving properties in two jurisdictions
chosen? What are the conflict of laws rules in your jurisdiction? Are contractual
choice of law provisions enforceable?

The governing law of a transaction is typically chosen by the parties. Absent a choice of
law provision, a court will generally apply the law of the forum state. If multiple jurisdictions
are involved and the substantive law of each state differs, a court will apply choice of law
analysis. Factors considered in a modern contractual conflict of law analysis include:

« the place of contracting;

« the place of negotiation;

« the place of performance;

« the location of the contract’s subject matter; and

» domicile, residence, nationality, place of business and place of incorporation of the

parties.

Contractual choice of law provisions naming New York are enforceable in transactions with
a value of at least US$250,000, provided that it is not a contract for personal services or
labour (New York Labor Law, section 5-1401).

Law stated - 18 November 2024

Jurisdiction

9 |
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Which courts or other tribunals have subject-matter jurisdiction over real estate
disputes? Which parties must be joined to a claim before it can proceed? What is
required for out-of-jurisdiction service? Must a party be qualified to do business in
your jurisdiction to enforce remedies in your jurisdiction?

The New York state civil court system contains several levels of courts: Courts of Original
Instance, Intermediate Appellate Courts and the Appellate Divisions of the Supreme Court,
with the Court of Appeals as the highest court in the state. The trial court with jurisdiction
over real estate disputes is the Supreme Court, as it is designated for civil matters involving
claims with higher dollar amounts. There are four federal district courts in New York: the
Northern, Southern, Eastern and Western Districts. For a federal court to have jurisdiction
over a real estate dispute, the parties must have diversity of citizenship and there must
be more than US$75,000 at issue. Required parties (parties in which in their absence the
court cannot accord complete relief among the existing parties) must be joined to the claim
before it can proceed.

In New York, to serve a party that resides outside of New York, the paperwork may be
delivered to that party by a process server via first-class post or the serving party may
hire a process server that resides in the state in which the defendant resides for them to
hand-deliver a copy of the summons and complaint.

A foreign entity (corporation, LLC, non-profit, partnership, etc.) must have obtained
authority to conduct business in New York to affirmatively access New York state courts. If
the entity is not qualified to do business in New York, the action is subject to dismissal in
court. See Rule 19 of the Federal Rules of Civil Procedure, section 1312 of the New York
Business Corporation Law and section 1001 of the New York Civil Practice Law and Rules.

Law stated - 18 November 2024

Commercial versus residential property

10 |How do the laws in your jurisdiction regarding real estate ownership, tenancy
and financing, or the enforcement of those interests in real estate, differ between
commercial and residential properties?

New York laws regarding property ownership are similar for commercial and residential
properties. New York imposes a real estate transfer tax on sales of real property or interests
when the sale is for greater than US$500. If the seller is not a resident of New York, they
must pay taxes on the personal gain or loss from the sale or transfer of those properties and
fill out the accompanying tax forms (New York Real Property Actions and Proceedings Law,
sections 1303 and 1304). New York has several laws that protect individual consumers and
tenants, particularly in the areas of foreclosure, disclosure, equal opportunity, evictions,
rent stabilisations and control, as well as more recent laws enacted in light of the covid-19

pandemic.

Law stated - 18 November 2024

Planning and land use
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11 | How does your jurisdiction control or limit development, construction, or use of real
estate or protect existing structures? Is there a planning process or zoning regime in

place for real estate?

Land use, zoning, construction and development are generally governed by New York
county, city and municipal zoning and building codes, rules and regulations. Procedures
to obtain permits and variances will differ between counties and between municipalities
within counties. Specifically, if the local zoning authority in charge affirms that the intended
development complies with the local zoning regulations, the developer may begin their
work as of right.

Often, however, newer and larger projects that do not satisfy existing zoning codes must
first submit proposals to obtain variances, discretionary approvals or apply for re-zoning,
particularly in heavily developed or regulated localities. Every locale has its own process
for obtaining such approvals. New York City has the most robust process in the form of the
Uniform Land Use Review Procedure, which involves several stages of review.

After a developer applies for a variance, approval or re-zoning, the local zoning authority will
either approve or deny the application. In the event of a denial, decisions may be appealed
to a local Zoning Board of Appeal (or, in the case of New York City, the Board of Standards
and Appeals) within a short amount of time, typically between 30 and 60 days (or, in the
case of New York City, a maximum of 30 days).

When zoning non-compliance exists, the first step is generally to informally contact the
offending party. If the violation persists, enforcement can either take the form of a civil
or criminal penalty. The consequences of failure to comply with zoning requirements may
include (in addition to fines and other charges):

* revocation or suspension of related permits;

« denial of future permits until compliance;
 stop work orders;

« forced removal of offending improvements; and

« cease-and-desist orders.

Law stated - 18 November 2024

Government appropriation of real estate

12 | Does your jurisdiction have a legal regime for compulsory purchase or condemnation
of real estate? Do owners, tenants and lenders receive compensation for a
compulsory appropriation?

New York law (as well as municipal law, all grounded in the US Constitution) provides for
taking by eminent domain and condemnation. When real property is taken, owners must
receive just compensation, except when the taking constitutes an exception, which varies
based on applicable law. Often, during this process, owners will engage in consensual
negotiations with the condemning governmental body to ease the process, and maximise
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compensation and other benefits. Particularly, in circumstances where wrongdoing has
occurred, civil and criminal forfeiture rules can apply.

Law stated - 18 November 2024

Forfeiture

13 | Are there any circumstances when real estate can be forfeited to or seized by the
government for illegal activities or for any other legal reason without compensation?

Under New York state law, real estate is only subject to forfeiture without compensation
in connection with certain illegal activities. Specifically, real property may be seized if it
qualifies as ‘proceeds’ or is an ‘instrumentality’ of a felonious crime. Most of these felonies
are related to controlled substances, including (but not limited to):

« criminal possession of a controlled substance in the first or second degrees;
« criminal sale of a controlled substance in the first or second degrees; or

 operating as a major trafficker.

See article 13-1 of Chapter 8 of the New York Civil Practice Law and Rules, article 480 of
the New York Penal Law, and the New York Organized Crime Control Act.

Law stated - 18 November 2024

Bankruptcy and insolvency

14 | Briefly describe the bankruptcy and insolvency system in your jurisdiction.

Bankruptcy is generally governed by US federal law. Title 11 of the United States Code
is the federal Bankruptcy Code, which covers both voluntary and involuntary bankruptcy
proceedings. A bankruptcy proceeding may involve liquidation (Chapter 7) or restructuring
(Chapters 11 and 13) of the debtor, or both.

Law stated - 18 November 2024

INVESTMENT VEHICLES

Investment entities

15 | What legal forms can investment entities take in your jurisdiction? Which entities
are not required to pay tax for transactions that pass through them (pass-through
entities) and what entities best shield ultimate owners from liability?

