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Dear Reader,

We are glad to present the brand new issue of the BALTIC PROPERTY MARKET REPORT 2010. The report 
provides an opportunity to take the consolidated look at the latest situation of commercial property 
market in three Baltic countries as well as introduces the relevant update on property related legal and 
taxation issues.

“Where is the bottom?” - this question was the most frequently asked and the most difficult to answer 
recently. Year 2009 was extremely challengeable for property owners, developers, investors as well as 
occupiers. Most of institutional investors have turned their backs on the Baltics due to vulnerable economies, 
weak occupational market as well as currency risk. 

What have we learned? It seems that the downturn has brought much knowledge and experience to local 
property market players. Quality issue has never been so important before and the professional approach 
is now a key issue in order to satisfy occupiers, sustain sufficient occupancies and attract investors. 

We do not expect that year 2010 will be less challengeable. Nonetheless we strongly believe it will  be a re-
starting year, bringing back occupiers confidence and investor interest. 

We trust that  BALTIC PROPERTY MARKET REPORT 2010 will provide you an excellent opportunity to explore 
the Baltics at a one glance and will serve as a proper basis for further investigation. 

Publishers of BALTIC PROPERTY MARKET REPORT 2010
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Politics

Type of Mixed presidential-parliamentary system
Government 

Legislative Parliament (Seimas), which has 141 
Body member that are elected for a four-year  
 term. The nearest Parliament elections will  
 be held in autumn 2012

Head of the President, who is elected directly for a   
State five-year term. Currently, the President is 
 Dalia Grybauskaite (since 2009). 

International Full member of NATO and the EU since   
Membership 2004

Currency

Currency Litas (LTL), 1 Litas = 100 cents
Peg Pegged to Euro at the following rate:
 1 EUR = 3.4528 LTL

LITHUANIA

LATVIA

ESTONIA

SWEDEN

NORWAY

IRELAND

FINLAND

GREAT BRITAIN

GERMANY

FRANCE

BELGIUM

HOLLAND

UKRAINE

BELORUSSIA

RUSSIA

SPAIN

PORTUGAL

ITALY

POLAND

DENMARK

COUNTRY INFORMATION

Lithuania

Key Macroeconomic / Social Indicators

  Indicator 2006 2007 2008 2009 2010* 2011* 2012*
 Population, thousand (beginning of year)         
 Lithuania  3,403 3,385 3,366 3,350 n/d n/d n/d
  Vilnius  554 554 556 558 n/d n/d n/d
  Kaunas  361 358 356 352 n/d n/d n/d
  Klaipeda  187 186 185 183 n/d n/d n/d
  Siauliai 129 128 127 126 n/d n/d n/d
  Panevezys 115 115 114 113 n/d n/d n/d
 Macro-economic indicators        
 GDP annual growth, % 7.8 8.9 3.2 -15 1.6 3.2 1.2
 GDP per capita, EUR 7,065 8,466 9,590 8,010 n/d n/d n/d
 Private consumption annual growth, % 10.6 12.4 4.5 -16.7 -5 6.2 2.3
 Average annual inflation, % 3.8 5.8 11.1 4.2 -1 1.3 2
 FDI per capita, EUR (beginning of year) 2,034 2,475 3,055 2,731 n/d n/d n/d
 Labour market        
 Unemployment rate, % 5.6 4.3 5.8 13.6 16.7 15.5 14.7
 Average monthly gross wage, EUR 433 522 623 594 548 543 548
 Average monthly gross wage annual growth,  % 17.2 20.5 19.4 -4.6 -7.8 -0.9 0.9
 Trade        
 Retail sales annual growth, % 7.1 12.3 4.7 2.1 n/d n/d n/d
 Exports annual growth, % 12.0 4.3 13.1 -26.6 9.3 4.1 n/d
 Imports annual growth, % 13.7 11.6 11.6 -38.2 5.3 3.9 n/d

 Source: Lithuanian Department of Statistics, Lithuanian Ministry of Finance, European Commission: European Economic Forecast Autumn 2009, Bank of Lithuania
 * forecast



6

Retail Market Profile

Key trends – 2009

Retailer performance

•	 According	 to	 official	 statistics	 the	 retail	 turnover	 (excl.	
motor vehicles) has declined by 21.6% in Lithuania during 
2009. Unsurprisingly the major drop (over minus 25%) has 
been registered in the fields of electronics and household 
equipment as well as leisure services, IT and jewellery goods, 
while retailers in the segments of food and alcohol, clothing 
and footwear have suffered the least (in the range of minus 
17-18%). The main contributors to the downward shift were 
pretty low consumer confidence, high unemployment, 
decreasing wages as well as tight borrowing conditions, 
in turn, negatively affecting domestic demand and 
consumption expenditure.

Source: Lithuanian Department of Statistics

•	 When	analyzing	the	performance	of	the	specific	shopping	
centres, operating in the major cities of Lithuania, it is 
important to note, that occupier turnovers have declined by 
~30% in 2009. This result has been mainly caused by shrunk 
of the average shopping basket and declined frequency of 
consumer shopping. Sales, discounts and various other price 
cut campaigns have been driving retail performance the 
most effectively during the year. 
•	 Despite	declining	retailer	sales,	footfall	of	the	successful	
shopping centres has suffered considerably less. Number of 
visitors remained almost the same or declined by max 10% 
in the largest schemes of the major cities. 
•	 Any	noticeable	improvement	in	household	consumption	
is unlikely in 2010, taking into account double digit 
unemployment ratio, lack of upswing in earnings and 
continuation of tight credit conditions. Nonetheless, further 
contraction in household consumption is expected to be 
less dramatic, not exceeding 5-7% during the year.

Supply of the shopping centres

•	 The	total	lettable	shopping	centre	area	amounts	to	~770	
thous. sq.m or ~230 sq.m per 1 thousand inhabitants. The 
indicator of shopping centre space per capita exceeds EU27 

Prepared by Re&Solution

average (~214 sq.m in Q3, 2009, source: Cushman&Wakefield) 
by ~16 sq.m or by ~7%.

Source: Cushman&Wakefield 

•	 ~100	thous	sq.m	or	2	new	shopping	centres	have	been	
opened in Lithuania in 2009. Being very active in other 
CEE countries, German ECE has entered Baltic markets by 
opening of  ~62 thous. sq.m OZAS shopping centre in the 
capital city Vilnius. The project has been developed together 
with local partners Rubicon group. Additionally, the largest 
and the strongest local shopping centre developer Akropolis 
has opened 37 thous. sq.m shopping centre in the fourth 
Lithuanian city Siauliai. 

Major shopping centre projects completed in 2009

 Project Location GLA, sq. m

 Ozas Vilnius 62,000
 Akropolis Siauliai 37,000

Source: Re&Solution

Akropolis, Šiauliai

%

Retail trade, except of motor vehicles, motorcycles and fuel

170

130

90

50

150

110

70

Indexas compared to previous month, %
Indexas compared to corresponding month of precious year, %
Indexas compared to monthly average 2005, %

sq
.m

 p
er

 1
 th

ou
s.

 in
ha

bi
ta

nt
s  

Shopping centre space per 1 thous.  inhabitants 

700

600

400

200

0

500

300

100

Bu
lg

ar
ia

Se
rb

ia
Bo

sn
ia

 H
er

z.
U

kr
ai

n
e

G
re

ec
e

Ru
ss

ia
Tu

rk
ey

C
ro

at
ia

Ro
m

an
ia

Be
lg

iu
m

M
al

ta
H

un
ga

ry
Sl

ov
ak

ia
G

er
m

an
y

Sl
ov

en
ia

Po
la

n
d

C
ze

ch
 R

ep
ub

lic
Sw

itz
er

la
n

d
Ita

ly
Sp

ai
n

EU
-2

7 
av

er
ag

e
Li

th
ua

n
ia

Fr
an

ce
La

tv
ia U
K

Po
rt

ug
al

Fi
n

la
n

d
Es

to
n

ia
D

en
m

ar
k

A
us

tr
ia

Lu
xe

m
b

ou
rg

N
et

h
er

la
n

d
s

Ir
el

an
d

Sw
ed

en
N

or
w

ay



Baltic property market report, 2010 7

REAL ESTATE OVERVIEW

Lithuania

Source: Re&Solution

•	 It	is	important	to	stress	that	quite	a	solid	amount	of	new	
shopping centre and retail park projects, constituting of 
roughly ~300 thous. sq.m, has been cancelled or postponed 
in the whole country. For instance, Akropolis has delayed 
development of the giant shopping centre scheme (~100 
thous. sq.m) in Vilnius, which was scheduled for 2010/11. The 
other part of the delayed projects mainly comprise of the 
specialized retail schemes in the suburban parts of the major 
cities. 

*forecast

Source: Re&Solution

•	 The	 realistic	 pipeline	 of	 the	 new	 shopping	 centres	 in	
the horizon of 2 years is quite miserable. Out of the most 
realistic projects, 22 thous. sq.m Olinda (by Finnish Vicus  and 
Lithuanian partners InResco) and 13.6 thous. sq.m DomusPro 
(by Dannish TK Development), both being planned in the 
Northern outskirts of Vilnius, could be delivered during 
2011/12.

•	 Due	 to	 intense	 competition	 with	 shopping	 centres	
and open markets, high street situation has become rather 
complicated not only in smaller cities, but in the capital city 
as well. High street retail and related shopping traditions 
have been rather inmature even during the booming period. 
Consequently, recent shock has forced most of local retailers 
to refuse flagship stores in the main highstreets and focus 
on activity in shopping centres. As a result, supply of retail 
premises in high streets of the major cities has become 
rather extensive. Most likely, owners of these properties will 
seek for long term solutions and will eagerly await for entry 
of new international department store operators. 

Source: Re&Solution 

Demand of the shopping centres

•	 Newly	established	companies	by	Chinese	entrepreneurs	
seemed to be the main demand generators in 2009 in 
Lithuania. Newly created brand name, cheap Chinese clothes 
and footwear as well as pretty large store area (1 thous. sq.m 
and more) are the typical features of this new interesting 
concept. Pretty actively expanding Chinese entrepreneurs 
have successfully filled market niche of cheap products 
and created quite a solid competition to well known local 
retailers. Certainly, long term performance of such retailers is 
rather doubtful, but as a temporary decision to fill in vacant 
shopping centre areas, it was quite successful. The concept 
has been very enthusiastically met by local customers while 
shopping centre managers have been able to increase 
footfall and sustain rent flow. 
•	 The	 Finnish	 supermarket	 chain	 Prisma	 and	 German	
department store operator Peek&Cloppenburg were the 

Domus Pro, Vilnius
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new international retailers introduced to the market during 
2009. Both of them are planning further expansion, however 
presumably it will be less prompt when it was planned 
before entry.
•	 The	 largest	 both	 local	 and	 international	 retail	 chains	
have revised their expansion strategies and mainly decided 
to considerably decrease or cancel opening of the new retail 
stores in 2010. For example, the largest supermarket chain 
Maxima does not plan to open any new supermarkets in 
2010, while the other chains has more moderate expansions 
plans, compared to announcements few years ago. 
•	 Most	 of	 retailers	 are	 rather	 focusing	 on	 increasing	
effectiveness of the currently existing spots than planning 
expansion. The popular tools of increasing the effectiveness 
are change of store concept (e.g. outlet or discounter), 
closing of the least profitable spots (e.g. in the least attractive 
locations), renegotiating lease prices or decreasing number 
of employees. 
•	 Setting	 up	of	 discounter	 and	 outlet	 type	 clothing	 and	
footwear shops gained pace a lot during the last year. For 
some shopping centres this concept has been the only 
possible solution in order to keep functioning and compete 
with stronger position having schemes.
•	 As	 a	 consequence	 of	 poor	 occupier	 performance,	
shopping centre managers have been mainly concentrating 
on sustaining existing tenant mix by using various solutions 
mainly based on temporary rent discounts, rent free periods 
or just turnover based fees.  

