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1. Am | Entitled to purchase

Not every foreigner can purchase a house in China. According to relevant rules, only those who are
entitled to work or learn/study in China for more than one (1) year are allowed to buy self-using
houses based on their actual needs. In practice, it is interpreted that such foreigners can only buy one
(1) house/apartment.

However, such rules are not strictly implemented except in first-tiered cities like Shanghai, Beijin, and
in other cities such as Chongqging, Hangzhou and Ningbo, foreigners are allowed to buy more than one
(1) house so long as they are able to obtain the OK from the local national security bureau (only a
procedural matter).

2. General procedures for purchasing a house
Generally, the following steps will follow:

(1M The buyer will enter into a preliminary agreement (the “Agreement”) with the seller and
probably the realtor after a satisfactory inspection of a target property,, setting forth the main clauses
to be included in the later formal sale and purchase contract for the house (“Contract”). Parties may
directly enter into the Contract in some cases.

(2) Upon execution of the Agreement, buyers are often required to pay a sum of earnest
money to show sincerity for the deal. Here, watch out. Do not pay such earnest money before you and
seller have agreed on all major terms relating to the deal. Otherwise, under Chinese law, if you
withdraw from the deal, you will forfeit that money. Equally, if the seller breaches, he shall return two
times the earnest money to the buyer.

(3) After that, the parties shall conclude the Contract, upon which the buyer shall pay the
down payment. If the buyer needs bank financing, he shall then sign loan and mortgage documents
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bank and obtain the bank’s consent to extend loan.

(4) Afterwards, the parties shall, as arranged
in the Contract, together apply to effect title transfer with
the local real estate department at the agreed date on
which the parties may pay their respective taxes and
fees.

(5) Following acceptance by the real estate
authorities of title transfer application, buyer shall pay,
or procure his bank to pay, the reminder of the house

price to seller.

(6) Finally, the parties shall conduct handover of the property from seller to buyer.

Please note, if there is still a mortgage over seller’s property and the seller has no money to discharge
the mortgage even with down payment paid by the buyer, which means the seller will need buyer’s
mortgage loan to prepay its existing loan, another third party, a guarantor, will be involved to
guarantee the safety of the buyer’s loan during the period from release of the loan to the date the
property in question is duly mortgaged to the buyer’s bank. A set of new documents need to be signed
by relevant parties.

3. Dealing well with your realtor

Property transactions almost always involve a realtor. Bear in mind, the realtor is not your agent.
Foreigners are more vulnerable to fall victim to tricks and frauds framed by realtors. When dealing with
realtors, you shall stick to two (2) principles: firstly, never trust their oral promises, ask them to write
their promises and undertakings in the Agreement or separate papers; secondly, do not pay their
commission upfront until the handover of the property.

4. Financing your purchase

Foreigners are allowed to take out mortgage loans from banks denominated in RMB or foreign
exchanges. However, buyers are mandatorily required to pay a minimum percentage of the Contract
price, i.e. the down payment, out of their own pockets, 20% thereof for houses of less than 90 sgm,
30% for houses of more than 90 sqm, 40% for the second house of the family. In other words, only the
remainder of money can be borrowed from banks.

Our experience indicated that in practice, some of the foreign-funded banks may be willing to extend
more loans than the limits prescribed in rules, provided that the borrower has a strong financial credit.

5. Well drafting the Contract

Last but not the least, you need to smartly draft the Contract, the most important document in the

deal. Most standard contracts available from real restate authorities are too sketchy. The following
issues shall be adequately addressed therein:
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(M Whether the seller alone has the right to sell the property; whether the house is co-
owned or community property in a marriage;

(2) Whether any third party having the right of first refusal has waived that right;

3) Whether the property is subject to any mortgage, or subject of any legal proceedings, or
is likely to be so subject thereto or thereof;

(4) Whether the property has any material defects or quality problems;

(5) Default liabilities. Without such clauses, the Contract will be a tiger without teeth.
The above list is not exhaustive. Risks shall be analyzed on a case by case basis. The foregoing
contents are about purchase of resale residential properties. If you buy new houses/apartments from
developers, your risk exposure will be very different from those discussed above. Also, in the case of
transactions in respect of commercial/retail properties, special heeds shall be given thereto in
addition to the above. We are happy to provide legal services in those areas upon your request.

Please find our contact information on the next page.
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About Mr. Tian and his services:

Mr. Tian graduated from the renowned law school, East China
University of Political Science and Law in Shanghai, and before
joining Zhong Yin Law Firm, he served as senior translator at
Clifford Chance LLP and as an attorney-at-law at Zhonglun Law
Firm. His legal services cover FDI, M&A, OEM, real estate
(investment, sale, acquisition, purchase, leasing and property
management of both residential, retail, commercial and industrial
properties), corporate laws and trademark/technology licensing
and transfer, and other general legal businesses such as
employment, contract, tort etc.
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