In New York, investment entities can take any form. The most typical forms of investment
entities are corporations, limited liability companies (LLCs), general partnerships, limited
partnerships (LPs) and limited liability partnerships (LLPs). Tax pass-through entities are
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LLCs, S-corporations, partnerships and LPs, while other entity forms are taxed on both the
entity and personal levels (including real estate investment trusts). Entities that are typically
treated as tax pass-through entities can also elect to be taxed as corporations (which may
be the case when foreign investors sit above the US entities). The types of entities that
provide liability shields are corporations, LLCs, LPs (with respect to the limited partners
only) and LLPs (on a partial basis).

Law stated - 18 November 2024

Foreign investors

16 | What forms of entity do foreign investors customarily use in your jurisdiction?

Foreign investors will tailor their entities to their personal tax needs, which will vary by
individual and by country of origin. Most typical will be use of a domestic C-corporation
or other entity (eg, partnership or LLC) that has elected to be taxed as a corporation to
minimise tax consequences associated with the Foreign Investment in Real Property Tax
Act (FIRPTA). This election is due to these entities’ pass-through tax structure. FIRPTA
requires foreign investors to withhold 15 per cent of the sales price and deposit it directly
with the Internal Revenue Service, meaning that foreign investors have additional taxes
when investing in real estate unless the real estate is for a personal residence and costs
less than US$300,000. Therefore, selecting an entity that is taxed at the corporate level is
crucial for foreign real estate investors to offset the FIRPTA tax penalty.

Law stated - 18 November 2024

Organisational formalities

17 | What are the organisational formalities for creating and maintaining the above
entities? What requirements does your jurisdiction impose on a foreign entity? Does
failure to comply incur monetary or other penalties? What are the tax consequences
for a foreign investor in the use of any particular type of entity, and which type is
most advantageous?

Most organisations require filing a specific form with, and paying an associated fee to, the
New York Department of State. Each entity must adopt a governing agreement or by-laws
and contain specific words in their names indicating their organisational form. New LPs
and LLCs must publicise their existence. Corporations and LLCs require their own tax
filings and associated annual filing fees. Although entities can be formed in New York, it
is generally considered best practice for various reasons to form US entities in Delaware
where possible and then, if needed, have those entities qualify to do business in New York.

Foreign entities require a separate application for authority that asks identifying information
of the foreign entity. Foreign corporations must file a statement of activities containing tax
information or obtain consent from the New York Department of Finance to operate before
the application for authority is accepted. Failing to comply may lead to injunctions against
the foreign entity conducting business and a revocation of its business licence. Failure to
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comply with a certificate of authority attracts a penalty of up to US$500 for the first day and
US$200 for each subsequent day, not to exceed US$10,000 (New York Codes, Rules and
Regulations, Title 20, section 540.6). The person failing to file may be subject to a US$200
penalty or criminal violations under article 9A of the New York Tax Law.

Foreign entities, if engaged in a trade or business within the United States, are generally
subject to US federal, state and local taxes on their net income and may be subject to
a branch profits tax, which may be reduced or eliminated by a double tax treaty. Foreign
entities that are not engaged in a trade or business within the United States are generally
subject to a 30 per cent withholding tax on any US source income, which may be reduced
or eliminated by a double tax treaty. A foreign investor can generally reduce the US tax
consequences and filing obligations by using a domestic C-corporation or other entity (eg,
partnership or LLC) that has elected to be treated as a corporation for US tax purposes to
invest in US real estate. FIRPTA requires that a portion of real estate transfer proceeds be
withheld to cover potential taxes on the asset’s gains, withholding 21 per cent for foreign
corporations or trusts rather than 15 per cent for other non-resident sellers. Forming a
domestic entity is recommended for property sales.

Law stated - 18 November 2024

ACQUISITIONS AND LEASES

Ownership and occupancy

18 | Describe the various categories of legal ownership, leasehold or other occupancy

interests in real estate customarily used and recognised in your jurisdiction.

Real estate interests are typically comprised of fee interests and leasehold interests. A fee
interest is an ownership interest that gives full and permanent title to the property owner,
including the right to control the property by allowing for the sale, assignment, subordination
and collateralisation of the property. A leasehold interest gives the holder the right to access
and occupy the property for a period of time, along with various other customary rights,
often requiring prior landlord consent for certain actions, as well as obligations required by
the landlord pursuant to a negotiated lease agreement.

New York recognises real property interests of:
* sole ownership;
« tenancy in common;
« joint tenancy;
* joint tenancy with right of survivorship;
« tenancy by entirety;
« condominium ownership; and

« cooperative ownership as interests in real estate.
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Condominium ownership is a fee ownership of individual units divided from a larger building
(most often a multi-family residential property) and an undivided interest in that property’s
common elements.

Cooperative ownership is the ownership of one or more shares of stock in a corporation
owning real estate, generally entitling the buyer to a long-term proprietary lease of the
portion of the real estate occupied by that buyer, with maintenance charges assessed per
share. Condominium and cooperative ownership regimes are widely used in New York for
both residential and commercial properties.

Space leases for various types of properties (multi-family, industrial, retail, etc) are each
similar in structure, but may differ in rent calculation, additional charges assessed (eg,
operating expenses and taxes) and in services provided by landlord to tenant. Master
leases allowing for a single tenant who sublets to other tenants are common. Ground leases
for long periods (treated similarly to fee interests in many ways), incentivising lessees to
improve real estate for long-term use, are also common.

Easements (ie, agreed limited use rights without ownership or tenancy) can have many
forms and uses, and generally give beneficiaries specific property rights in land that is
not owned by those beneficiaries. Easements can be temporary or perpetual and can
be expressly contracted or implied through pre-existing use, necessity or prescription.
Easements by pre-existing use, according to Beretz v Diehl, require:

« initial unity of title followed by subsequent separation of title;

« continuous use long and obvious enough to manifest an intent for that use to be
permanent; and

« that use is necessary for the benefit and enjoyment of the retained property.

Easements by necessity, according to Walt Whitman Rd Assocs v Whitman Capital LLC-
, require the use to be ‘indispensable to the reasonable use for the adjacent property’.
Prescriptive easements, according to Masucci v DelLuca, require the beneficiary’s hostile,
open, notorious, continuous and uninterrupted use for 10 years. A prescriptive easement
is comparable to the concept of adverse possession and has a similar test.

Easements in gross involve one property and grant access to specific entities such as
utilities. In contrast, appurtenant easements involve two neighbouring properties and
run with those properties, running with those properties and thus surviving changes
in ownership. Easements can be terminated through abandonment, merger, necessity,
demolition, recording acts, condemnation, adverse possession and release. Restrictive
covenants burden a property from a certain use or development and may be contracted or
enforced through zoning.

Law stated - 18 November 2024

Pre-contract

19 | What are the typical pre-contractual steps?
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In a commercial context, it is typical and advisable, but not necessary, to negotiate
non-binding offer letters, letters of intent or term sheets for the acquisition or lease of
a property before the parties proceed to prepare a binding contract. Courts may bind
parties to term sheets, letters of intent and offer letters where it is unclear that the parties
intended not to be bound. However, courts will generally respect clear language stating
that the parties in fact intend not to be bound. Merger clauses are useful to disclaim prior
or extra-contractual agreements and bar parties from relying upon such agreements, and
are typically included in definitive contracts.