Major lease transactions in 2009

 Tenant Project GLA, sq. m Owner

 Prisma Ozas 10,000 ECE/Rubicon  
 (supermarket chain) (Vilnius)  group
 Peek&Cloppenburg Ozas 2,000 ECE/Rubicon 
 (department store (Vilnius)   group   
 chain)     
 Maxima Akropolis 7,800 Akropolis
 (supermarket chain) (Siauliai)

Source: Re&Solution 

Vacancies

•	 The	most	successful	 shopping	centre	schemes	such	as	
Akropolis experience quite low vacancy levels, not exceeding 
~5%. Obviously, such results have been rather painful to the 
owners of the shopping centres, which in order to retain 
occupiers have had to provide solid rent discounts (up to 
30-40%). 
•	 Lower	quality	centres,	which	had	problems	even	during	
the booming period, are now experiencing a real challenge 
with vacancies over 30-40%. 
•	 High	street	vacancy	has	increased	drastically	during	the	
recent year. More than 1/4 of available high street stock are 
vacant in the main Vilnius high street Gedimino avenue, 
while situation in the other main cities Kaunas, Klaipeda and 
Siauliai is even worse with vacancies of over 1/3 of available 
stock. 

Rents and lease conditions

•	 Base	 rent	 level	 in	 Lithuanian	 shopping	 centres	 and	
high streets has declined by ~25-40% in 2009. Most often 
it was done through giving temporary (6, 12 months) rent 
discounts or providing possibility to pay only turnover based 
payments. 
•	 It	 is	also	 important	 to	 spotlight	 the	more	flexible	 lease	
termination possibilities in Lithuanian shopping centres. 
Most often both parties are seeking to have possibility to 
terminate lease agreements with reasonable notification 
period. Lessors aim to have flexibility to replace weak tenants 
and increase rent levels when market recovers, while tenants 
seek to be more secure if their business fail to undergo 
current recession. 

Retail rentals, Q4, 2009

Type of tenant Rent, EUR /sq. m/month

 Anchors
 (supermarkets, DIY stores) 7-9
 Home appliance, electronics 6-9
 Clothes, footwear, accessories: 
       Up to 200 sq. m 12-25
   200-500 sq. m 8-12
  Over 500 sq. m 6-10
 High street 20-25

Source: Re&Solution

Outlook – 2010/11

•	 According	 to	 economy	 forecasts	 and	 retailer	 moods,	
the continuous sales decline of ~5-10% is planned for 2010. 
Similar tendencies are foreseen in the development of rent 
curve. 
•	 Vacancy	 level	 is	 expected	 to	 remain	 low	 in	 the	 most	
successful shopping centres.
•	 2011	 is	 expected	 to	 be	 far	 more	 positive	 due	 to	

Prepared by Re&Solution

Gedimino avenue, Vilnius
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REAL ESTATE OVERVIEW

Lithuania
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recovering economy, foreseen already in H2, 2010. Moreover, 
based on surveys (Oxford economics, Kingsturge “European 
retail property, 2010”), Baltic region is expected to undergo 
the most rapid retail sales growth in Europe during the next 
decade (2010-2020). 
•	 According	to	the	retailer	survey	made	by	Re&Solution	in	
the end of 2009, the largest retailers plan to renew expansion 
in the H2, 2010/ H1, 2011 in the main cities and in the H2, 
2011 or later in the smaller regions of the country.
•	 International	department	store	retailers	keep	monitoring	
the market, but are hardly expected to step in earlier than in 
2014/2015. 
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Office Market Profile (Vilnius)

Key Trends – 2009

Office supply

•	 The	modern	office	stock	in	Vilnius	city	amounts	to	around	
340 thous. sq.m. Compared to other European cities, Vilnius 
as well as other Baltic capitals, remain the least developed 
in terms of office space per capita. There is ~0.6 sq.m office 
space per 1 inhabitant in Vilnius, which is 10 times less 
compared to European average (6 sq.m per capita).

Source: Re&Solution, CBRE

•	 As	 a	 result	 of	 highly	 stressful	 economy	 and	 property	
market atmosphere as well as stopped financing, hundreds 
of thousands (over 400 thous.) of office projects have been 
cancelled or suspended. Due to a fact, no new office projects 
have been started in 2009 and no new ones are scheduled 
to be commenced in 2010. 

Source: Re&Solution
*forecast

•	 Over	 80	 thous.	 sq.m	 of	 new	 office	 space	 has	 been	
delivered in Vilnius in 2009. Development and pre-lease of all 
of the newly delivered projects has been started in 2007/08.  
The most significant projects – 23 thous. sq.m Swedbank 
head office situated in Vilnius CBD, Konstitucijos avenue, 10.5 
thous. sq.m North Star developed by one of the largest office 

property managers in the country MG Valda as well as 8.7 
thous. sq.m Alfa business centre by Rubicon group.

Source: Re&Solution

Prepared by Re&Solution
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REAL ESTATE OVERVIEW

Lithuania

•	 The	projects	scheduled	for	2010	are	almost	completed,	
while no other new projects are expected to be started 
during the year. Out of ~33 thous. sq.m of new office space, 
which will be supplied this year, the largest ones are 11 thous. 
sq.m Green Hall, anchored by Barclays bank (IT division) and 
20,000 sq.m  Beta by Rubicon group.  

Major office projects completed in 2009

 Project Location GLA, sq. m Owner

 Alfa Vilnius, non-central 8,700 Rubicon   
     group
 North Star Vilnius, non-central  10,500 MG Valda
 Swedbank Vilnius, CBD 23,000 Swedbank
 headquarters
 Orange office Vilnius, suburbs 9,000 Okseta
 Evolution Vilnius, non-central 6,000 Leandra ir  
    partneriai

Source: Re&Solution

Major office property projects in 2010 (projects under 
development)

 Project Location GLA, sq. m Developer

 Green Hall Vilnius, city centre 10,800 SBA
 Beta Vilnius, non-central 20,000 Rubicon   
    group
 Evita Vilnius, non-central 2,500 Middle   
    Europe
    Investments

Source: Re&Solution

Office demand

•	 Though	 number	 of	 lease	 transactions	 has	 decreased	
dramatically, Vilnius office“take-up” has exceeded 50 thous. 
sq.m in 2009 (e.g. 20 thous. sq.m Swedbank head office, 
5 thous. sq.m Lithuanian Tax Inspectorate in North Star). 
Moreover, projects, which are planned to be delivered in 
Vilnius in 2010 (e.g. Green hall, Beta) are more than 85% pre-
leased. 

•	 Most	 of	 market	 activity	 comprised	 of	 renegotiations	
of existing leases and implementation of various space 
efficiency solutions. Often existing occupiers are given 
temporary rent discounts, while new tenants are attracted 
by providing rent free periods and attractive office cost 
structure (e.g. fixed or capped common costs, „all inclusive“ 
rent, etc.). 
•	 Office	 space	 efficiency	 solutions	 are	 rather	 diverse.	
The bulk of functioning small local enterprises are either 
(i) moving out from modern office centres in the prime 
locations to lower grade buildings in the suburban areas or 
(ii) reducing office space in the same buildings. 
•	 On	 the	 other	 hand,	 large	 international	 enterprises	 are	
actively monitoring posibilities to move into new office now 
and secure the most favorable long term lease conditions. 
Some of the large enterprises are reallocating headquarters, 
centralizing back offices or simply taking an advantage of 
„occupiers“ market and moving out into new locations. Due 
to a fact, the 2010 “take-up” is expected to be generated 
by large enterprises – telecommunication companies (e.g. 
Lithuanian TEO – over 2 thous. sq.m), banks (e.g. Barclays 
bank – ~4 thous. sq.m in Green Hall) and other, mainly 
international companies. 

Major transactions in 2009

 Occupier Project GLA, sq. m

 Swedbank Swedbank  20,000
   headquarters*
 Lithuanian Tax
 Inspectorate North Star 5,000
 Barclays bank  Green Hall 4,000
 (IT division)**

 *built to suit type project, developed by Swedbank itself
 ** Barclays will move in 2010

Source: Re&Solution

Vacancies

•	 Overall	 vacancy	 level	 has	 reached	 approximately	 20%	
in Vilnius, out of which the major share in subprime office 
sector. 
•	 	A	class	office	projects	 located	 in	CBD	areas	and	other	
prime locations are mainly having 10 – 15% vacancies, while 
offices, situated in suburban areas, having poor concept and 
weak management or low technical quality are suffering 
from 25 -30% vacancies, in some cases – up to 50%. 

Office vacancies, Q4, 2009

 Office grade Vacancy level

 A class offices in CBD and old town and
 B+ class offices in CBD and prime areas
 close to the city centre 14%
 B class offices in suburban locations 25%
 Total vacancy 20%

Source: Re&Solution
Swedbank, Vilnius
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Rent and lease conditions

•	 The	overall	rent	level	has	decreased	by	30-35%	compared	
to the peak in 2007-2008 and the major drop occurred in late 
2008 and early 2009. 
•	 The	market	rent	for	prime	office	premises	in	Vilnius	CBD	
is now in the range EUR 120-160/sq.m/year. Top rent for such 
premises is EUR 170/sq.m/ year. In other central areas the 
market rent lies in the range EUR 100-120/sq.m/ year, with 
top rents up to EUR 150/ sq.m/year. 
•	 Average	lease	period	has	become	shorter	as	well	as	lease	
termination easier (e.g. prior 6 months notification), in such 
way allowing landlords to readjust lease conditions as soon 
as market recovers.

Office rentals, Q4, 2009

 Office grade Rent, EUR /
   sq. m/month

 A class offices in CBD
 and old town 11 - 14
 B+ class offices in CBD and
 prime areas close to the city centre  10 - 12
 B class offices in suburban locations 8 - 10

Source: Re&Solution

Source: Re&Solution

Outlook – 2010/11

•	 New	office	supply	 in	2010/11	 is	mainly	expected	to	be	
delivered through completion of office buildings, currently 
under development. No new projects are scheduled to be 
started in the course of the year. 
•	 The	major	share	of	demand	is	expected	to	be	generated	
by existing large international enterprises, tending to 
centralize their office areas or new corporations establishing 
new offices due to significantly decreased labor force costs 
in the Baltic area. 
•	 Smaller	local	companies	are	not	expected	to	start	moving	
into larger offices earlier than in 2012/13. 
•	 Due	 to	 limited	 new	 office	 supply,	 vacancy	 levels	 are	
expected to stabilize in 2010 and start decreasing in 2011. 
•	 Rents	are	expected	to	remain	stable	in	2010	and	increase	

Prepared by Re&Solution

somewhat in 2011. Instead of lower rents, occupiers are 
expected to be attracted by rent-free periods and lower 
service charges as well as common costs.
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REAL ESTATE OVERVIEW

Lithuania
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Warehouse Market Profile

Key Trends – 2009

•	 Nearly	 650	 thous.	 sq.	 m	 of	 contemporary	 warehouse	
and logistics space is calculated in Lithuania. As stated in 
our previous reports, the solid share of existing warehouse 
facilities still consist of soviet type unreconstructed or 
partially renovated warehouses and industrial buildings.
•	 The	 new	 supply	 in	 2009	 has	 been	 particularly	 mean,	
constituting of just around 26 thous. sq.m. The 2 buildings 
(1 extension of existing project and 1 new warehouse), both 
situated in Vilnius, have been developed by local developer 
Ogmios group.  
•	 No	new	projects	 have	been	 started	 in	 2009.	 All	 of	 the	
major projects, which have been scheduled for 2010/11 
have been cancelled or postponed due to changed plans of 
their end users. 
 
