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GENERAL
Legal system
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 - 15 September 2020

Land records
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, the 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 also maintained by the
National Land Survey of Finland . Prior registration has priority in 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 - 15 September 2020

Registration and recording
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 case of a direct real estate
transfer, the transfer tax is 4 per cent of the transfer price. The fees payable to the National Land Survey for the
registration of title and other rights are nominal. It is the buyer's responsibility to pay the taxes and fees (unless
otherwise agreed between the parties). 4 per cent transfer tax is typically avoided by selling the shares in a holding
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company owning the real estate rather than directly selling the real estate in which case the applicable transfer tax is
only 2 per cent of the transfer price.

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 transferrable 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 - 15 September 2020

Foreign owners and tenants
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 made up about 30 per cent of the total Finnish real estate investment
market at the end of 2021. Finnish law is generally rather liberal in terms of foreign investment and allows both direct
investment in property and into domestic companies holding Finnish real estate with 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 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 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 after 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 MEAE 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.

Finally, foreign persons are restricted from buying real estate located on the Åland Islands (an autonomous region of
Finland), unless specifically allowed by the government of those islands.

Law stated - 15 September 2020

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

No.

Law stated - 15 September 2020
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Legal liability
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?

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 is, 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.

 

Factors to be considered when assessing whether a party is  comparable  are:

the control of the person(s) concerned over the party or the activity;
the person or persons’ financial relationship with the party carrying out the activity; and
the profit sought from the activity by the person or persons.

 

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, 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 has consented to the contamination.

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.

Law stated - 15 September 2020

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

Under the Environmental Damage Insurance Act ( 81/1998, as amended ), environmental damage insurance must be
obtained by private corporations whose operations involve a material risk of environmental damage or cause harm to
the environment in general.

It is also advisable for the buyer to carry out environmental due diligence before the purchase and to make sure that the
sale contract includes adequate environmental warranties and possible specific indemnities by the seller.
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However, the seller often strives to qualify any warranties.

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

Law stated - 15 September 2020

Choice of law
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 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 case of an indirect transfer of ownership of real estate (ie, through the
sale of shares in a real estate owning company) 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 - 15 September 2020

Jurisdiction
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 the party does not need to be qualified to do business in Finland to enforce remedies
(the authorisation typically derives straight from the agreement).

Law stated - 15 September 2020

Commercial versus residential property
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. Where property is owned indirectly by shareholding in an mutual real estate company or a mutual housing
company provisions of the Housing Companies Act and/or the Companies Act mandate certain rights and liabilities as
applicable.

 

Tenancy
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The Act on Residential Leases is applicable to residential lease, and the Act on Commercial Leases to lease 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 case the termination of residential lease that is in force until further
notice are (i) Landlord: six months if the lease has been in force continuously at least for one year and three months if
under a year (ii) Tenant: one month, and in case of commercia lease (a) Landlord: three months unless otherwise
agreed (b) 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 case 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.

Law stated - 15 September 2020

Planning and land use
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 - 15 September 2020

Government appropriation of real estate 
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 right 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
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estate.

Law stated - 15 September 2020

Forfeiture
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?

Expropriation is allowed when required in the public interest, subject to certain exceptions. 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. Permission for expropriation of land is granted by the government in its
plenary session or in some cases, the National Land Survey of Finland.

If the land is expropriated, the owner of the land has a right to full compensation for economic losses due to the
expropriation. Determination of the purchase price for the expropriated property is based on fair market value.

Law stated - 15 September 2020

Bankruptcy and insolvency
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 a reasonable possibility 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
deregistered 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.

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
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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. In certain special circumstances, bankruptcy
proceedings can be converted into liquidation proceedings under the Companies Act, 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 filing an application with the competent court. However,
standard company reorganisation proceedings may not be commenced if, inter alia , 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. As of 1 July 2022, it is 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 is not prevented if there are reasonable grounds to assume that the main target of the application is to
prevent enforcement or foreclosure of a creditor or other breach of a creditor’s right.

The initiation of standard company reorganisation proceedings is possible without hearing other creditors when at
least two creditors whose total claims represent at least one-fifth of the debtor’s known debts and who are not closely
related to the debtor file a joint application with the debtor or declare that they support the debtor’s application for
company reorganisation.

If the court approves the application and decides to commence the reorganisation proceedings, it will simultaneously
appoint an administrator. The board of directors and the managing director continue to act on behalf of the company
during the reorganisation proceedings. 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. As of 1 July 2022 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 by law.

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
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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 (for example, 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 if (1) the asset that is subject to a
security is clearly not necessary for the reorganisation procedure to succeed or (2) the debtor has failed to pay interest
on the secured debt, failed to compensate any depreciation of the respective security asset due to its use during the
moratorium or failed to maintain proper insurance on the security asset in question.

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 - 15 September 2020

INVESTMENT VEHICLES
Investment entities
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
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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 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 thirty unitholders.

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, transfer tax
can be avoided. However, if either of 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, transfer tax at a rate is 2 per
cent of the relevant purchase price must be paid.

Law stated - 15 September 2020
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Foreign investors
What forms of entity do foreign investors customarily use in your jurisdiction?

This depends on the transaction and the investor.

Law stated - 15 September 2020

Organisational formalities
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 license from the Finnish Financial Supervisory Authority
(FFSA). Obtaining such license 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 - 15 September 2020

ACQUISITIONS AND LEASES
Ownership and occupancy
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
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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.