The parties may agree on a specified period of exclusivity during contract negotiations, but
in many cases, particularly in New York City and in residential property transactions among
individuals, properties remain on the market during negotiations until a contract of sale
is fully executed by the parties. Parties often transact off market with or without a broker.
Brokers are regulated by New York law and must be licensed in New York under section 440
of the New York Real Property Law. New York real estate brokers currently must be at least
20 years old, have at least two years of experience as a licensed real estate salesperson or
three years in real estate generally, meet an experience point system, complete a course
and pass a licensing examination.

Law stated - 18 November 2024

Contract of sale

20 | What are typical provisions in a contract of sale?

Real estate sale contracts typically include:
« a clear description of the property being sold;
 purchase price and purchase price adjustments;
« prorations, if any, and deposits to be made;

* representations and warranties of both parties;

title matters benefiting or burdening the property;

operating covenants of the seller;

due diligence periods, if applicable;

rights of title and survey review and objection;

.

closing deliveries, including deeds and other conveyance documents;

.

closing cost allocations;

risk allocations in the event of casualty or condemnation; and

.

remedies for defaults.

If a due diligence period is contemplated, the contract will provide for a mechanism for the
buyer to review the recorded exception documents and other related matters located on
title as well as a survey locating such items and to make objections. The buyer may also
have the right to access the property to conduct non-invasive environmental, structural
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and other investigations. Invasive investigations are also typical but are subject to detailed
negotiation.

Typical representations and warranties for real property sales include statements
regarding:

« good standing, authority and consent to buy and sell, respectively;

« good and marketable title to the property;

« pending litigation involving the property;

* bankruptcy;

« options or rights of first refusal;

* material contracts binding the property;

* |eases or licences of property;

« conflicts with other contracts;

» whether seller is a foreign person, trust or corporation;

« that there are no anti-terrorism law violations (or other typical know-your-customer
provisions);

» whether parties are acting under the federal Employee Retirement Income Security
Act;

* insurance policies;
* pending tax proceedings; and

« violations of law (including environmental law).

Survival of representations and warranties as well as anti-sandbagging clauses may also
be included.

Liability for taxes, utilities and other property expenses can be allocated through specific
negotiations but are typically bifurcated based on the parties’ period of ownership. Tax
years vary based on the property’s county (in New York County, the tax year starts on 1
July each year). Sellers typically bear risk of loss until closing occurs both with and without
contract specifications unless the purchaser acquires possession of the property prior to
closing, is otherwise at fault or the loss is unrelated to property damage.

Law stated - 18 November 2024

Environmental clean-up

21 [ Who takes responsibility for a future environmental clean-up? Are clauses regarding
long-term environmental liability and indemnity that survive the term of a contract
common? What are typical general covenants? What remedies do the seller and
buyer have for breach?

If no risk is otherwise apportioned among the parties, buyers will bear hazardous
waste clean-up costs regardless of their responsibility for the waste, although they
may sue responsible parties such as sellers and brokers who fail to disclose
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reasonably discoverable environmental contamination for reimbursement. New York
enforces unambiguous environmental indemnification agreements between private
parties, but a minority of states do not, so parties should be aware of choice of
law provisions. Survival provisions defining or extending the periods of indemnity or
representations are common, but not ubiquitous. Even under long-term survival provisions,
buyers cannot be wilfully ignorant of an environmental concern and receive indemnity,
creating an implied limitation to the period of indemnity.

Sellers often covenant to provide buyers with environmental audits or assessments before
closing, at the seller’s cost. Mortgagors may similarly covenant that all construction
or development permits obtained and anticipated uses comply with environmental law.
Tenants may covenant to comply with environmental matters during their occupation of
the property.

Although not typical, sellers may and do indemnify purchasers for acts occurring prior to
sale, but sellers will typically cap their indemnification exposure to specific events or limited
to specific amounts. Buyers may negotiate clauses allowing recission if an assessment
reveals contamination before closing or deducting clean-up costs from purchase prices.
Indemnification clauses frequently require buyers to enable sellers to meet their obligations
and provide immediate notification of contaminations to the seller as a condition to
indemnification. Buyers may also seek monetary expectation or (if shortly after closing)
recission in court for misrepresentations or the seller’s responsibility for environmental law
violations.

Law stated - 18 November 2024

Lease covenants and representation

22 | What are typical representations made by sellers of property regarding existing
leases? What are typical covenants made by sellers of property concerning leases
between contract date and closing date? Do they cover brokerage agreements and
do they survive after property sale is completed? Are estoppel certificates from
tenants customarily required as a condition to the obligation of the buyer to close
under a contract of sale?

Property sellers with existing leases affecting the subject property typically include a
description of the applicable leases along with a representation that:

» such a list is complete in all material respects;
« correct copies of all such leases have been or will be provided to the purchaser;

* no defaults exist under any lease (except as otherwise disclosed), all leases are in
full force and effect, and all leases are written and not oral;

« the seller has the exclusive right of possession of all portions of the property subject
only to the rights of tenants thereunder;

« the seller has no knowledge of any claims of adverse possession;

+ there are no commissions due or coming due in the future to any broker or other
third party;
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all fixtures attached now and later are landlord’s property; and

existing tenants will continue to comply with:

* the terms of their leases;

+ the landlord’s right to perform existing tenant’s covenants at the tenant’s expense;
« subletting rights;

* rights of first offer;

« assignment and subletting procedures;

« assignment and sublease profit sharing;

« existing defaults;

« closing certifications of rent rolls and financial contracts;

+ brokerage fee allocations (usually paid by the seller, but may be allocated with
respect to future events, such as lease extensions and renewals);

« completed or future improvements as individually negotiated; and

« whether current operating contracts are taken as is or otherwise.

During the contract period prior to closing, the seller generally covenants:

* to operate the property in the ordinary course and in substantially the same manner
as prior to the contract period;

* not to cancel, modify or extend any lease or operating agreement (of a certain
agreed upon value) without the buyer’s consent;

« not to sell or create a lien on any part of the property; and

 not to enter new leases or service contracts without the buyer’s consent.

Pre-closing covenants generally survive closing for an agreed-upon period. As a closing
condition, the seller typically agrees to deliver completed estoppel certificates from tenants
on either a pre-approved form or in a condition acceptable to the buyer.

Law stated - 18 November 2024

Leases and real estate security instruments

23 | Is a lease generally subordinate to a security instrument pursuant to the provisions
of the lease? What are the legal consequences of a lease being superior in priority to
a security instrument upon foreclosure? Do lenders typically require subordination
and non-disturbance agreements from tenants? Are ground (or head) leases treated
differently from other commercial leases?

Leases are customarily made subordinate to all ground leases affecting the property
as well as to all present and future mortgages and assignment of leases and rents
affecting the property. Most leases contain a self-operative subordination clause as well
as a tenant obligation to deliver any instrument required by the landlord under the lease
or any other applicable lease, or the holder of any mortgage or any of their applicable
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successors-in-interest to evidence such subordination. If a lease is superior in priority to
a security instrument, the lender may not have the right to take possession of the leased
property during a foreclosure, and the tenant in possession cannot be dispossessed by
foreclosure and may continue to possess the premises until lease expiration. Lenders
commonly require subordination and non-disturbance agreements from tenants to ensure
that the security instrument takes priority over the lease in the event of a foreclosure — and
in exchange, a compliant tenant may retain possession of its demised space.