Major warehouse and logistic centre projects completed in 2009

 Project Location GLA, sq. m Owner

 Vilija Vilnius, suburbs 21,000 Ogmios   
 (Stage I)   group
 Airport Vilnius, suburbs  5,100 Ogmios   
 business park   group
 (Stage II)       
 
Source: Re&Solution

Source: Re&Solution

Source: Lithuanian Ministry of transportation

Prepared by Re&Solution

Demand

•	 During	3	quarters	of	2009	freight	carriage	has	declined	
by 25% in Lithuania. Freight carriage by railways decreased 
by 27.1%, by roads - 25.4% and even 42.4% - by air 
transportation. Nonetheless share of transportation sector 
remains an important component in Lithuanian GDP, making 
~10.1% of it (H1, 2009). 
•	 As	a	consequence	of	decline	in	most	of	related	economy	
sectors, demand for warehouse and logistic facilities has 
been rather limited in 2009. 
•	 Number	 of	 new	 lease	 transactions	 has	 been	 rather	
miserable. On a contrary, there have been many evidences of 
reduced warehousing areas or terminated lease agreements 
(e.g. Ermitazas in E67, Panevezys). 
•	 The	 major	 last	 year‘s	 deals	 comprise	 of	 5	 thous.	 sq.m	
Avon lease transaction in Vilnius Airport business park and 21 
thous. sq.m Eugesta lease transaction in Vilija business park 
(local wholesale, distribution and logistic service provider). 
Both projects belong to one of the largest local developers - 
Ogmios group. 

•	 Cost	 reduction	has	been	 the	main	occupiers’	objective	
recently as they tend to adjust to tight economic conditions. 
The outcome of these cost cutting measures is further space 
consolidation as well as the renegotiations of existing leases 
in order to secure more favorable lease terms. 
•	 In	a	longer	term	it	is	expected	that	the	most	solid	demand	
accelerators will be local retail chains (supermarket chains in 
particularly). Some of them urgently need modernizing their 
logistic facilities in order to be cost effective. 

Major lease transactions in 2009

 Tenant Project GLA, sq. m

 Avon Airport business park 5,100
 Eugesta Vilija 21,000
  
Source: Re&Solution 

Regional distribution of modern warehouses and logistic centres

Vilnius
46%

Other cities
7%

Klaipeda
15%

Kaunas
32%

Freight carriage by type of transportation

Railways
43%

Roads
50%

Sea
6%

Air
0%Internal waters

1%

Vilija, Vilnius
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Vacancies

•	 Overall	 vacancy	 level	 has	 reached	 approximately	 20%	
in major cities of the country. Vacancy has mainly appeared 
due to reduced warehousing areas by major occupiers or 
bacruptcies of small logistic providers.

Rent and lease conditions

•	 Rent	 prices	 have	 decreased	 by	 ~20-30%.	 Current	 rent	
level for prime warehouses and logistic centres constitutes 
of ~38 – 50 EUR/sq.m/year and ~20 – 35 EUR/sq.m/year for 
lower grade facilities. 

Warehouse and logistics property rentals, Q4, 2009

 Quality of premises Rent, EUR /sq. m/month

 Unrefurbished 1.5-2
 Renovated 1.8-3.5
 New, standard 3.1-4.6
 Built-to-suit 4.2-5.5

Source: Re&Solution 

Outlook – 2010/11

•	 High	vacancy	rates	and	unfavorable	economy	situation	
continue to put strong downward pressure on rents, which 
are expected to continue decreasing during 2010. 
•	 However,	 positive	 economic	 forecast,	 especially	 in	 the	
field of increasing exports, might accelerate the return of 
occupier demand, with take-up levels increasing from the 
end of the next year/ beginning of 2011. Recovery of export 
driven sectors allows expecting better times for logistic 
service providers already in 2010. 
•	 Further	 development	 of	 warehousing	 market	 will	
strongly depend on recovery of local consumption and retail 
market as far as in a longer term local retail chains will be 
forced to upgrade their logistic facilities. 

REAL ESTATE OVERVIEW

Lithuania

Airport business park, Vilnius
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Investment Market Profile

Key Trends - 2009

•	 A	complete	silence	in	the	field	of	property	investments	
in 2009 in Lithuania. Institutional investors turned their back 
towards the Baltic region due to weak economies, vulnerable 
occupational market as well as unclear recovery. 
•	 Negative	 economical	 news	 coming	 out	 from	 the	
Baltics are being judged highly adversely, therefore most 
of international investors are rather buying in less affected 
CEE markets or more secure Western European countries. 
The Baltic economies as well as property markets have 
been affected heavily, resulting into ~30-50% decreased real 
estate values. The main reasons for rapid value decline – rent 
reductions (up to 30%) and rise in yields (up to 300 - 400 
bps). 
•	 Institutional	 investors	 have	 been	 pretty	 inactive	 in	
the course of the year. Most of them are waiting for the 
first real signs of recovery. However it seems, that better 
than expected economy results, unfulfilled intensions to 
devaluate local currencies and positive recovery signals, 
coming out from Western and Scandinavian markets, have 
returned some investors into the region at the end of the 
year, in order to explore the existing opportunities. A good 
evidence is the announcement of possible sale and lease 
back of Vilnius Municipality building, which has captured 
attention of some institutional investors, claiming, that ”a 
good product with institutional lease and reliable tenant” 
might be bought already in 2010.

Source: Re&Solution

•	 Meanwhile	 distressed	 property	 buyers	 have	 been	
exploring the market pretty actively in 2009. Despite the fact, 
any notable transactions of distressed income producing 
properties have not been concluded. Most of distressed 
buyers have been expecting to acquire the prime properties, 
hardly matching criteria of distressed property. Meanwhile 
properties, having occupational problems or those, held 
by financially vulnerable owners, have not received proper 
distressed	 investors’	 interest	or	proposed	acquisition	prices	
have been too aggressive. In most cases, distressed property 
buyers have been proposing prices, being considerably 
below amounts of loan exposure and the real current market 
values. 
•	 As	a	consequence	of	the	above,	 it	 is	 important	to	note	
the future role of credit providers, which are expected 
to become solid property owners in a short to middle 
term. Though in many cases, property owners have been 
strongly supported by banks (rescheduled loan repayment, 
prolonged term, etc.), however plenty of landlords have not 
been able to cope with recent economy and property market 
challenges. Most of the banks have already established 
specialized property management companies, which will 
be managing properties taken over from failed developers, 
producers, retailers, private people and various other real 
estate owners. Most likely, banks will not dispose the best 
properties immediately and will rather keep them till market 
recovers, at the same time putting major efforts to recover 
the lost value. 

Source: Re&Solution

•	 Regardless	 the	 increasing	 institutional	 interest,	 owners	
of the prime properties are rather reluctant to enter into 
discussions with potential buyers due to belief that potential 
present price will strongly mismatch their expectations. In 

Prepared by Re&Solution
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REAL ESTATE OVERVIEW

Lithuania

major cases there have been temporary rent discounts given 
to the tenants, thus if proposed acquisition price would be 
based on double digit yield and current cash flow, it would 
not reflect its fair value. 

Source: Re&Solution, Kingsturge

•	 Most	 of	 the	 prime	 property	 holders	 have	 already	
renegotiated financing terms with the banks and rent 
conditions with the occupiers, therefore are ready to wait. 
Due to the fact, it is hardly possible that the best assets will 
be sold based on double digit yields.

Source: Re&Solution

•	 Taking	 into	 consideration	 aforesaid	 issues,	 we	 strongly	
believe, that the best Baltic properties are strongly 
undervalued currently. Yield, being the single value indicator, 
does not allow taking into consideration plenty of other 
important factors, ensuring long term attractiveness of the 
properties and considerably higher return than in Western 
countries.	 	By	saying	this,	we	wish	to	draw	one’s	attention,	
that standing on the threshold of economy recovery, Baltic 
region possess plenty of secure opportunities, being locked 
in excessively down-graded economy and exaggerated fear 
of potential risks. 
Yields
•	 It	 is	 hard	 to	 identify	 current	 yield	 levels	 due	 to	 lack	
of evidences. To our view, current yield figures are rather 
speculations, not having any transaction based arguments.
•	 Expected	 (asking)	yields	 for	prime	properties	vary	 from	
~8.5% to 10% in office and shopping centre segments and 
~11%-12.5% in the field of modern warehouses and logistic 
centres. 

*Forecast
Source: Re&Solution

Outlook - 2010/11

•	 Mainly	small	acquisitions	(up	to	EUR	10	MIO)	are	expected	
in 2010. Most of them will be done by local investors, which 
have become pretty active since the end of 2009. 
•	 Most	 of	 financial	 institutions	 have	 updated	 economy	
forecasts, allowing to project recovery already in 2010 with 
GDP growth up to 2%. As a fact, institutional investors are 
expected to come back doing their homeworks in the Baltic 
region this year, but will hardly start buying actively. It is 
expected that large acquisitions will gain pace in 2011. 
•	 Yields	are	expected	to	sustain	significant	premium	(300	
- 400 bps) compared to Western European level till the first 
large transactions are executed. The compression is overseen 
after the first “ice-breakers”. We believe that in the longer 
term yield difference between local and Western European 
level shall not exceed ~200-225 bps and ~100-150 bps upon 
entrance into the Eurozone (2014/15). 
•	 The	 availabilities	 of	 new	 debt	 will	 remain	 limited,	
however banks are expected to be positive in terms of 
possible investment transactions and agree on transferring 
existing loans from local owners to international investors. 
•	 It	 is	 hardly	 possible	 that	 acquisition	 of	 distressed	
properties will be a significant phenomena this year. 
Moreover, the best properties, which will be taken over by 
banks are planned to be passed through recovery process 
rather than disposed immediately.

10-50 EUR MIO
43%

50-100 EUR MIO
13%

100-200 EUR MIO
24%

200-500 EUR MIO
11%

<10 EUR MIO
9%

Property investments into the Baltic region by the size of the deal
(2000-2009) 
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Are there any legal restrictions 
on ownership of real estate 
(interests in entities which 
own real estate) by particular 
persons?

Can a legal owner lose the title 
to real estate due to restitution 
claims?

A foreigner willing to acquire land into ownership must comply with the criteria of European 
and Transatlantic Integration. To meet the said criteria a legal person is required to be 
established in, or a natural person is required to hold the citizenship or a permanent residency 
of, one of the below listed states:

•	 a	Member	State	of	the	European	Union	or	a	state	that	is	a	party	to	the	European	Treaty	
(Association Agreement) with the European Communities and their Member States;
•	 a	Member	State	of	the	Organisation	for	Economic	Co-operation	and	Development	(OECD),	
a Member State of the North Atlantic Treaty Organisation (NATO) or a Member State of the 
Agreement on the European Economic Area.

In addition, land may be acquired into ownership by non-Lithuanian citizens having permanent 
residence in Lithuania.

With certain minor exceptions, even when complying with the above-described criteria, 
foreigners are not allowed to acquire agricultural and forestry land into their ownership until 
1	May	2011	(i.e.	until	expiry	of	the	7-year	transitional	period	after	Lithuania’s	accession	to	the	
EU).

There are no restrictions imposed on foreign investors (irrespective of their origin) to acquire 
interests in Lithuania-based entities which own real estate.

A person having become a legal owner of any type of real estate cannot lose it due to 
restitution claims. Real estate that has been acquired into private ownership is not subject to 
in kind restitution and thus may not be returned to the former owners. The State is obliged to 
redeem such real estate from the former owner.

2. Sale and purchase of real estate

Describe formal requirements 
for real estate sale and 
purchase.

Does any third person 
(governmental authority, etc.) 
have a pre-emptive right to 
acquire real estate subject to 
sale?

Any real estate which is subject to a sale and purchase agreement must be registered with 
the Real Estate Register (except some simple structures which are not subject to mandatory 
registration).

Every agreement on sale and purchase of any kind of real estate must be concluded in a 
written form and certified by a notary public.

Although a real estate sale and purchase agreement is not subject to compulsory registration 
with the Real Estate Register, in case of absence of such registration the agreement may not 
be invoked (enforced) against third persons.

An agreement on sale and purchase of structures should explicitly discuss the rights of the 
buyer in respect of the land under the structures subject to sale. Failure to comply with the 
latter rule makes the agreement null and void.

First of all, the co-owners have a pre-emptive right to acquire the parts of real estate owned 
and intended to be sold by another co-owner. In case of violation of this rule, the aggrieved 
co-owner	has	a	right	to	demand,	through	the	judicial	procedure,	assignment	of	the	buyer’s	
rights and obligations under the sale and purchase agreement to him.