New Finnish legislation was introduced 2018, according to which 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 a separate real estate unit. The first three-dimensional real estate was registered in the city of Espoo in January
2020. In 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 - 15 September 2020

Pre-contract 
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
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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 other party than the bidder having exclusivity.

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. 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 workstream 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 - 15 September 2020

Contract of sale
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.
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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
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 - 15 September 2020

Environmental clean-up
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
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environmental due diligence of the property, and agree on division of liability for specific findings therein.

Law stated - 15 September 2020

Lease covenants and representation
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 vs. 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 - 15 September 2020

Leases and real estate security instruments
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 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 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.

Law stated - 15 September 2020

Delivery of security deposits
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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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 - 15 September 2020

Due diligence
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 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 - 15 September 2020

Structural and environmental reviews
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
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requires site visits and documentation on the real estate and is often not exhaustive (for example 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 - 15 September 2020

Review of leases
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, but a ‘Big Four’ company may review the leases and then the
lawyers may carry out a top-up review based on the company’s review.

Typical issues are:

lease 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;
transferability of the lease;
right of first refusal or first offer;
extension option;
break option; and
responsibilities at the end of the lease term.

 

Payments under asset management agreements are typically allowed if no default has occurred under the finance
documents.

Law stated - 15 September 2020

Other agreements
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 - 15 September 2020
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Closing preparations
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 transfer tax 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;
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 finance- financing side  include:

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;
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.
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Law stated - 15 September 2020

Closing formalities
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 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 - 15 September 2020

Contract breach
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 - 15 September 2020

Breach of lease terms
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 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.

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 case 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
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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 - 15 September 2020

FINANCING
Secured lending
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 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, and the transfer tax payable in such a share sale is only 2 per cent (compared to 4 per cent in a
direct sale).

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 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 affects the terms of and availability of financing.

Law stated - 15 September 2020
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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?

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.

Further, only such land leaseholds which are (1) in force for a fixed term, (2) transferrable without the landowner’s
consent (3) and 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 - 15 September 2020

Form of security 
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.

Law stated - 15 September 2020

Valuation
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 - 15 September 2020

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?
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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 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.

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

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

Perfection of a pledge of shares is carried out by notifying the company of the shares of which are being pledged of
the pledge 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.  

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

A pledge of insurance receivables is 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 - 15 September 2020

Loan interest rates
How are interest rates on commercial and high-value property loans commonly set (with 
reference to common benchmark interest rates (eg, SOFR, Ameribor),  central bank rates, etc)? 
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-month or 12- months
EURIBOR. 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 - 15 September 2020
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Loan default and enforcement
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 intercompany 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 - 15 September 2020

Loan deficiency claims
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 lenderor security agent will have to obtain
a judgment in order to seek attachment of other assets of 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 - 15 September 2020
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Protection of collateral
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 - 15 September 2020

Recourse
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 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 - 15 September 2020

Cash management and reserves
Is 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 (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 - 15 September 2020

Credit enhancements
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 - 15 September 2020

Loan covenants 
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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 - 15 September 2020

Financial covenants
What are typical financial covenants required by lenders?

Loan to value and interest coverage ratio, and financial reporting (including updated valuations of properties).

Law stated - 15 September 2020

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?

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. 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 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 - 15 September 2020

Single purpose entity (SPE)
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 - 15 September 2020
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UPDATE AND TRENDS
International and national regulation
Are there any emerging trends, international regulatory schemes, national government or 
regulatory changes, or other hot topics in real estate regulation in your jurisdiction? (eg, transition 
to a new alternative benchmark rate upon cessation of LIBOR as benchmark rate?)

Reforms concerning real estate taxation have been proposed and the relevant government bill is contemplated to be
introduced by the end of 2021 or early 2022 at the latest. On 2 September 2022 the Finnish government stated that due
to increased living costs caused by the energy crisis, the new real estate taxation proposal will not be issued during the
current government term (2019-2023). Real estate taxation reform may be revisited in the future, if the political climate
regarding living costs stabilises. A new real estate taxation system is currently set to be applied for the first time in
2023.

Moreover, the Finnish Government’s recent budget proposal aims to tax profits arising from Finnish real estate
investments by foreign investors. The intention here is, inter alia, to enable Finland (to the extent possible) to tax capital
gains arising from the sales of shares in companies that indirectly own Finnish real estate. Said amendments are
proposed to be applied for the first time in 2023 (at the very earliest).

As of the beginning of 2019, Finnish housing companies and MRECs to which the Finnish Housing Companies Act
(1599/2009, as amended) is applied, including the list of shares of such companies, must be transferred to Residential
and Commercial Property Information System maintained by the National Land Survey of Finland by the end of 2023.
The Residential and Commercial Property Information System was formed in 2019 by the Act on the Residential and
Commercial Property Information System  (1328/2018, as amended).

Law stated - 15 September 2020
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Jurisdictions
Bulgaria Gugushev & Partners Law Office

Dominican Republic Guzmán Ariza

Finland Waselius & Wist

Germany McDermott Will & Emery

India AZB & Partners

Ireland Mason Hayes & Curran LLP

Italy Gianni & Origoni

Japan Nagashima Ohno & Tsunematsu

Malaysia SKRINE

Malta WH Partners

Mexico M Shehoah S.C

Myanmar Mori Hamada & Matsumoto

Portugal PLMJ

Spain Monereo Meyer Abogados

Thailand Nagashima Ohno & Tsunematsu (Thailand)

Ukraine GOLAW

United Arab Emirates Afridi & Angell

United Kingdom - England & Wales Fried Frank Harris Shriver & Jacobson LLP

Vietnam LNT & Partners
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