Fee mortgages may be subordinated to ground leases to ensure that in the event of an
uncured default, the leasehold mortgage lender has the right to foreclose on the leasehold
interest, take and readily enforce a leasehold mortgage, preserve the ground lease and its
value, and exercise certain other considerations such as maintaining control of any casualty
and condemnation proceeds. Because ground leases contain long terms and are treated
similarly to fee interests, a ground lease subordination and non-disturbance agreement
typically focuses on the parties’ rights and obligations regarding the ground lease and
any mortgage or other lien against the property by the tenant subordinating its leasehold
interest to the lender’s mortgage.

Law stated - 18 November 2024

Delivery of security deposits

24 | What steps are taken to ensure delivery of tenant security deposits to a buyer? How
common are security deposits under a lease? Do leases customarily have periodic
rent resets or reviews?

Security deposits are a standard practice in New York commercial leasing. Security
deposits typically consist of a cash or letter of credit component, or both. The security
deposit, along with the payment of the first month’s rent, is typically due at or shortly after
lease execution. Landlords may also allow for the posting of a cash security deposit in lieu
of a letter of credit until the letter of credit is delivered and the cash is returned to the tenant.
Security deposit amounts may increase or decrease during the lease term.

In the context of a real estate purchase, the seller will typically deliver to the buyer, as a
part of its due diligence requests, a list of all security deposits being held by the landlord
for existing tenants. The buyer will typically require tenant-executed estoppel certificates
delivered by the seller at or prior to closing, confirming the amount and form of the security
deposits being held, and will require that all security deposits be delivered to the buyer
at or prior to closing. The seller typically delivers cash security deposits to the buyer via
a wire transfer through their underlying bank account or by a credit to the purchase price
shown on the settlement statement issued by the escrow agent charged with holding all
funds and distributing them at closing in accordance with the relevant escrow provisions
of the purchase agreement or stand-alone escrow agreement. Letters of credit are either
reissued as a replacement letter of credit or physically delivered to the buyer at or prior to
closing of purchase. Because of the administrative burden of letter of credit transfers, the
delivery to the buyer may become a post-closing seller obligation.

Most commercial leases contain annual rent escalations based on the prevailing market
escalation rate. Some leases contain periodic rent review or reset clauses to ensure that
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the rent remains consistent with market rates. In some cases, a rent review or reset clause
may require an adjustment to the security deposit, while in other cases the security deposit
will remain unchanged. Another common mechanism is a reduction (burndown) of the cash
security deposit or the letter of credit amount. More common on larger leases, the burndown
provision provides for a reduction in the amount of the security deposit as the remaining
term on the leases is reduced over time, provided that the tenant is not otherwise in default
under the lease.

Law stated - 18 November 2024

Due diligence

25 | What due diligence should be conducted before executing a contract? Is any due
diligence customarily permitted or conducted after contract but before closing?
What is the typical method of title searches and are they customary? How and to
what extent may acquirers protect themselves against bad title? Discuss the priority
among the various interests in the estate. Is it customary to obtain government
confirmation, a zoning report or legal opinion regarding legal use and occupancy?

Due diligence requirements will vary depending upon various factors (including buyer
budgets, availability of information and available time). A buyer will typically make
thorough tours of a property and conduct diligence relating to property-specific documents,
including:

« existing title insurance policies;

* surveys;

« architectural plans;

* leases;

brokerage agreements;

* maintenance contracts;

casualty and liability insurance policies;

existing notices of legal violations;

rent rolls;

tenant-by-tenant operating expenses;

* income and expense and operating statements;

historical leasing information;

historical capital expenditures;

rental arrearage reports;

* budgets;

.

tax appeals;

.

utility bills; and

environmental reports.

Real Estate 2026 | USA - New York Explore on Lexology [



RETURN TO CONTENTS RETURN TO SUMMARY

A buyer may also negotiate access rights to conduct additional physical, non-invasive
studies, tests or inspections of the property after the parties are under contract but before
closing (or pursuant to a separate access agreement), including:

» zoning and land use investigations;
* non-invasive soil, groundwater and vapor inspections; and

* non-invasive engineering and geotechnical inspections of the land.

Invasive testing may be negotiated if the non-invasive reports indicate a need for further
information. Sellers are typically reluctant to permit invasive testing.

A lender in connection with the financing of an acquisition may, in addition to the above, also
consider reviewing the borrower’s or any guarantor’s financial statements, organisational
documents, good standing certificates regarding the borrower and, if applicable, each
guarantor as well as appraisals of the real property. Lenders may also order their own
environmental or engineering reports, or both, regarding a property.

A common title search is a 40-year search regarding previously recorded deeds, liens,
judgments, encumbrances and other claims of ownership, and is a common tool for buyers
to discover and attempt to cure title defects. Moreover, buyers may obtain title insurance to
protect themselves against any title defects. Buyers may at times be able to negotiate for an
indemnity to survive for a period of time after closing or for the seller to provide an escrow
holdback of a portion of the purchase price in connection with title defects or breached
seller representations. Priority amongst parties is subject to a race-notice statute, meaning
that the first to record a title instrument without notice of competing claims will maintain
priority over other, potentially prior, interests. Additionally, the buyer may be asked to have
a zoning report or opinion prepared to address such permitted use as well as documents
from the relevant local jurisdiction confirming such use. See section 291 of the New York
Real Property Law.

Law stated - 18 November 2024

Structural and environmental reviews

26 |Is it customary to arrange an engineering or environmental review? What are the
typical requirements of such reviews? Is it customary to get representations or an
indemnity? Is environmental insurance available?

It is customary to arrange for both an engineering review and an environmental review,
often performed by separate service providers. A Phase | Environmental Site Assessment
is conducted by an environmental inspector to discern whether any hazardous substances
were reported or located on the site. A Phase Il Environmental Site Assessment may
be necessary if it is determined that further investigation is required involving potential
environmental issues. Additionally, an engineering report may be conducted to address
any structural deficiencies, including roofs, utilities, drainage and mechanical systems. A
buyer could ask the seller to provide certain representations or an indemnity regarding
compliance with environmental or site-specific issues, or may request that an escrow
or purchase price holdback be established to mitigate cost risks with respect to any
discovered violations or deficiencies. However, most sellers will reject such requests (or
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agree to make only very limited statements) and instead insist that the buyer conduct
its own due diligence to gain comfort regarding potential risks. Notably, environmental
insurance may be available.

Law stated - 18 November 2024

Review of leases

27 | Do lawyers usually review leases or are they reviewed on the business side? What
are the lease issues you point out to your clients?

Whether lawyers review leases and management agreements is determined on a
transaction-by-transaction basis and generally governed by the purchaser’s budget. It is
common for lawyers to review leases. It is less common for lawyers to review management
agreements because they are typically terminated at acquisition closing. Management
agreements are typically required to be subordinate to financing security instruments.