The State has a pre-emptive right in respect of the land plots falling within the boundaries of 
certain protected territories (e.g. the territories that have been granted the status of Natura 
2000, also certain areas of national parks, etc.). The price to be paid by the State for such land 
cannot exceed its average market value determined by mass valuation.
A pre-emptive right to acquire a privately owned land plot is granted to a person holding the 
title to the structures or facilities on such land plot.

Prepared by Lideika, Petrauskas, Valiūnas ir partneriai LAWIN

Legal Overview

1. Ownership
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Describe formal requirements 
for execution of a lease (form, 
registration, etc.).

Are there any statutory 
restrictions on a lease term?

Does a tenant have a statutory 
right to extend or renew its 
lease?

Rent and its adjustment: are 
there any statutory restrictions 

Any real estate lease must be executed in a written form.

Further, lease of buildings, structures or land has to be registered with the Real Estate Register 
in order to be enforceable against third parties. The same requirement is applied to lease of 
other real estate when the lease term exceeds 1 year.

In general, the maximum term of any lease may not exceed 100 years. Special rules are applied 
to the lease term of the State-owned land: it cannot exceed 25 years for the State-owned 
agricultural land and 99 years for any other State-owned land.

A tenant having duly performed its obligations during validity of a lease, upon its expiry has 
a priority right against third parties to renew the lease for a new term (if a landlord intends to 
further lease the property). The landlord is obliged to inform the tenant of its right to renew 
the lease prior to its expiry.

Generally, there are no such restrictions. Nevertheless, all transactions between the related 
parties	should	be	effected	based	on	the	arm’s	length	principle.	This	means	that	transactions	

3. Lease of commercial real estate

Certain qualified farmers and users of agricultural land have a pre-emptive right to acquire 
the same into ownership.

The title to real estate passes over as of the moment of its transfer, which has to be 
documented by a transfer-acceptance deed to be executed by the parties in addition to 
the main agreement (sale and purchase, exchange agreement, etc.). Upon agreement of the 
parties, the agreement itself may serve as a transfer-acceptance deed (in the latter case no 
separate transfer-acceptance deed has to be executed).

The	seller	is	bound	by	a	statutory	obligation	to	disclose	to	the	buyer	all	third	parties’	rights,	
mortgages, attachments, litigation and other encumbrances with respect to the real estate 
subject to sale. If the seller fails to comply with the latter obligation and is not able to prove 
that the buyer was aware of the respective encumbrances at the moment of sale, the buyer 
becomes entitled to claim reduction of the purchase price or termination of the sale and 
purchase agreement.

The buyer cannot rely on the encumbrances over real estate and invoke remedy measures 
against the seller if the seller has notified the buyer of such encumbrances or the buyer could 
have learned of them from the public registers (such as the Real Estate Register, Hypothec 
Register and Register of Attachments).

Despite various due diligence carried out in the course of real estate acquisition procedures, 
the buyer (in case of a share or asset deal) seeks to have a full set of representations and 
warranties in the real estate sale and purchase agreement. The seller, in its turn, seeks to limit 
the scope of representations and warranties by the facts/information disclosed to the buyer 
during the due diligence (i.e. the facts that the buyer should have been aware of as a result 
of the due diligence).

Generally, only the agreements and encumbrances that have been registered with the Real 
Estate Register will remain effective upon sale of real estate. However, examination of merely 
the	data	of	 the	Real	Estate	Register	will	not	 safeguard	 the	buyer	 from	third	parties’	 claims	
related to the acquired real estate.

Transfer of statutory warranties (e.g. construction warranties) is normally documented by an 
additional statement in the sale and purchase agreement or the transfer-acceptance deed 
declaring	 the	assignment	of	 all	 the	 seller’s	 rights	under	 such	warranties	 to	 the	buyer.	The	
guarantees issued to the seller by third persons (e.g. bank guarantees, guarantee letters of 
insurance companies, etc.) normally should be reissued in the name of a new owner (or 
an additional assignment statement among the guarantor, the former owner and the new 
owner has to be executed).

Describe the moment of 
acquisition of ownership to real 
estate.

Does the seller have a statutory 
disclosure or warranty 
obligation?

Seller’s warranties v. buyer’s 
due diligence: what is the most 
common balance?

What is the effect of transfer 
of real estate on contractual 
and other rights, obligations 
and warranties? Do these pass 
over along with the title to real 
estate?

LEGAL OVERVIEW

Lithuania
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4. Construction

Describe common stages of 
construction (development) 
process, including permits 
involved.

•	 Territorial planning. Usually, it is necessary to prepare the respective detailed plan of 
the site establishing particular development requirements such as density and intensity of 
construction, the maximum allowed height of the structures, construction area, etc.
•	 Environmental impact assessment will need to be carried out if the planned development 
falls within the list of particular activities established by the laws.
•	 Design of a building is prepared in accordance with the design conditions (planning 
permit) issued by the local municipality. For certain buildings the expertise of the design 
should be carried out.
•	 Construction permit must be issued within 10 to 15 days from application and is valid 
for 10 years. The construction permit becomes null and void if construction works were not 
commenced within 3 years or the structures concerned were not built and recognised as 
suitable for use within 10 years after the construction permit was issued.

Prepared by Lideika, Petrauskas, Valiūnas ir partneriai LAWIN

on an amount of rent? What is 
the general market practice?

Alienation: what are the rights 
of the tenant and landlord with 
respect to assignment, sub-
lease or placing a charge over 
a lease?

What is the common form of 
eviction?

Describe any restrictions on the 
transfer of title to or creation of 
a lien on real estate subject to 
lease.

How does the transfer of real 
estate affect the tenant’s rights 
and obligations?

between the related parties should be made under such (market) conditions (including rent) 
as if the parties to the transaction were not related.

Rent charged for the State-owned land leased without auction procedure is calculated based 
on the fixed tariffs. Such tariffs may vary depending on the location of land and some other 
aspects.

In commercial leases rent is usually established as a fixed fee payable on a monthly (rarely on a 
quarterly)	basis	in	advance.	Establishment	of	the	rent	as	a	percentage	of	the	tenant’s	turnover	
is characteristic to shopping centres. In addition to the turnover rent, a minimum fixed rent 
is	usually	set	forth	in	order	to	secure	the	landlord’s	interest	if	the	tenant’s	turnover	does	not	
reach the expected level.

In case the rent is established in a national currency (Litas), it is quite often pegged to Euro. 
Normally, the rent is adjusted annually based on the local or EU consumer price index.

Typically, the following alienation rules are applied:

•	 a	 landlord	 is	 free	 to	 sell	 the	 leased	property,	 also	pledge	 receivables	 from	the	 lease	or	
assign	the	landlord’s	rights	to	them;
•	 a	tenant	has	to	obtain	a	prior	written	consent	of	a	landlord	for:
(i) subleasing of the property to third persons (in office sector exceptions from this rule are 
frequently applied for sublease to the related persons (parent or sister companies, etc.);
(ii) pledging or otherwise encumbering the lease right;
•	 except	for	the	above-mentioned,	neither	party	has	a	right	to	assign	all	or	any	part	of	its	
rights and/or obligations under the agreement to any third person without a prior written 
consent of the other party.

Generally, the landlord seeking eviction of the tenant has to apply to court. If the tenant fails 
or refuses to vacate premises after adoption of the final decision in favour of the landlord, the 
latter will need to apply to a bailiff for enforcement of the court decision.

Although	there	are	no	extensive	case	law	as	to	the	landlord’s	rights	to	exercise	self-defence,	
commercial	leases	usually	contain	the	landlords’	rights	to	cut	off	the	supply	of	electricity	and	
other	public	utilities,	lock	the	doors,	inventory	and	remove	the	tenants’	property	and	invoke	
other similar measures against the tenant refusing to vacate the leased premises.

The landlord is free to sell or otherwise transfer or encumber the leased property, unless 
otherwise set out in the lease agreement. The landlord must, nevertheless, disclose to the 
tenants the intended sale or other transfer of the leased property.

Tenants have a statutory right to unilaterally terminate any lease in case of change of the 
owner. Further, upon change of the owner of real estate, its lease agreements will remain valid 
provided they have been registered with the Real Estate Register.



Baltic property market report, 2010 21

5. Registration

Is all real estate required to be 
registered? 

What rights (if any) to real estate 
are subject to registration? 
What are the consequences of 
failure to register them?

What time and costs are 
involved in registration of real 
estate (rights thereto)?

How reliable is the registration 
system?

Is the register publicly 
accessible?

Except for certain simple and temporary structures, all other kinds of real estate have to be 
registered with the Real Estate Register. Only legally registered real estate may be sold or 
otherwise disposed of.

Generally, all rights in rem, contractual rights to or encumbrances of real estate, also various 
legal facts related to real estate or restriction of rights thereto (such as attachments, lawsuits, 
decision of authorities affecting real estate, etc.), may and, in the cases stipulated by the laws, 
must be registered with the Real Estate Register. 

In most cases validity of rights, obligations and encumbrances to real estate is not dependant 
on their registration, and they become effective as of the moment agreed by the contracting 
parties. The exception to this rule is established in respect of some specific rights in rem, such 
as servitude, usufruct, mortgage, which become effective only as of their registration with the 
relevant public register.

However, failure to register the contractual rights, obligations or encumbrances to real estate 
in majority of cases precludes the parties from invoking them (the agreement creating such 
rights, obligations and encumbrances) against third persons. For example, a tenant cannot rely 
on the premises lease agreement against a new owner of the premises if the lease agreement 
was not registered with the Real Estate Register.

Major costs relate to registration of the title to real estate. Such costs mainly depend on the type 
of real estate (land or building/premises), its average market value established by a competent 
authority by way of massive valuation and the acquirer of real estate (natural or legal person). In 
any case the costs for the title registration cannot exceed the established cap-fees – LTL 5,000 
(approx. EUR 1,448) for legal persons and LTL 1,000 (approx EUR 290) for individuals.

Substantially lower fees are involved in registration of other rights, encumbrances and legal 
facts pertaining to real estate.

The standard term for the title registration is 10 business days, while any other registration 
procedures have to be completed within 5 business days. Upon payment of a respective mark-
up on the standard registration fee, the registration may be completed within 3 business days 
(with 30% mark-up), 2 business days (with 50% mark-up) or 1 business day (with 100% mark-
up).

By virtue of law, data recorded in the public register is deemed accurate and true (prima facie 
evidence) unless rebutted.

Data contained in the Real Estate Register, as a general rule, is considered public insofar 
disclosure thereof is not explicitly restricted (e.g. classified information) and complies with the 
personal data protection requirements.

Normally any person, upon paying the set fee, may order an extract on any real estate registered 
with the Real Estate Register based on the address of real estate, its identification number, or 
name or identification number of the legal person.

Access to the data of the Real Estate Register based on the name, surname and/or personal 
number of a natural person is available only to certain qualified authorities, organisations and 
officers (e.g. state authorities, notaries public, bailiffs, credit institutions, insurance companies, 
attorneys-at-law).

LEGAL OVERVIEW

Lithuania

•	 Construction works. In the process of construction works, design, technical and State 
supervision is performed.
•	 Occupancy permit. A newly constructed or reconstructed building or a building after its 
major repairs can be operated only after recognition of the building as suitable for use by 
the State commission, such recognition resulting in issuance of the occupancy permit for the 
building.
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Lithuanian Tax System

(as from 1 January 2010)

Introduction

To improve the investment climate in Lithuania some new 
simplifications and tax reliefs were introduced into the tax 
system with effect from 1 January 2010.  

