Legal Framework for Foreign Investors in Real Estate in Germany

The legal framework for foreign investors looking to invest in real estate in Germany is
relatively investor-friendly. Germany does not impose significant restrictions on foreign
capital in the real estate sector. However, there are several legal and tax considerations
that should be taken into account:

1. General Legal Framework
« No Restrictions for Foreign Investors:

o Foreigners, including non-EU citizens, can purchase real estate in Germany
without any restrictions. There are no specific permits or limitations for
foreign investors, whether for residential or commercial properties.

o Land Registry Law:

o The acquisition of real estate must be registered in the land registry
(Grundbuch). The buyer is only recognized as the lawful owner once the
registration is completed.

o Property Ownership Protection:

o German law provides strong protection for property owners. Expropriation
is only possible in exceptional cases, such as in the public interest, and
only with adequate compensation.

2. Tax Considerations
« Real Estate Transfer Tax (Grunderwerbsteuer):

o Real estate purchases are subject to real estate transfer tax, which ranges
from 3.5% to 6.5% of the purchase price, depending on the federal state.

o Inthe case of share deals (see above), transfer tax can be avoided or
reduced if less than 90% of the shares in a real estate-owning company are

acquired.
« Income Tax/Profit Tax:

o Income generated from renting or selling the property is taxable. For
individuals, income tax rates in Germany go up to 45%.



o For corporations such as GmbHs, corporate tax is 15%, plus a solidarity
surcharge and trade tax.

o Capital Gains Tax on Sale:

o Profits from selling real estate may be taxable, especially if the sale occurs
within ten years of the purchase. After this period, individuals can achieve
tax-free capital gains.

o Double Taxation Agreements (DTA):

o Germany has agreements with many countries to avoid double taxation on
income. Investors should check how their home country taxes income
generated in Germany.

3. Permits and Reporting Obligations
o Foreign Trade and Payments Act (AWV):

o Investments by foreign investors in real estate are generally unrestricted.
However, investments in properties near critical infrastructure (e.g.,
military installations) may be reviewed.

o Acquisitions by non-EU investors in sensitive areas could theoretically be
blocked, though this is rare in practice.

o Anti-Money Laundering Law (GwG):

o Real estate purchases are subject to strict anti-money laundering checks.
Notaries, banks, and real estate agents are required to verify the identity of
buyers and report suspicious transactions.

4. Financing Options
« Financing Through German Banks:

o Foreigninvestors can obtain loans from German banks. This typically
requires sufficient creditworthiness and often the registration of a
mortgage on the property.



o Equity Requirements:

o German banks usually require foreign investors to contribute a certain
amount of equity, typically 20-30%.

5. Types of Real Estate and Market Segments
« Residential Real Estate:

o Purchasing residential real estate for rental purposes is common in
Germany. However, markets in metropolitan areas such as Berlin, Munich,
or Frankfurt are heavily regulated, particularly regarding rent controls.

« Commercial Real Estate:

o Commercial real estate is a popular segment for foreign investors because
it often offers higher returns and is less regulated.

6. Practical Tips for Foreign Investors
o Consultation with Experts:

o Itis advisable to engage specialized lawyers, tax consultants, and real
estate agents experienced with international investors.

« Legal Structures for Real Estate Acquisition:

o Many foreign investors establish a German company (e.g., GmbH) to
benefit from tax advantages and limit liability.

o Market Analysis:

o Athorough analysis of the real estate market and the specific location is
essential, as the German market can vary significantly by region.

Summary

Germany is an attractive market for foreign real estate investors because there are no
general investment bans and the legal framework is transparent and reliable. At the
same time, foreign investors should familiarize themselves with local tax and regulatory
requirements and, if necessary, seek legal and tax advice.