Depending on cost, lawyers may be asked only to review the material leases in connection
with the transaction, which may be identified or otherwise determined based on factors
such as rent amount, square footage or location. Typically, lease reviews will focus on:

« economic terms;
« initial alteration work to be performed by the landlord;

 a tenant improvement allowance and related construction items if the tenant is
performing the initial buildout;

« ongoing services and covenants of the landlord;

operating expenses, utilities and taxes;

extension and renewal options;

expansion options;

purchase options;

« rights of first offer and refusal;
 guaranties;

 security deposits;

» holdover penalties;

* insurance requirements;

« casualty and condemnation;

« assignment and subletting restrictions;
* available remedies; and

* mortgagee protection provisions.

Law stated - 18 November 2024
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Other agreements

28 | What other agreements does a lawyer customarily review?

The documents reviewed by a lawyer will vary based on the type of transaction. However,
in connection with the purchase and sale of commercial real estate, lawyers will typically
review brokerage agreements, letters of intent, purchase and sale agreements, title and
survey documents, loan documents, operating agreements, material third-party service
contracts and other material agreements affecting the property, including, if applicable,
condominium documents and reciprocal easement agreements.

Law stated - 18 November 2024

Closing preparations

29 | How does a lawyer customarily prepare for a closing of an acquisition, leasing or
financing?

To prepare for a closing of an acquisition, leasing or financing, lawyers for each party to
the transaction will work to ensure that:

the operative documents are finalised, executed and fully compiled;
« all signature pages are in the possession of the receiving party or the escrow agent;

« all necessary funds have been received (either directly by the landlord in the case
of a lease or by the escrow agent in the case of an acquisition or financing); and

« all other required documentation, which will vary based on the type of transaction
(but may include organisational documents, authorisations and consents, opinions,
third-party reports, title insurance policies, assignments and guaranties, among
others) have been finalised and delivered prior to or at the time of closing.

To verify authorisation to close a transaction, a lender in the case of a financing or the
escrow agent in the case of an acquisition may require the representatives from each party
who are duly authorised to enter into the transaction (or their attorney as agent) to confirm
in writing that the documents are in final form, the closing funds may be distributed and the
transaction may be consummated. Prorations to the final settlement statement including
adjustments for prepaid taxes, third-party fees, commissions and offsets, among others,
are prepared at closing and reviewed and signed off on by the applicable parties. The
timing between the signing of the contract and closing will vary based on each transaction
(ranging from a sign-and-close, in which the signing and closing occur simultaneously, to
long executory periods necessary to account for the completion of all conditions precedent
to closing). Though the parties may agree to endeavour to close the transaction on a date
certain, if this date becomes mutually unrealistic for various reasons, amendments or other
modifications will be made to the operative agreement to account for any such delays.

Law stated - 18 November 2024
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Closing formalities

30 |Is the closing of the transfer, leasing or financing done in person with all parties
present? Is it necessary for any agency or representative of the government or
specially licensed agent to be in attendance to approve or verify and confirm the
transaction?

The closing of the transfer is typically conducted via escrow by an independent third-party
escrow agent who will hold and distribute all funds and fully compiled execution documents
at closing, at the parties’ direction. The parties will typically deliver all required counterpart
signatures to the escrow agent along with a detailed escrow instructions letter via
courier prior to closing. Copies of signature pages are typically acceptable other than
for documents that require notarisation or those that are being recorded in the public
records. Any document that will be recorded in the public records that is not being filed
electronically must typically be an original wet ink signature pursuant to the guidelines of
the applicable county recording office. Closings may also be consummated in-person, but
this practice became increasingly less common prior to the covid-19 pandemic and is even
more uncommon in its aftermath. If the closing is done in person, a representative from
each party should be in attendance. If any local, state or federal government agency is a
party to or otherwise has an interest in the transaction, there may be additional closing
requirements, but this will occur on a case-by-case and agency-by-agency basis.

Law stated - 18 November 2024

Contract breach

31 | What are the remedies for breach of a contract to sell or finance real estate?

Both parties are entitled to obtain remedies when the other party breaches the contract.
If a seller is unable to sell the property in good faith, a buyer is limited to recovering its
payment and reasonable expenses associated with attorney’s fees, title searches and other
out-of-pocket costs and damages. Alternatively, if the seller wilfully breaches the contract,
a buyer may be entitled to recover their benefit from the bargain, which is calculated at the
difference between the market value of the property and the contract price, in addition to
other damages.

A buyer may also obtain specific performance of the seller’s contractual obligation. To obtain
specific performance, it should be expressly and clearly agreed upon by the parties in
their contract. Notably, however, specific performance is an equitable remedy and will be
considered on a case-by-case basis. If the buyer does not proceed with purchasing the
property, a seller may claim damages, but contracts will typically limit the seller’'s remedy
to retaining the buyer’s earnest money deposit as liquidated damages. In most cases, the
parties’ contract negotiations will result in the expansion or narrowing of remedies on a
case-by-case basis.

Law stated - 18 November 2024
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Breach of lease terms

32 | What remedies are available to tenants and landlords for breach of the terms of
the lease? Is there a customary procedure to evict a defaulting tenant and can a
tenant claim damages from a landlord? Do general contract or special real estate
rules apply? Are the remedies available to landlords different for commercial and
residential leases?

Termination, acceleration of rent, eviction and ejectment are typical remedies for a breach
of a lease. The landlord also has the option to draw down a security deposit. Lease
remedies are generally specified in the lease agreement itself. Tenants can only claim
damages if the landlord has breached the terms of the lease. Often, leases provide for
limitation of tenants’ remedies to claim damages against a landlord. In New York, a landlord
can file for eviction in landlord—tenant court in accordance with the rules and procedures
of such a court or can file an ejectment action in state court under the theory of general
contract law. If there is an individual or corporate parent guarantor who guaranties the
underlying lease obligations, the landlord can file a breach of contract claim against such
guarantor in State court as well. In certain jurisdictions, including New York, the landlord has
the duty to mitigate tenant damages by using commercially reasonable efforts to ready the
premises for occupancy and show the space to prospective tenants. Self-help is a remedy
that is available to landlords in some jurisdictions, although this has largely fallen out of
favour.

Remedies available for residential leases are much more extensive and favourable to
tenants. In residential leases, the remedies available to landlords are generally limited by
state laws and may include eviction, recovery of unpaid rent and the ability to make repairs
and charge the tenant for those repairs if the tenant breaches the lease agreement.

See sections 227-e and 701 of the New York Real Property Law.

Law stated - 18 November 2024

FINANCING

Secured lending

33 | Discuss the types of real estate security instruments available to lenders in your
jurisdiction. Who are the typical providers of real estate financing in your country?
Are there any restrictions on who may provide financing?

New York utilises both a deed of trust and a mortgage form. However, a mortgage is
the most common security instrument used to create a lien on real property to secure
indebtedness. Deeds of trust are rarely used in New York. Mortgages grant liens on real
estate and New York operates under a lien theory of mortgage, which grants the lender a
lien, while the borrower retains legal and equitable title. Enforcement is through New York
statutory law (foreclosure) for both types of security instruments.