Amendments to the Corporate Profit Tax Law were 
introduced stipulating that:
•	 The	standard	corporate	income	tax	rate	is	reduced	from	
20% to 15% with effect from 1 January 2010.
•	 Interest	 paid	 by	 Lithuanian	 companies	 to	 foreign	
companies established in the EEA and in countries, with 
which Lithuania has a treaty for the avoidance of double 
taxation, is not subject to withholding tax in Lithuania. 
•	 Current	 year	 operating	 losses	 incurred	 after	 1	 January	
2010 can be transferred to another legal entity of the group 
if certain conditions are met.
•	 Restrictions	of	withholding	tax	exemption	on	dividends	
paid to shareholders with stakes of 10% or more held for a 
minimum of one year were abolished.
•	 No	 withholding	 tax	 is	 applied	 on	 dividends	 received	
from EEA countries if these dividends were proportionally 
distributed from profits which were subject to CIT.
6%	health	tax	on	individual’s	income	from	distributed	profits	
or capital gains was cancelled with effect from 1 January 
2010.
Due to the amendments to the European Council Directive 
2006/112/EC the following amendments of the Lithuanian 
Value Added Tax Law were adopted with effect from 1 
January 2010:
•	 rules	on	determination	of	the	place	of	supply	of	services	
were amended;
•	 the	system	of	VAT	refund	from	other	Member	States	was	
reformed;
•	 additional	reporting	requirements	were	introduced.

Corporate Profit Tax

Tax basis and tax rate

The standard corporate profit tax rate is 15%. Taxable profit 
of small entities (i.e. entities whose average number of 
listed employees does not exceed 10 and whose income 
does not exceed LTL 500,000 (EUR 144,810) within the tax 
period is subject to corporate income tax at 5% with certain 
exceptions.

Lithuanian entities are taxed on their income sourced inside 
and outside Lithuania except for income sourced through 
permanent establishments in countries which are members 
of EU or which has a DTT with Lithuania and where that 
income were subject to tax.

A foreign entity that owns real estate in Lithuania should not 
be considered to constitute a permanent establishment for 
profit tax purposes in Lithuania if the real estate is not used 

by the entity for commercial activities other than rent or 
sale of the property. Income from rent or sale of immovable 
property registered in Lithuania is subject to withholding tax 
at the rate of 10% for foreign entities.

Where a permanent establishment is deemed to exist, the 
foreign entity is subject to broadly the same taxation regime 
as a Lithuanian resident entity, i.e. income received from rent 
or sale of immovable property is treated as ordinary taxable 
income. 

The following relieves are available:

Tax relief for investment projects. Entities carrying out 
investment projects are entitled to reduce their taxable 
profit by up to 50% by the actually incurred acquisition costs 
of fixed assets meeting certain requirements. Depreciation 
(amortisation) expenses of such fixed assets shall be deducted 
in a common manner. Taxable profit can be reduced by the 
above-mentioned costs only if they are incurred during 
the period of 2009 – 2013. The costs exceeding the above-
mentioned 50% limit can be carried forward for 4 years.

Tax relief for Research and Development. Expenses, except 
for	 fixed	 assets’	 depreciation	 (amortisation)	 expenses,	
incurred for Research and Development purposes can be 
deducted three times within the tax period when they are 
incurred, provided that Research and Development works 
performed are related to ordinary business activities. 

Corporate profit tax relief applies to companies investing 
into free economic zones. Currently there two such zones in 
Kaunas and Klaipėda. The zones are attractive locations for 
industrial and logistic property development.

Depreciation

The depreciation of buildings and other structures is 
calculated separately for each asset for profit tax purposes. 
Generally, buildings may be depreciated over periods from 
eight to twenty years. Depreciation of buildings may be 
calculated using either a straight line or double declining 
balance method. Land is not depreciable.

Capital gains

Capital gains on transfer of shares are exempt from profit tax 
provided that the following conditions are met:

a) a company is transferring shares of the entity which is 
subject to corporate profit tax or similar tax and is registered 
or otherwise organized in EEA member states or in other 
countries members of a treaty for avoidance of double 
taxation with Lithuania, and
b) the company holds in that entity over 25% of shares for 
more than 2 years.

This relief does not apply for cancellation of shares upon 
reduction of the share capital or liquidation of a company. 

Prepared by PricewaterhouseCoopers
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Capital gains on sale of other shares are considered as 
ordinary business income and are subject to the standard 
profit tax rate.

Mergers and acquisitions

Acquisition of shares of a Lithuanian entity or increase of its 
authorised capital is not subject to capital duty.

Due to the implementation of the Council Directive 90/434/
EEC on Mergers&Acquisitions, reorganisation including 
merger of the companies can be performed tax neutrally. 
Certain conditions apply with respect to reorganisation type 
and companies involved (e.g. Lithuanian entities shall be 
taxed at the standard profit tax rate, foreign entities involved 
shall have the business organisation form listed in the Annex 
of the aforementioned Council Directive, etc.).

Goodwill and negative goodwill can be recognised in two 
cases: a) when an entity acquires the activity of another 
entity either in whole or in part or b) one entity acquires the 
shares of another entity with the intention of controlling 
its net assets and activities and subsequently these entities 
are merged. Goodwill is amortised for tax purposes over 15 
years.

Losses carried forward

Tax losses can be carried forward for an unlimited period 
of time. Losses incurred from disposal of securities can be 
carried forward for a period of five years and can only be 
offset against income of the same nature.

Upon the merger the tax losses of the merged companies 
can be carried forward provided that the same activities are 
continued to be carried on for at least three years after the 
merger. 

Operating tax losses incurred after 1 January 2010 can be 
transferred from one company to another within the same 
group of companies if certain conditions are met.
 

Thin capitalisation rules

The thin capitalisation rules apply to Lithuanian entities or 
Lithuanian permanent establishments controlled by group 
entities with the controlled debt to either Lithuanian or 
foreign group entities. If the debt/equity ratio of a Lithuanian 
entity exceeds 4:1, the interest expenses on the part of the 
controlled debt exceeding the ratio are deemed to be non-
deductible for tax purposes unless the entity has evidences 
that interest rate is at fair market value. 

Transfer pricing rules

Under the Lithuanian Law on Profits Tax, all transactions 
between related parties must be performed at fair market 
prices. 

Dividends

The general rule is that dividends paid to foreign/Lithuanian 
entities are subject to withholding tax at the rate of 15%. 

A participation exemption rule applies to dividends paid to 
companies holding not less than 10% of voting shares in the 
distributing company for a continuous period of at least 12 
successive months. The exemption only applies if the profit 
was subject to corporate income tax, except for when the 
payer is established in a free economic zone and the recipient 
of the dividends is a non-resident corporate shareholder. 

The participation exemption does not apply if the recipient 
of the dividends is established or otherwise organized in an 
offshore jurisdiction included in the special blacklist drawn 
by the Ministry of Finance. 
No withholding tax is applied on dividends received from EEA 
countries if these dividends were proportionally distributed 
from profits which were subject to CIT.

Royalties, Interest, Sale and Rent of Real Estate

Interest & Royalty Directive was implemented in the 
Lithuanian domestic tax legislation. However, Lithuania was 
granted a transitional period of 6 years. Currently royalties 
paid to related parties that are EU tax residents are subject 
to 10% withholding tax, however, the rate will be reduced to 
0% with effect from 1 July 2011. 

Taxation of interest is more favourable according to local 
legislation. With effect from 1 January 2010 interest paid by 
Lithuanian companies to foreign companies established in 
the EEA and in countries with which Lithuania has a treaty for 
avoidance of double taxation, are not subject to withholding 
tax in Lithuania.

Income from sale of real estate located in Lithuania and 
received by a non-resident company (except for income 
received through its permanent establishment in Lithuania) 
is subject to 10% tax on gross proceeds, with a possibility 
to apply to the tax authorities for a re-calculation of tax in 
respect of capital gains only. Income from lease of real estate, 
received by a non-resident company is subject to 10% 
withholding tax with no deductions.

Collective investment undertakings

Lithuanian legislation allows establishing special collective 
investment undertakings for investment in real estate. 
Investment income received by these undertakings are 
not subject to corporate profit tax, however, quite strict 
requirements has to be met. Furthermore, undertakings in 
the form of investment fund may register for VAT purposes; 
however, a management company managing the investment 
fund will be liable for their VAT obligations. 

Individual Taxes

Individuals are liable to personal income tax at the rate of 

TAXATION OVERVIEW

Lithuania
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15% for employment-related income and 20% for income 
from distributed profits. Furthermore, starting from 1 January 
2009 income received by Lithuanian tax residents working 
under employment contracts is also subject to health tax at 
a rate of 6%. The social security contributions are at the rate 
of 3% for employees and 30.98 – 31.7% for employers. 

Indirect Taxes

VAT is levied on the supply of goods and services at the 
standard rate of 21%. A Lithuanian entity/individual must 
register for VAT purposes if turnover exceeds LTL 100,000 
(approx. EUR 29,000) for a period of 12 successive months. 
This threshold, however, is not applied to foreign entities/
individuals which should apply for registration from the 
commencement of their activities in Lithuania. Registration 
is completed within 7-12 business days. Retrospective 
registration is not possible.

Taxable persons of other Member States may register 
either directly, or through their subdivision/fiscal agent in 
Lithuania. Other foreign companies are obliged to appoint a 
fiscal agent for VAT registration purposes. 

Sale of Real Estate

As a general rule, sale of new buildings(in use for less than 
two years after their construction), land for construction or 
land with new buildings is subject to VAT at the standard rate 
of 21%. Sale of buildings used for more than 2 years after 
their completion or material improvement is VAT-exempt, 
with an option to tax. 

In case of exempt transactions, a Lithuanian VAT payer has 
an option to tax sale of real estate, including land if the real 
estate is sold or rented to another Lithuanian VAT payer 
being a taxable person which performs business activities. 
The option applies for a period of not less than 24 months. 
The option should be reported to the tax authorities.

Lease of Real Estate

Lease of real estate (buildings and land) is VAT-exempt, 
with an exception for residential premises for a term not 
exceeding 2 months and premises for parking or keeping of 
any means of transport or similar property. A VAT payer has 
an option to tax, as well. 

In case of exempt transactions, a VAT payer has the right to 
opt for taxation so that VAT is charged on lease of the property 
to VAT payers that are taxable persons performing economic 
activities. To the extent that the company exercises this right 
in respect of one lease, it will automatically apply to all lease 
agreements with VAT payers that are taxable persons for the 
following 24 months. The option should be reported to the 
tax authorities.

Real Estate Tax

Real estate tax is levied on the value of immovable property 
owned by both Lithuanian and foreign legal entities. 
Immovable property owned by individuals and used for 
commercial purposes is also subject to real estate tax. 

The real estate tax rate ranges from 0.3% to 1% depending 
on local municipalities.

The taxable value is deemed to be the average market value 
determined by mass valuation according to the main purpose 
and location of the property, or the replacement value 
in respect of some specific types of real estate. Taxpayers 
may request for application of a value obtained from an 
independent valuator if the value under this approach differs 
from the average market value or the replacement value by 
more than 10%.
Exemptions may apply, e.g. to property owned by religious 
organisations, charity funds or real estate located in free 
economic zones.

The taxable period is a calendar year. Real estate tax returns 
must be filed and tax due must be paid before the 1st 
February of the next year. Advance real estate tax payments 
are made by legal entities 3 times per year. Each payment 
consists of ¼ of the annual amount.

Land Tax

Private land owned by companies and individuals is subject 
to annual land tax at 1.5% of the value of the land located in 
Lithuania. The taxable value is determined according to the 
rules established by the Government of Lithuania.

The taxable period for land tax is a calendar year and the tax 
due has to be paid by the 1st November of the following 
year. 
 
State-Owned Land Lease Tax

Lithuanian and foreign companies which use state-owned 
land for their economic activities are subject to land lease 
tax. The minimum tax rate is 0.1% and the maximum rate is 
4% of the value of the land. The actual tax rate is established 
by municipalities.
 
The taxable period for land lease tax is a calendar year. 
Municipalities establish the tax payment deadlines.

Notary and registration dues 

Notary dues are imposed upon the transfer of real estate, 
they are ranging between 0.2% and 0.6% of the value of 
real estate, however, they shall not exceed LTL 50,000 (EUR 
14,481) for one transaction. 

