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MORTGAGE LAW COMING SOON
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All parties within the Saudi Arabia housing market — buyers, sellers, developers and financiers - have
been waiting for the new mortgage law with great anticipation. The demand for homeownership
among the middle class is increasing while developers are struggling to maintain supply. Conservative
estimates indicate that 150,000 new homes will be needed annually across the country over the next
10 years. In any economy, enactment of a mortgage law is a critical milestone in the path towards
large scale homeownership. For Saudi Arabia, enactment of the mortgage law will not flip a magic
switch that will automatically turn renters into homeowners. In order for the mortgage law to deliver
on its long term objective of increasing homeownership in the Kingdom, two critical things must
happen — 1) the mortgage law must be supported by effective regulation, and 2) developers must be
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able to quantify the profitability of building homes for middle market homebuyers. In the wake of the
international financial crisis, Saudi Arabia has chosen the perfect time to start on this path, since it
has the benefit of hindsight to avoid mistakes made by other economies. The Importance of Sound
Regulation When the Saudi Arabia Mortgage Law is enacted, it will include five main sections
(chapters): first, the General Mortgage Finance Law, will contain the general guidelines of the law and
the regulatory bodies that will handle implementation. The second, the Finance Companies Control
Law, will govern the rights and requirements of mortgage finance companies with regards to their
registration and activities. The third section is the Registered Mortgage System Law, which outlines
the requirements for mortgage registration and its impact on both the mortgagor and mortgagee.
The fourth section is the Enforcement Law. It establishes the authority for financiers to effectuate a
mortgage foreclosure. And finally the fifth is the Lease Finance Law, which delineates the
requirements of lease to own agreements (ljara wa Igtina) between the customer and the financier.
The effectiveness of supporting regulation in managing and implementing this legislation will be the
key measuring stick of the success of the Mortgage Law. Indications are that the Saudi Arabian
Monetary Agency (SAMA) will be responsible for establishing the regulations that will support the
mortgage law once it is enacted. Regulation is the key ingredient that takes legislation from concept
to practical application. In the case of the Saudi Arabia Mortgage Law, regulation will serve to direct
all relevant parties - courts, ministries, financiers, buyers, sellers, etc. — on the exact procedures and
guidelines they must follow in order to comply with the mortgage law. The difference between law
and regulation can be distinguished through certain examples. The ability to foreclose and gain
possession on a defaulted mortgage asset is expected to be the key objective of the Enforcement
Law. Regulations that support the mortgage law will delineate the procedures, paperwork, timelines
and guidelines that the financier must follow in order to proceed through the foreclosure process. At
the same time regulations must provide consumer protection provisions to guarantee that defaulting
parties are allowed due process and are not treated unjustly in the enforcement process. Supporting
regulations will dictate how, when and where each party needs to proceed throughout each stage of
the process and where to appeal in case of abuses. Another example is mortgage registration. One of
the fundamental protections afforded to financiers under the mortgage law will be the ability to
protect its investment by registering the mortgage contract. The Registered Mortgage System Law
will establish that a mortgage will not be binding until it is properly registered. However, supporting
regulation will delineate when, where, how and in what form to register the mortgage documents.
Regulation is fundamental to the mortgage system. Over regulation through stringent oversight,
impractical standards and capricious procedural requirements can stifle the industry. At the same time
lax regulatory standards can lead to an unstable real estate market with far reaching economic
repercussions. By delivering balanced regulations that recognize the business needs of financiers and
protect consumers against potential abuse, policymakers can set the industry on a successful course
for years to come.