Lenders in New York are of varied types and natures. There is no restriction on who can be a
lender, but lenders are typically required to be licensed. The most typical types of loans are
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acquisition loans, construction loans, bridge loans and permanent loans. Acquisition loans
are used to finance the acquisition of unimproved or improved real property. Construction
loans are utilised to develop or significantly renovate real property and have short-term
maturities. Bridge loans are short-term loans used in connection with an acquisition or
to pay off construction loans when a permanent loan cannot be obtained immediately.
Permanent loans are longer-term loans that are obtained for stabilised properties.

See section 254 of the New York Real Property Law and section 340 of the New York
Banking Law.

Law stated - 18 November 2024

Leasehold financing

34 |Is financing available for ground (or head) leases in your jurisdiction? How does the
financing differ from financing for land ownership transactions?

Financing is available for ground leases in New York. To qualify for leasehold financing,
the lease will typically have a remaining term of at least 35 years. For a ground lease
to be financeable, it should contain a standard set of leasehold mortgagee protective
provisions (eg, notification to lender of tenant defaults and other events, lender rights to
cure tenant defaults, control of casualty insurance and condemnation proceeds, lender’s
right to a new lease with the landlord upon tenant default). Lenders will also require an
estoppel certificate from the landlord (confirming, among other things, the lease document,
the lease’s economic terms and the absence of defaults), and potentially a subordination,
non-disturbance and attornment agreement. Lenders typically should verify that either the
ground lease or a memorandum thereof (ie, a short summary of the certain lease terms)
has been recorded in the land records of the county where the property is located, providing
notice to third parties of the ground lease. Lenders may also require that any mortgages
on the landlord’s interest in a ground leased property are subordinated to the ground lease
itself.

Law stated - 18 November 2024

Form of security

35 | What is the method of creating and perfecting a security interest in real estate?

A security interest in real estate is created and perfected by recording a mortgage or
deed of trust against that real estate in the office of the clerk of the county in which such
real estate is located. Additionally, liens against certain personal property that has been
incorporated into the real estate itself may be created. Such personal property is referred to
as a fixture’. Such a lien on fixtures will be created using a security agreement, describing
the fixtures and recording a notice (a fixture filing) in the office of the clerk of the county
in which such real estate is located. Lenders will often incorporate the security agreement
and fixture filing into the mortgage itself.
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See section 291 of the New York Real Property Law, and sections 9-501 and 9-502 of the
New York Uniform Commercial Code.

Law stated - 18 November 2024

Valuation

36 | Are third-party real estate appraisals required by lenders for their underwriting of
loans? Are there government or industry standards for appraisals? Must appraisers
have specific qualifications or required government or industry certifications? Who
is required to order the appraisal?

Nearly all lenders in New York will require the delivery and review of a third-party real estate
appraisal before originating a loan. This requirement will apply regardless of whether the
lender is statutorily required to obtain that appraisal. New York requires appraisers to be
certified by the state for all mortgage loans over US$250,000. There is no requirement
for who is to order the appraisal, but loan officers are heavily restricted in contacting
appraisers.

New York commercial real estate appraisers typically base their appraisals on three
different valuation approaches: the cost approach; the direct sales comparison approach;
and the income capitalisation approach. To calculate a value, appraisers utilise factors such
as:

 the land value;

the replacement (or reproduction) cost of the improvements;

the accrued depreciation;

the value by the sales of comparable properties and rentals;

« expenses, interest rates, capitalisation rates and vacancy rates;

existing land use regulations;

neighbourhood trends;

physical adaptability of the property; and

probable supply and demand as evidenced by current market conditions.

Most appraisers acceptable to lenders will hold an MAI membership designation.

See section 590-B of the New York Banking Law and Title 3, section 80.7 of the New York
Codes, Rules and Regulations.

Law stated - 18 November 2024

Legal requirements

37 | What would be the ramifications of a lender from another jurisdiction making a loan
secured by collateral in your jurisdiction? What is the form of lien documents in your

jurisdiction? What other issues would you note for your clients?
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Foreign banking corporations that do not maintain offices in New York can issue loans in
New York that are secured by mortgages or deeds of trust on New York real property without
any specific permissions, approvals or licences. New York has a mortgage recording tax for
the registration and recording of real property liens with the tax payable at the state level,
as well as a separate tax payable in certain counties.

Mere assignment of a mortgage by a lender does not trigger additional taxes. A foreign
lending entity may also wish to qualify to do business in New York to avoid a borrower’s
claim that the lender’s failure to qualify to do business in New York prevents that lender
from commencing foreclosure action in New York.

See section 200 of the New York Banking Law and section 1401(e) of the New York Tax
Law.

Law stated - 18 November 2024

Loan interest rates

38 | How are interest rates on commercial and high-value property loans commonly set?
What rate of interest is legally impermissible in your jurisdiction and what are the
consequences if a loan exceeds the legally permissible rate?

If the interest rate for a commercial or high-value property loan is fixed for the loan term,
the lender will commonly utilise US Treasury (swap) rates as a benchmark in addition to
a spread (expressed in basis points) on top of the benchmark to create the all-in interest
rate. If the interest rate for a loan will float during the loan term, the lender will commonly
utilise the one-month secured overnight financing rate.

New York’s general usury ceiling is 16 per cent per year. The criminal usury rate in New
York is a rate in excess of 25 per cent per year. The usury limitations vary based on type of
property and transaction. The exceptions to the general usury laws include, among other
things:

« loans of US$250,000 or more, except when secured primarily by a mortgage on a
one- or two-family residence;

* loans to corporate borrowers, except when the corporation was formed to own a
one- or two-family residence;

« federally pre-empted first residential mortgage loans made by a federally regulated
lender; and

* junior mortgage loans made by New York chartered banks, trust companies or
mortgage brokers.

These exceptions do not apply to criminal usury. The criminal usury rate ceiling of 25 per
cent and the criminal penalties for exceeding it do not apply to loans of US$2.5 million or
more. New York’s civil and criminal usury statutes include origination fees, points and other
discounts, and all other amounts paid or payable, directly or indirectly, by any person to or
for the account of the lender in consideration for making the loan or forbearance, except for
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categories of fees and charges set forth in the applicable New York codes and regulations,
which are:

+ sections 5-501(1), 5-501(6)(a) and 5-521 of the New York General Obligations Law;
« sections 14-a(1), 14-a(7), 103(4-a) and 590-a(1) of the New York Banking Law;

« sections 190.40 and 190.42 of the New York Penal Law; and

« Title 3, sections 4.2 and 4.3 of the New York Codes, Rules and Regulations.

Law stated - 18 November 2024

Loan default and enforcement

39 | How are remedies against a debtor in default enforced in your jurisdiction? Is
one action sufficient to realise all types of collateral? What is the time frame for
foreclosure and in what circumstances can a lender bring a foreclosure proceeding?
Are there restrictions on the types of legal actions that may be brought by lenders?

Foreclosures in New York are judicial, which means that the lender must foreclose by
commencing an action in the New York state court system. Foreclosure begins with the
lender filing a summons and complaint with the court (and serving that summons and
complaint on the borrower), and filing notice of a pending claim in the public real estate
records against the underlying property. In the event of a loan default, lenders have the
choice under New York’s election of remedies statute to either:

« enforce the note or guaranty and obtain a money judgment; or

* pursue an action in equity to foreclose on the mortgage.