The state duties imposed upon the registration of a transfer 
of real estate vary from LTL 80 (EUR 23) to LTL 5,000 (EUR 
1,448), depending on the value of the real estate.
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COUNTRY INFORMATION

Latvia

LATVIA

ESTONIA

SWEDEN

NORWAY

IRELAND

FINLAND

GREAT BRITAIN

GERMANY

FRANCE

BELGIUM

HOLLAND

UKRAINE

BELORUSSIA

RUSSIA

SPAIN

PORTUGAL

ITALY

POLAND

LITHUANIA

DENMARK

Democratic, parliamentary republic
 

Saeima, the 100-seat unicameral 
parliament, re-elected by direct popular 
vote every four years

President, who is elected by Saeima for 
a four-year term. Current President is 
Valdis Zatlers (since July 2007)

Full member of NATO and the EU since 
2004

Latvian Lats (LVL), 1 lats=100 santims

Pegged to Euro at the following rate: 1 
EUR = 0.702804 LVL

Politics

Type of
Government  

Legislative
Body

Head
of the State

International
Membership

Currency

Currency

Peg

Key macroeconomic / social indicators 

  Indicator 2006 2007 2008 2009 2010* 2011* 2012*
 Population, thousand (beginning of year)         
 Latvia  2,295 2,281  2,271 2,261 n/d n/d n/d
  Riga 728 722 717 713 n/d n/d n/d
  Daugavpils 109 108 106 105 n/d n/d n/d
  Liepaja 86 85 85 85 n/d n/d n/d
  Jelgava 66 66 66 65 n/d n/d n/d
 Macro-economic indicators        
 GDP annual growth, % 12.2 10.0 -4.6 -18 -4 2 3.8
 GDP per capita, EUR 6,948 8,725 9,570 8,237* n/d n/d n/d
 Private consumption annual growth, % 21.2 13.9 -11 -23.5 -12 2 5
 Average annual inflation, % 6.5 10.1 15.4 3.5 -3.7 -2.8 0
 FDI per capita, EUR (beginning of year) 2,499 3,225 3,553 3,654 n/d n/d n/d
 Labour market        
 Unemployment rate, % 6.8 6.1 7.5 17.2 21.5 19.5 18
 Average monthly gross wage, EUR 430 566 684 650 n/d n/d n/d
 Average monthly gross wage annual growth,  % 23.6 31.5 20.5 -5.0 n/d n/d n/d
 Trade        
 Retail sales growth (in December y/y), %,
 at constant prices 25.3 1.0 -13,2 -28 -9 n/d n/d
 Exports annual growth, % 6.6 11.1 -1.3 -15 5 7 11
 Imports annual growth, % 19.3 15.0 -13.6 -34.0 -7 6 9

 Sources: Central Statistical Bureau of Latvia, Bank of Latvia, Ministry of Finance of Latvia, Ministry of Economics of Latvia, Swedbank
 *Preliminary data
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Retail Market Profile

Key Trends – 2009

•	 The	retail	turnovers	continued	to	decrease	over	2009	in	
line	with	the	country’s	economy	as	a	whole.	Retail	turnover	in	
end of year 2009 decreased more than 30 percent comparing 
with highest point in year 2007.

Source: Statistics, Latvia

•	 In	 year	 2009	 retailers	 already	 operating	 in	 Latvian	
market were forced to work in “survival mode”, stopped their 
expansion and occasionally started closing retail location. 
Like, Estonian chain Selver (entered in Latvian market in 2008 
with the first stores) decided to close operations in Latvia 
less than one year after the launch of its maiden store in the 
recession-hit Baltic state.

Major leases in 2009

 Tenant Project GLA, sq. m

 Prisma Riga Plaza ~8,000

Source: Re&Solution

•	 In	 year	 2009	 	majority	of	 retail	 developers	were	 forced	
to struggle for achieving the financial stability rather than 
thinking of new developments, so they were forced to 
postpone construction of new retail schemes and extension 
of the existing ones.

Major retail property projects in 2010

 City Project Developer GLA, sq. m

 Riga Galleria Dawnay Day Carpathian 38,000
    Patollo

Source: Re&Solution

Source: Re&Solution

•	 In	 2009	 the	 following	 retail	 objects	 were	 delivered	
in Latvia- shopping centre Riga Plaza (50,000 sq. m) was 
opened in March, and also a few small retail projects have 
entered the market this year- Liiba (9,000 sq.m) shopping 
centre in Kekava, a new shopping centre Baata (8,500 sq. m) 
in Liepaja and a small renovated Raibais Suns SC (3,750 sq. 
m) in Sigulda. 

Prepared by Re&Solution
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REAL ESTATE OVERVIEW

Latvia

•	 Landlords	 suffer	 from	 increasing	 vacancy	 rates	 and	
tenants’	insolvency	thus	undertake	various	risk	management	
measures in order to avoid or at least reduce negative effects 
of the current uncertain market situation. Management of 
vacant space becomes crucial as the change of tenants has 
intensified. Also longer period is needed to find a new tenant 
in the vacant space. 

Source: Re&Solution

Retail rentals

 Type of tenant Rent, EUR /sq. m/month

 Anchors
 (supermarkets, DIY stores) 5-10
 Home appliance, electronics 5-10
 Clothes, footwear, accessories: 
       Up to 200 sq. m 15-30
      200-500 sq. m 8-16
      Over 500 sq. m 6-10
 High street 20-40

Source: Re&Solution

Consumption budget of one inhabitant (Year 2009)

Grocery
29%

Other
expensess

4%

Services
31%

Non-grocery
36%

Galleria Patollo, Riga

Outlook – 2010

•	 It	is	expected	that	the	economic	slowdown	paired	with	
limited availability of financing will hinder the implementation 
of the new retail schemes. Thus, it is expected that most 
of the retail schemes will be delayed, while others will be 
postponed for uncertain period of time or cancelled at all.
•	 Only	one	considerable	retail	development	is	foreseen	in	
the year 2010, i.e Galleria Patollo (38,000 sq. m) scheduled to 
be opened in Autumn. 
•	 The	demand	for	retail	premises	will	be	highly	correlated	
with	 the	 performance	 of	 country’s	 economy	 and	 the	
performance of retail trade. However, it is expected that 
the demand for retail premises will be highly limited in the 
coming year.
•	 Given	the	evaporating	demand	for	retail	premises,	which	
is not expected to recover in the coming years, the rent 
prices are expected to experience a downward pressure 
with the retailer operators reviewing the rent prices also 
under concluded lease agreements.  Large shopping centres 
will be more competitive during the recession years due to 
existing customer flows as well as ability and experience 
to exploit join marketing campaigns. However, vacancy is 
expected to be at the high levels also throughout the year 
2010.
•	 As	soon	as	the	prospects	of	the	economy	become	clear,	
we expect entrance of international retail chains that will be 
able to enter the market quicker and with larger network at 
much lower rent prices than during the years of economic 
boom.
•	 The	 retail	market	 is	 expected	 to	 start	 recovering	when	
unemployment level stabilizes and begins to decrease in 
turn stimulating consumption recovering. 
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Office Market Profile

Key Trends – 2009

•	 Due	to	economic	recession	office	market	was	changed	
too. In year 2009 office supply significantly exceeds existing 
demand, following by decreasing of rental fees and increasing 
of vacancy rates.
•	 The	 general	 office	 vacancy	 rate	 reached	 18%	 in	 2009.	
New projects are struggling with vacancy rates of 50% 
or higher. The cost cutting mood in Latvian businesses is 
creating demand for relocation to new and efficient office 
space, but because of the headcount cuts in both the private 
and state sectors, it is likely to take several years to absorb all 
new space. Vacancies in the CBD increased to 15% in 2009.

Source: Re&Solution

•	 The	most	significant	decline	in	rental	fees	was	noticed	in	
2H of 2008 (B class office rents decreased around 25%, A class 
– around 15%), however, rental fees continued to decline also 
in 2009. Some landlords, mostly local developers, are facing 
financial challenges and have been forced to renew lease 
agreements at lower rents as they are not able to sustain 
higher vacancies.
 

Source: Re&Solution

Prepared by Re&Solution

•	 The	 market	 for	 modern	 offices	 in	 Riga	 has	 been	
undersupplied for years, which led to numerous new 
developments and an increase of almost 50% in the total 
office stock in 2007/2008 to around 405,000 m2. In addition 
91,000 m2 of office space came onto the market in 2009 
from projects that were started during the boom period and 
were completed during the market downturn. Meanwhile, 
the demand for office space has fallen significantly as 
companies have revised their expansion and relocation 
plans. Many development projects have therefore been 
postponed, construction preserved and some are facing 
liquidity problems as sales are far below business plans. 

Source: Re&Solution

Source: Re&Solution

Zala1 offices, Riga
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REAL ESTATE OVERVIEW

Latvia

Outlook – 2010/2011

•	 When	 the	 outlook	 of	 the	 economic	 performance	 will	
become clearer the situation in the office market is expected 
to change. At the moment all trends are dependent on 
economic	 performance	 and	 the	 government’s	 ability	 to	
reverse the downward trend.  
•	 The	 coming	 years	 will	 challenge	 efficiency	 of	 local	
enterprises. It is expected that in the search of cost cutting 
possibilities companies will continue to relocate to more 
efficient space as well as consolidate operations at single 
location. 
•	 Rents	are	expected	to	continue	decreasing	in	2010	due	
to increasing vacancies. The general office vacancy rate is 
expected to reach 20-22% in 2010. Vacancies in the CBD are 
expected to grow slightly to around 18-20% in 2010 due to 
oversupply and weak demand
•	 Yields	are	expected	to	stabilise	due	to	lower	interest	rates	
and a slightly improving credit situation, but long-term yield 
recovery is not expected until the real economy recovers.
•	 Most	 of	 the	 planned	 projects	 that	 are	 not	 initiated	 till	
now will be postponed for uncertain period of time or even 
cancelled. From projects that were started during the boom 
period and were completed during the market downturn 
in year 2010 only another 25,150 m2 is expected to be 
completed.

SWH office complex, Riga

Source: Re&Solution

Major leases in 2009

 Tenant Project GLA, sq. m

 Parex Parex office building ~17,500
 Nordea Alojas Biznesa Centrs ~10,600
 Bite INDI centrs ~2,000
 Henkel Europa Business Centre ~800
 NCC Elipse BLC (offices) ~600

Major office property projects in 2010

 City Project Developer GLA, sq. m

 Riga Larix, Zala street 1 Larix Property 4,750
   DnB Nord office  DnB Nord  16,500
   building
   RSTA/ office building RSTA AS 3,900
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Warehouse Market Profile 

Key Trends – 2009

•	 The	warehouse	property	stock	in	Latvia	is	concentrated	
mainly in and around the capital city of Riga, where 
approximately a third of the population resides. Current 
logistics locations include Marupe (especially in areas close 
to the airport), Olaine and Kekava. 
•	 Kekava,	 in	particular,	 looks	set	to	become	an	important	
distribution hub, by virtue of its proximity to the A7 (part 
of the Via Baltica route) and the significant developments 
which already took place there (e.g. Dominante Park). 
•	 Additionally,	 the	 three	 major	 Latvian	 ports,	 Liepaja,	
Ventspils (the largest on the Baltic Sea) and Riga, have seen 
increased activity in logistics development in recent years. 
More	is	expected	in	the	medium	term	as	the	ports’	profile	as	
effective transport routes grows within the wider European 
market.
•	 The	 total	 size	 of	 the	 modern	 logistics	 and	 industrial	
market amounts ~ 450,000 sq.m.

Source: Re&Solution

Source: Re&Solution

•	 Similarly	as	in	other	baltic	countries,	cost	reduction	has	
been	the	main	occupiers’	objective	last	year	as	they	tended	
to adjust to tight economic conditions. The outcome of these 
cost cutting measures was space consolidation as well as the 
renegotiations of leases in order to secure more favorable 
lease terms. As a result, rent rates in Riga dropped by ~30% 
last year. 

Prepared by Re&Solution

Warehouse and logistics property rentals 

 Quality In Riga In  suburb of Riga
 of premises Rent/EUR  Rent/EUR  
  /sq. m/month /sq. m/month

 Unrefurbished 1,5-2,5 0,5-2,0
 Renovated 2,0-4,5 2,5-4,0
 Modern 4,0-5,0 3,5-4,5

Source: Re&Solution

•	 Vacancy	rates	varied	project	by	project,	however	in	most	
cases were not below ~20-25%. 

•	 In	 year	 2009	 there	 was	 completed	 new	 logistic	 and	
business	centre	‘’Elipse	BLC’’		with	total	space	30.000	sq.m.

Source: Re&Solution

Major leases

 Tenant Project GLA, sq. m

 SIA “Mobil Plus Elipse BLC 4,400
	 	ADV‘‘

Source: Re&Solution
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REAL ESTATE OVERVIEW
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Outlook – 2010/2011 

•	 At	the	current	market	conditions	we	do	not	foresee	any	
speculative developments in the area of warehouse property. 
Only built-to-suit warehouse facilities can be expected to be 
developed in the market.  A large number of logistic and 
industrial projects not started or unfinished- will remain 
preserved.
•	 However,	 development	 of	 the	 sector	 will	 depend	 on	
the ability of developers to satisfy the requirements of the 
tenants by providing qualitative and efficient warehouse 
premises at acceptable rent price.
•	 Looking	 forward	 for	 the	 cost	 cutting	 and	 optimization	
opportunities major retailers and transportation companies 
will come back to their plans with respect to relocation to 
modern warehouse premises.
•	 Support	of	the	banking	system	and	inflow	of	international	
capital, from both investors and international developers will 
be the key for evolution of the industry.
•	 As	 the	market	 is	entering	a	 saturation	phase,	 it	 caused	
also drop in lease rates. Given the current economic situation, 
current phase of industrial market will continue for at least 
1 year, followed by stabilization of rental fees and vacancy 
rates (with prognozed long-term vacancy rate 5-10%).

Elipse BLC, Riga
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Investment Market Profile

Key Trends - 2009

•	 Foreign	 investors	have	tended	to	overlook	Riga	market	
because of the macroeconomic and real-estate sector 
problems. However, the best bargains are made in times 
when investors are leaving; troubled projects create 
opportunities for buyers of distressed assets, and high yields 
attract	investors’	interest.	
•	 In	 general,	 majority	 of	 existing	 developers	 involved	
in any real estate project are forced to struggle for 
achieving the financial stability rather than thinking of new 
developments. 

Source: Re&Solution

•	 As	 a	 consequence	 of	 the	 tightening	 of	 financing	
conditions local developers were forced to start selling 
off properties for development as well as attractive cash-
flow objects that lead to the significant amount of supply. 
However, many transactions were postponed or cancelled 
at all.
•	 Economic	 uncertainty	 had	 direct	 effect	 on	 the	 quality	
of the investment products (vacancy rates, rent rates, etc.). 
Real-estate financing in Latvia has been frozen, leaving room 
for cash buyers only.  Increased costs of borrowing and 
significantly tightened credit policy have induced developers 
to start considering alternative financing opportunities, 
for example, forward funding or disposing of currently 
possessed assets. 
•	 There	 have	 been	 virtually	 no	 remarkable	 transactions	
during the 2009. 

Source: Re&Solution

Prepared by Re&Solution

Outlook - 2010/11

•	 The	 performance	 of	 local	 economy	 will	 influence	 all	
segments of real estate sector. The quality of the investment 
products will mostly depend directly on local economic 
conditions and also on global economy trends. In order 
to attract the investors in light of poor investment climate, 
sellers will have to offer premium returns compared to other 
EU countries.
•	 In	 November	 2008,	 the	 Government	 of	 Latvia	 was	
forced to ask for the financial support from International 
Monetary Fund. The financial support, to be provided 
subject to considerable fiscal spending cuts, will be aimed 
at refinancing budget deficit and support liquidity in the 
banking sector. Therefore recovery of the banking sector 
will be an important factor for the development of the real 
estate industry. 
•	 The	 market	 is	 expected	 to	 start	 recovering	 when	
unemployment level stabilizes and begins to decrease in 
turn stimulating consumption recovering. 
•	 Most	of	distressed	sales	are	expected	by	both	developers	
and banks, mainly in the field of development land, 
apartments and highly vacant commercial properties.  

•	 Although	 Latvia’s	 downward	 economic	 cycle	 and	
the global financial turbulence do not currently support 
investments, Riga remains an attractive investment 
destination due to its outstanding geographical location, its 
relatively low saturation of long-term developments and the 
considerable size of the city.

Source: Re&Solution
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Prepared by Kļaviņš & Slaidiņš LAWIN

Are there any legal restrictions 
on ownership of real estate 
(interests in entities which 
own real estate) by particular 
persons?

Can a legal owner lose the title 
to real estate due to restitution 
claims?

Describe formal requirements 
for real estate sale and 
purchase. 

Foreigners are prohibited to acquire urban land title to:

•	 land	in	state	frontier	areas;
•	 protected	coastal	areas	of	the	Baltic	Sea	and	Riga	Bay,	and	other	public	bodies	of	water,	
except for the areas where construction is permitted according to the municipal territorial 
planning; and
•	 agricultural	and	forest	land	as	indicated	in	the	municipal	territorial	planning.

Also, foreigners are prohibited to acquire rural land title to:

•	 land	in	state	frontier	areas;
•	 land	in	nature	reserves	and	zones	of	other	protected	territories	in	nature	reserves;	
•	 land	in	protected	coastal	areas	of	the	Baltic	Sea	and	Riga	Bay;	
•	 land	within	 the	protected	zones	of	public	bodies	of	water,	 except	 for	 the	areas	where	
construction is permitted according to the municipal territorial planning; 
•	 agricultural	and	forest	land	as	indicated	in	the	municipal	territorial	planning;	and
•	 land	within	mineral	deposits	of	national	importance.

Foreigners are not prohibited to acquire shares in a company which owns real estate in Latvia. 
However, it should be noted that the law has established certain restrictions in respect of the 
companies themselves which want to acquire land in Latvia. Land in Latvia can be acquired 
by a capital company registered in the Republic of Latvia or another European Union Member 
State: 

•	 where	 more	 than	 a	 half	 of	 the	 share	 capital	 is	 owned	 by	 Latvian	 citizens,	 citizens	 of	
the European Union, Latvian state or municipality – by each individually or several entities 
jointly; 
•	 where	more	than	a	half	of	the	share	capital	is	owned	by	natural	persons	or	legal	entities	
from the countries with which the Republic of Latvia has entered into international treaties on 
facilitation or protection of investments;
•	 where	more	than	a	half	of	the	share	capital	is	owned	by	several	entities	referred	to	in	the	
above paragraphs (i) and (ii) jointly;
•	 which	is	a	public	joint	stock	company,	and	its	stock	is	quoted	at	the	stock	exchange.

According to the Latvian laws, owners and certain qualifying descendants of owners whose 
real estate was nationalised under the laws of the former Soviet Union were entitled to restore 
their ownership rights to the buildings until 31 December 1996 and in respect to the land 
plots – until 1 September 2008. Nevertheless, it is to be emphasised that ownership rights 
are not restored inter alia to the real estate that has been acquired into ownership by third 
parties in good faith. The State is obliged to compensate the descendants of owners of such 
real estate under the prescribed procedure.

Legal Overview

1. Ownership

2. Sale and purchase of real estate

According to the law, the title can be transferred only to real estate which is registered with 
the Land Register. This forms one of the underlying preconditions for transfer of the title. 
In addition, it is the presumption of law that a person (natural person, legal entity, state or 
municipality) registered with the Land Register as the owner of real estate is considered the 
lawful owner having full control of the property. In any transaction involving transfer of the 
title, it is of utmost importance to have the property registered in the name of the buyer as 
soon as possible in order for the buyer to obtain all rights of the owner with respect to third 
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Describe formal requirements 
for execution of a lease (form, 
registration, etc.).

Are there any statutory 
restrictions on a lease term?

Does a tenant have a statutory 
right to extend or renew its 
lease?

Rent and its adjustment: are 
there any statutory restrictions 

3. Lease of commercial real estate

The law does not prescribe a compulsory form for lease agreements. Therefore, they can be 
entered into in a freely chosen form at the discretion of the contracting parties. If the tenant 
wishes to register the lease rights with the Land Register, then the requirement for the written 
form of the lease agreement shall be complied with. The lease becomes effective as of the 
date indicated in the lease agreement and it does not necessarily have to coincide with the 
date of signing. Registration of lease agreements with the Land Register is not compulsory. 
However, it is advisable in case the tenant wants to ensure that the lease is binding on third 
parties and remains effective in case the landlord is changed.

There is no statutory requirement as to the term of commercial lease. It depends solely on the 
needs and agreement of the contracting parties.

In respect of commercial lease, the law does not provide for the rights of a tenant to extend or 
renew the lease term; however, such rights could be agreed upon in the lease agreement.

It is a common practice in Latvia that the rent is adjusted annually based on the consumer 
price index, other percentage agreed by the parties, or tied to the turnover. The latter is 

parties.

As a real estate acquisition agreement should be filed with the Land Register to register the 
change in title, this agreement should be expressed in writing. In case this requirement of 
a form is not observed, the transaction is not valid and no entries will be made in the Land 
Register. One original of the agreement must be filed with the Land Register for enclosure to 
the file of the respective real estate.

If real estate is alienated in the territory of the municipality, then the respective municipality 
enjoys the pre-emptive right (with certain exceptions). Co-owners enjoy the pre-emptive 
rights (established by law), also an owner of a building has such rights, if the building is 
located on the land owned by another person and the land is alienated. The pre-emptive 
right can also be contracted under an agreement.

The title to real estate is acquired as of the moment it is registered with the Land Register.

The Civil Law of Latvia establishes a duty of the seller to disclose all defects known to him 
(both physical and legal) to the buyer. Otherwise the seller will be liable against the buyer, and 
the buyer can submit a claim for indemnification of losses or abolishment of the transaction.

In practice the balance is mostly equal, because sellers are not interested in hiding the actual 
condition of the property.

Registered encumbrances (for instance, servitudes, notes on utilities, etc.) are not deleted 
in the event of change of the owners and remain binding on the new real estate owner as 
well. The parties may agree on other contractual commitments concerning the property (for 
instance, mortgage) in the course of transaction, and they are either deleted or transferred to 
the new owner.

Lease agreements are transferred to the new owner. If the lease agreement is registered with 
the Land Register, then it is binding for the new owner, and the new owner can terminate 
it only under the procedure established by the agreement or by law. If the lease agreement 
is not registered with the Land Register, the new owner can terminate the lease agreement. 
Any construction documentation (technical designs, construction permits, guarantees, etc.) 
related to the real estate has to be re-registered in the name of the new owner, because it is 
not automatically transferred to the new owner.

Does any third person 
(governmental authority, etc.) 
have a pre-emptive right to 
acquire real estate subject to 
sale?

Describe the moment of 
acquisition of ownership to real 
estate.

Does the seller have a statutory 
disclosure or warranty 
obligation?

Seller’s warranties v. buyer’s 
due diligence: what is the most 
common balance?

What is the effect of transfer 
of real estate on contractual 
and other rights, obligations 
and warranties? Do these pass 
over along with the title to real 
estate?
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4. Construction

Describe common stages of 
construction (development) 
process, including permits 
involved..

•	 Territorial planning. It comprises preparation of detailed planning in case a wider territory 
is built up, consisting of several land plots. Under the planning, the location of engineering 
communications, roads, infrastructure, etc. is designed and planned.
•	 Environmental impact assessment is required in case the planned construction falls 
within the list of particular activities established by the laws.
•	 Application concerning intention of construction and documents pertaining thereto. 
The initiator of construction files an application with the local government concerning the 
planned construction and in case of a positive decision receives the planning and architectural 
task and applicable technical regulations (requirements).
•	 Designing work. This stage includes preparation of a sketch (preliminary) design 
and approval thereof with the Construction Board, preparation of a technical project and 
approval thereof with the Construction Board, as well as performance of the necessary expert 
examinations.
•	 Receipt of a construction permit. Latvian laws and regulations do not establish a specific 
term within which the construction permit has to be issued. In practice it could take 30 days 
as of the receipt of the application. The construction permit is issued for the term set by the 
Construction Board; however, it may not be shorter than 1 year. The construction permit 
can be revoked in case the statutory construction procedures are not complied with, the 
construction work is not commenced within one year as of the receipt of the construction 
permit or other statutory requirements are not observed.
•	 Performance of construction works. In the course of construction works, the design, 
technical and State supervision is carried out.
•	 Issuance of an occupancy permit. Putting of the building into operation is performed by 
a special commission established by the local government which assesses the readiness of 

on an amount of rent? What is 
the general market practise?