New York’s one-action rule bars lenders from bringing simultaneous actions to recover on
the same mortgage debt once a foreclosure has commenced (New York Real Property
Actions and Proceedings Law, section 1301). A borrower has the right of redemption,
allowing it to redeem the real property up until the foreclosure sale has occurred (New
York Real Property Actions and Proceedings Law, section 1301(3)).

Law stated - 18 November 2024

Loan deficiency claims

40 | Are lenders entitled to recover a money judgment against the borrower or guarantor
for any deficiency between the outstanding loan balance and the amount recovered
in the foreclosure? Are there time limits on a lender seeking a deficiency judgment?
Are there any limitations on the amount or method of calculation of the deficiency?

Lenders must seek a deficiency judgment within 90 days of consummation of a foreclosure
sale. The lender makes a request for a deficiency judgment at the same time it files a motion
for an order confirming the sale. The deficiency is limited by the property’s fair market value,
which the court determines. The deficiency judgment amount is the borrower’s total debt
less the market value as determined by the court or the sale price of the property, whichever
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is higher. The lender may obtain a deficiency judgment only if the debtor is personally
served the summons or the debtor enters an appearance in the foreclosure action. See
New York Real Property Actions and Proceedings Law, section 1371.

Law stated - 18 November 2024

Protection of collateral

41 | What actions can a lender take to protect its collateral until it has possession of the
property?

Temporary receivership is an option that a lender may take to protect its collateral. Upon
motion of a judgment creditor, the court may appoint a receiver who may be authorised to
administer or collect rents, or improve, lease, repair or sell any real or personal property
in which the judgment debtor has an interest, or to do any other acts designed to satisfy
the judgment. If a receiver has been appointed, a court making an order directing payment
or delivery of property shall direct that payment or delivery to be made to the receiver
rather than to a sheriff. A receiver is an officer of the court and will not solely represent
the interests of the lender. Moreover, a junior lender taking possession of property before
foreclosure may be exposed to liability from senior lienholders. Also, a receiver appointed
by a New York state court does not have the authority to oversee out-of-state assets and
cannot sell the property. See section 5228 of the New York Civil Practice Law and Rules.

Law stated - 18 November 2024

Recourse

42 | May security documents provide for recourse to all of the assets of the borrower?
Is recourse typically limited to the collateral and does that have significance in
a bankruptcy or insolvency filing? Is personal recourse to guarantors limited to
actions such as bankruptcy filing, sale of the mortgaged or hypothecated property
or additional financing encumbering the mortgaged or hypothecated property or
ownership interests in the borrower?

Security documents may provide recourse to all of the borrower’s assets under New York
law. However, commercial borrowers will typically try to limit recourse to the underlying
collateral in the event of a foreclosure action, commonly referred to as a non-recourse
loan. Alternatively, a single-purpose entity borrower will be formed that owns only the loan
collateral. A guarantor’s recourse liability is typically governed by the guaranty agreement.
Personal recourse to a guarantor will typically be limited to certain non-recourse carveouts,
such as fraud, bankruptcy, non-payment of taxes and other bad acts. However, in certain
circumstances, the guarantor may subject themselves to additional recourse such as
environmental liability as well as principal or interest (or both) repayment. For example,
in construction loans, it is common for a guarantor to agree to a completion guaranty with
respect to the property, obligating the guarantor to cause construction to be completed
if the borrower defaults. See section 1371 of the New York Real Property Actions and
Proceedings Law.
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Law stated - 18 November 2024

Cash management and reserves

43 |lIs it typical to require a cash management system and do lenders typically take
reserves? For what purposes are reserves usually required?

A cash management system is standard for commercial loans. Cash management
systems ensure that the lender can obtain and control a property’s rental income in all
circumstances, as opposed to a mere assignment of leases and rents, which a lender would
also receive in any event. Lenders typically take reserves for a variety of purposes, but the
amount and replenishment requirements will depend on a number of factors, including the
size of the loan, the loan-to-value ratio, the credit of the borrower and the quality of the
collateral. Reserves are typically required for payment of interest (where the property is
not cash flowing or in a construction loan scenario), taxes, insurance, capital maintenance
and future tenant improvements.

Law stated - 18 November 2024

Credit enhancements

44 | What other types of credit enhancements are common? What about forms of
guarantee?

Depending on the creditworthiness of a borrower, interest reserves and cash collateral are
typical credit enhancement forms. Lenders may also institute reserves for:

« real estate taxes;

* insurance premiums;

« tenant improvement and leasing commission costs;
« capital expenditure costs; and

« furniture, fixtures and equipment with respect to hotel property loans.

Lenders may also require collateral (eg, mortgage on other properties owned by the
borrower’s organisation or other types of hard collateral) if the borrower’s credit is
questioned. Lenders may require that guarantors covenant to maintain specific net worth
and liquidity amounts in the guaranty agreement.

Completion guaranties are considered customary for construction loans. Payment
guaranties are substantially less common, being used mostly in circumstances where there
is more risk associated with the borrower. Most lenders require guarantors to execute
a non-recourse carveout guaranty for bad acts of the borrower, the guarantor and their
affiliates. Such guaranties have been upheld numerous times. Enforcement of guaranties
and indemnities typically begin with a demand on the guarantor made by the beneficiary.
If the guarantor fails to immediately comply, enforcement would take place by bringing a
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lawsuit in New York state or US federal courts in accordance with the terms of the guaranty
agreement.
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Loan covenants

45 | What covenants are commonly required by the lender in loan documents?

Lenders commonly require borrower covenants regarding:

.

.

legal existence and good standing;

compliance with laws and zoning requirements affecting the property;
continued maintenance and use of the property;

that the borrower will not commit waste;

payment of taxes on the property;

maintaining required insurance policies;

properly managing and maintaining the property;

giving prompt notice of litigation or default;

agreeing to cooperate with the lender in any related judicial proceedings;
performance under the loan agreement;

reporting on financial metrics of the borrower or guarantor, or both;
restrictions on leasing and other agreements;

restrictions on further encumbrances;

restrictions on changing the property’s zoning or other legal characteristics;
compliance with applicable laws and regulations; and

restrictions on altering the property or performing construction.

Different asset classes may require additional covenants on a case-by-case basis (eg, hotel
and resort properties will have several additional covenants around the property’s ongoing
operations and construction loans will have far more detailed criteria for performance of
construction).
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Financial covenants

46 | What are typical financial covenants required by lenders?

Common financial covenants include a cash management system and termination or
replacement of the property manager. Typically, one or both of these covenants may be
triggered by a low debt service coverage ratio, low debt yield or other financial triggers
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(typically agreed to on a case-by-case basis). However, a failure to satisfy these covenants
is not always an immediate event of default in itself. Such covenants can often be cured by
improving the applicable financial metric. Financial reporting requirements are a separate
covenant for which failure to satisfy could result in an event of default or a monetary penalty.
It is unusual to require ongoing appraisals, but the lender typically reserves the right to
request updated appraisals from the borrower periodically in line with market standards or
after an event of default has occurred.
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Secured movable (personal) property

47 | What are the requirements for creation and perfection of a security interest in
movable (personal) property? Is a ‘control’ agreement necessary to perfect a security
interest and, if so, what is required?

The New York Uniform Commercial Code allows the creation and attachment of liens
against personal property generally by a security agreement. An authenticated security
agreement, which clearly states the intent to create a lien on the collateral, will create an
effective security interest in most types of personal property if value has been given and
the agreement reasonably describes the collateral. Perfection generally requires filing a
New York Uniform Commercial Code financing statement with the New York Secretary of
State for most types of personal property, although fixtures require a fixture filing in the
real property records at the county level to be perfected. Additionally, certain other types of
personal property, such as investment property for example, must be perfected by taking
physical control of the collateral.

See sections 9-201, 9-108, 9—-310, 9-502 and 9-314 of the New York Uniform Commercial
Code.
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Single purpose entity (SPE)

48 | Do lenders require that each borrower be an SPE? What are the requirements to
create and maintain an SPE? Is there a concept of an independent director of SPEs
and, if so, what is the purpose? If the independent director is in place to prevent a
bankruptcy or insolvency filing, has the concept been upheld?

It is typical for lenders in New York to require the borrower entity to be a single purpose
entity (SPE). SPEs are typically created by forming an entity (most often a limited liability
company) in Delaware. SPE covenants are typically found both in the loan documents and
the borrower’s operating agreement, and the lawyer will work to ensure that the covenants
are consistent in both documents. Independent directors are also commonly required for
New York commercial real estate loans because they ensure that any bankruptcy-related
decisions require the vote of an independent party and could prevent an insolvent parent
company from forcing an otherwise solvent SPE into bankruptcy proceedings. Such use
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of independent directors to ensure bankruptcy remoteness is widely used and was upheld
by the Southern District of New York in In re: General Growth Properties.
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UPDATE AND TRENDS

International and national regulation

49 | Are there any emerging trends, international regulatory schemes, national
government or regulatory changes, or other hot topics in real estate regulation in
your jurisdiction?

« Corporate Transparency Act (CTA) adoption and enforcement

* C-PACE financing continuing adoption

* NYC zoning overhaul

« Housing shortage and affordability challenges
« Hybrid work and office Space reconfiguration

Corporate Transparency Act (CTA) adoption and enforcement

Enhanced ownership reporting obligations mandated by the federal Corporate
Transparency Act (CTA) went into effect on 1 January 2024 for newly formed entities, and
go into effect on 1 January 2025 for entities in existence as of 1 January 2024. The CTA
obligates many domestic and international entities to submit a report to the US Department
of the Treasury’s Financial Crimes Enforcement Network (FinCEN), detailing ultimate
individual beneficial owners who possess significant ownership stakes, or who have or
exercise considerable control. The report must also include identification information for up
to two individuals who helped establish the entity. As of late 2024, the implementation of the
CTA has become a significant consideration for real estate entities, especially in New York
City. Many LLCs and other corporate structures have begun adjusting to the new reporting
requirements that disclose beneficial ownership to FInCEN. New York’s LLC Transparency
Act, passed in 2024, requires additional public disclosure beginning on 1 January 2026,
going further than federal regulations. This has already influenced the structuring of real
estate deals, particularly those involving foreign or institutional investors. In 2025, the full
impact will continue to unfold, particularly as penalties for noncompliance are enforced.

C-PACE financing continuing adoption

Commercial Property Assessed Clean Energy (C-PACE) financing programmes incentivise
private capital providers to invest in energy efficiency and resiliency upgrades to
commercial and multifamily properties and, in light of the recent commercial real estate
market downturn and rising interest rate environment, continue to grow in popularity.
New York state has enacted legislation (General Municipal Law, article 5-L) authorising
municipal corporations to create a sustainable energy loan programme to provide C-PACE
financing to property owners, and New York City has authorised a similar C-PACE
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programme as part of the Climate Mobilization Act (Local Law 26 of 2019). C-PACE
financing covers 100 per cent of the cost of ‘green’ improvements such as carbon neutral
energy systems (solar, geothermal and heat pumps) and energy-efficient lighting and
heating systems, and also HVAC (heating, ventilation and air conditioning) improvements,
external membrane (curtainwall, windows, doors and glazing), elevators, roof work and
storm resiliency improvements. C-PACE can be used to finance ongoing construction
and/or renovations or retroactively finance completed improvements, usually with a
three-year lookback period. C-PACE financing bridges demand between borrowers and
the capital markets for cost-effective ‘green’ financing. The adoption of C-PACE financing
has continued to rise in New York City through 2024, particularly as more building
owners aim to comply with the city’s climate goals. New regulations tied to the Climate
Mobilization Act and Local Law 97 have increased demand for financing options that
support energy-efficient upgrades. In 2025, the use of C-PACE financing is expected to
grow further as more municipalities in New York expand their programmes and property
owners seek retroactive financing for completed improvements.

NYC zoning overhaul

New York City’'s Mayor Eric Adams seeks a number of significant changes to New York
City’s zoning laws as part of his proposed ‘City of Yes for Housing Opportunity’ initiative,
with aims of creating an additional 100,000 homes for residents of New York City. The plan
would allow for the creation of homes instead of parking spots, create additional affordable
and supportive homes, eliminate exclusionary zoning practices and enable conversions of
certain empty office properties to residential use. In 2024, New York City made significant
strides toward enacting these zoning reforms. As of late 2024, the changes are in their
final stages of public review. If fully implemented by the City Planning Commission and City
Council in 2025, these reforms will allow more affordable housing developments, ease the
conversion of office buildings to residential use, and modify outdated requirements such
as mandatory parking minimums. While the full effects will take time and the actual reform
terms are not finalised at the time of writing, the groundwork for substantial changes to
NYC'’s housing landscape is being laid.

Housing shortage and affordability challenges

Despite Mayor Adams’ zoning reform efforts summarised in subsection Il above, housing
prices remain high, and the supply of affordable units continues to lag behind demand. The
zoning reforms will play a crucial role in 2025 if they are finalised and passed, potentially
opening up more opportunities for housing development, though immediate impacts are
likely to take time. It also remains to be seen whether the recent scandals and criminal
allegations against Mayor Adams will serve to derail his administration’s initiatives.

Hybrid work and office space reconfiguration

The covid-19 pandemic changed the commercial real estate industry in certain ways
that endure, four years on. Throughout 2024, hybrid work models have solidified their
permanence, leaving a lasting impact on New York City’s office market. Vacancy rates
remain high in certain submarkets as companies downsize or move to smaller, more
flexible office spaces. A trend that gained some momentum in 2024 was the conversion
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of underutilised office buildings into residential or mixed-use properties, especially in
Manhattan. Although this is a time- and labour-intensive process, with plenty of red tape to
navigate, the transition has already begun, with several projects either underway or in the
planning phases.

The authors would like to thank Jared Goldstein, Griffin Hamilton, Nick Harrelson, Jocelyn
Kirsch, Jake Schanne and Joshua Seiler for their contributions to the preparation of this
chapter.

* The information in this chapter was accurate as at November 2024.
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