Alienation: what are the rights 
of the tenant and landlord with 
respect to assignment, sub-
lease or placing a charge over 
a lease?

What is the common form of 
eviction?

Describe any restrictions on the 
transfer of title to or creation of 
a lien on real estate subject to 
lease.

How does the transfer of real 
estate affect the tenant’s rights 
and obligations?

especially popular in relation to the lease of commercial premises in supermarkets. There are 
no restrictions on the amount of rent under the commercial lease contracts.

In accordance with provisions and principles of the Civil Law, the landlord can assign the lease 
(for instance, in case of change of ownership). The tenant is allowed to assign the lease upon 
prior consent of the landlord.

The tenant has a right to sublease the property only upon prior consent of the landlord and 
the terms and conditions of sublease may not provide for broader rights in respect to the 
object of lease than those provided for under the master lease agreement, as well as may not 
exceed the term of the master lease agreement.

Latvian law does not allow pledging of the lease rights and the Land Register does not 
perform registration of such pledges.

The Civil Law prohibits arbitrary eviction of tenants, even if such right is included in the lease 
agreement. Irrespective of the fact that any of the parties may have the right to unilaterally 
withdraw from or request termination of the agreement, the landlord is obliged to give a 
reasonable time period for vacation of the leased premises. If the premises are not vacated, 
the landlord has to lodge a claim with the court for eviction of the tenant, as well as for 
recovery of the rent and damages.

Latvian laws and regulations do not provide for specific restrictions. Restrictions could be 
imposed as a result of contractual relationship, for example, providing for the rights of first 
refusal of the tenant to the object of lease in case of sale thereof. 

Change of the landlord of the real estate may not serve as the grounds for giving notice of 
termination of the lease to the tenant and the tenant will continue exercising his rights and 
fulfilling his obligations. In the event that the lease agreement is not registered with the Land 
Register, the new owner of the real estate is not bound by the lease agreement and may 
terminate it.

Prepared by Kļaviņš & Slaidiņš LAWIN



Baltic property market report, 2010 39

LEGAL OVERVIEW

Latvia

5. Registration

Is all real estate required to be 
registered?

What rights (if any) to real estate 
are subject to registration? What 
are the consequences of failure 
to register them?

What time and costs are 
involved in registration of real 
estate (rights thereto)?

How reliable is the registration 
system?

Is the register publicly 
accessible?

the building for operation and issues an act on acceptance of the building for operation. On 
the basis of the occupancy permit the building is registered with the Land Register under the 
ownership right of the builder.

All real estate has to be registered with the Land Register except for temporary structures, 
engineering structures (for instance, parking lots, fences) and other structures not to be 
registered with the Land Register under the law.

Ownership rights (owner) have to be registered. Other rights (for instance, servitude rights, 
lease rights, encumbrances and similar) are not to be registered on mandatory basis; however, 
in practice persons enjoying such rights usually opt to register them.

If the owner does not register his ownership rights, then he cannot exercise them towards 
third parties. In accordance with the Civil Law of Latvia, the owner is the person who is 
registered with the Land Register.

Also, other rights, if not registered with the Land Register, will not be valid in respect to third 
parties.

Upon registration of the ownership rights over real estate, the state fee has to be reckoned 
which constitutes 2-3% of the transaction amount (subject to the type of transaction and 
persons involved), stamp duty (up to LVL 25), as well as notary costs of drawing and certifying 
the registration request.

The Land Register registers the filed documents within 14-30 days.

The registration system is reliable, and it reflects all actual data registered at the specific time. 
The registration duty is imposed on the parties to the transaction; therefore, conformity of the 
entries with the actual situation for the most part depends on activities of the parties to the 
transaction.

Data about cadastral numbers, addresses, owners, registered encumbrances and prohibitions 
is publicly accessible. Documents based on which the entries are made are not publicly 
accessible.
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Latvian Tax System

(as from 1 January 2010)

Introduction

Latvia has experienced many changes in its tax system over 
the recent years. Notable points that make Latvia attractive: 
the corporate tax rate is maintained at a low rate of 15%; 
following Latvia’s EU accession tax relief is still available to 
companies operating in enterprise zones and free ports; 
capital allowances on plant and machinery may exceed their 
acquisition value.

Corporate Income Tax (CIT)

Latvia levies CIT at a flat rate of 15% on adjusted accounting 
profits.  Corporate capital gains are taxed as ordinary income, 
except for sales of EU listed securities and EU registered open 
investment fund certificates, which are non taxable.  Capital 
allowances are computed under the reducing balance 
method and rates are fairly generous, from 10% for buildings 
to 70% for IT equipment. In addition, the value of new 
technology equipment is increased by coefficient 1.5 for tax 
depreciation purposes. Investment property accounted at 
fair value method may not be depreciated for tax purposes. 

Latvia does not apply any Controlled Foreign Companies 
(CFC) rules.  Also, there are no thin capitalization rules on 
interest paid to Latvian or EU banks, or to banks in double tax 
treaty countries.  Deductibility of other interest is restricted if 
the amount of borrowed capital exceeds equity more than 
four times, or if the interest rate is more than 1.2 times above 
the market average.

Dividends to qualifying EU companies may be paid without 
withholding tax (WHT).  Dividends paid to other non-residents 
will be subject to 10% WHT, or 5% if there is an effective 
double tax treaty.  If a foreign company decides to purchase 
real estate directly and to lease it out to an independent 
management company, the lease payments will be subject 
to 5% WHT.  If real estate (or shares in a company with Latvian 
real estate constituting 50% or more of its assets in the year 
of sale or in the previous year) is sold to a Latvian resident by 
such a non-resident, the sale proceeds will attract 2% WHT. 

Incentives for shareholders to reinvest profits in 
companies

Recent changes in CIT Law encourage shareholders to invest 
profits in the development of their company, rather than 
take them out in dividends.  Businesses will be able to reduce 
their taxable income by a notional amount of interest that a 
taxpayer would have to pay on a loan equal to his prior-year 
undistributed profit. 

Net operating losses 

Starting from 2010 losses can be carried forward eight years 

Prepared by PricewaterhouseCoopers

(formerly 5 years). A company in which more than 50% of 
shares (a controlling interest) have changed hands can utilize 
its tax losses if it continues for five years the same business it 
carried on during the two years before the change of control. 
When companies are reorganized by merger or spin-off, it 
may be possible to utilize losses accrued. 

Group taxation 

Companies forming a 90% group and meeting certain 
statutory criteria may surrender their current-year tax losses 
to each other. 

Personal Income Tax (PIT)

From 1 January 2010 personal income tax comprise not only 
salary tax, fixed income tax and trade tax, but also tax on 
income from capital (such as dividends, interest) and tax on 
sale of capital assets and patent fee (tax comprising personal 
income tax and social security contributions for sole traders). 
Capital assets include: financial instruments (e.g. shares, 
investment fund certificates, bonds and similar), immovable 
property, intellectual property.

The following tax rates apply from 1 January 2010:
•	 10%	 on	 income	 from	 capital	 (interest	 and	 dividends,	
insurance benefits related to longtime life insurance, private 
pension income); 
•	 15%	on	gains	on	sale	of	capital	assets;	
•	 26%	 on	 other	 types	 of	 income,	 including	 paid	
employment; 
•	 26%	on	trading	income;	
•	 2%	of	fees,	paid	by	a	Latvian	entity	or	a	sole	trader,	to	a	
non-resident individual for the disposal of real estate or other 
capital assets. On contrary, if the non-resident sells Latvian 
real estate (or shares in a company with Latvian real estate 
constituting 50% or more of its assets in the year of sale or in 
the previous year) to private individuals (i.e. who are not sole 
traders), foreign individual is taxed at 26% PIT on the gains, 
irrespective of the asset holding period.  
•	 Foreign	individuals	earning	Latvian-source	rental	income	
have to pay 26% PIT. 

Latvian and foreign individuals registered as taxpayers 
may deduct business expenses incurred in managing and 
maintaining property from taxable income. Income and 
expenses are recognized on the cash basis.

Social Insurance Contributions

Apart from PIT, salaries are also subject to social insurance 
contributions at a standard rate of 33.09% without any cap 
on employment income, split 9% and 24.09% between the 
employee and employer, respectively. Certain groups and 
registered taxpayers qualify for lower social security rates.

Indirect Taxes

The standard rate of Latvian VAT is 21%.  Certain supplies 
qualify for a reduced rate of 10%.  Exports and transits as well 
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as certain services treated as supplied outside Latvia may be 
zero rated (exemption with credit).

Property leases are subject to 21% VAT.  Renting property to 
individuals for residential purposes is exempt.  

The sale of land and buildings, other than unfinished, newly 
built or refurbished, is exempt (exemption without credit).  
The sale of newly built buildings is subject to 21% VAT on the 
sales price, while taxable value for sale of unfinished buildings 
is the difference between sales value and acquisition price. If 
a refurbished building is sold within one year of completion, 
VAT is charged on the difference between its selling price 
and value prior to refurbishment.  Building land is subject 
to 21% VAT. To date, Latvia has not introduced any option 
to tax provisions for VAT on real estate transactions. As from 
2010 there is a possibility for qualifying companies to create 
VAT group.  

Input tax is recoverable on the development or refurbishment 
of buildings intended for taxable supplies.  If the property is 
sold within a period of one to ten years of completion, then 
a portion of the VAT originally recovered must be repaid to 
the State.

Companies may also be subject to natural resource tax 
mostly on packaging, electrical and electronic goods and to 
excise duty on fuel, alcohol, tobacco and soft drinks.  The EC 
Customs Code applies to imports into Latvia.

Real Estate Tax (RET)

The following rates apply from 1 January 2010:

•	 1.5%	 of	 the	 cadastral	 value	 of	 land,	 buildings	 and	
engineering structures; 
•	 0.1	 -	 0.3%	 of	 the	 cadastral	 value	 of	 private	 dwelling	
houses and flats in apartment blocks or any part of a non-
residential building that is functionally used for living; and 
•	 3%	of	the	cadastral	value	of	uncultivated	farmland.	

The cadastral value is determined by the Land Service 
considering the type, location and use of a particular 
property, transaction prices over the previous two years, 
and other factors.  Although cadastral value should be 
approximated to market price, cadastral value is not always 
up to date and may be lower than current market prices. 
Local municipalities calculate the tax charge and notify the 
taxpayer by sending a calculation and payment schedule.

Newly constructed or reconstructed buildings used in 
business are exempt for one year after completion. Other 
relieves are available under the Real Estate Tax Act or 
determined by municipalities. 

Stamp duties

Stamp duties are levied on certain legal and other kinds 
of services, such as court trials, company formation and 
registration, licences for certain types of business activity, 

provision of information, notary services, operation of bills of 
exchange, and registration of real estate at the Land Registry 
(2% of the higher of deal value or cadastral value capped at 
LVL 30k (EUR 43k) per property). Due to this and potential 
VAT clawback, many investors prefer selling a company that 
holds real estate, as opposed to selling the asset itself.

Stamp duty is not payable if re-registration of real estate in 
the Land Registry is necessary due to re-organisation process. 
From 1 November 2009 the maximum amount of stamp 
duty payable for re-registration of the title to immovable 
property	in	case	of	contribution	in	kind	in	company’s	capital	
is reduced from LVL 30k (EUR 43k) to LVL 1k (EUR 1.4k).



Estonia
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Politics

Type of Democratic, parliamentary republic
Government 

Legislative Parliament (Riigikogu) consisting of 101  
Body members elected for a four-year term
 Next elections – March 2011

Head of the President, who is elected by the   
State Parliament for a period of five years.  
 Currently, the President is Toomas Hendrik  
 Ilves (since October, 2006)

International Full member of NATO and the EU from   
Membership 2004

COUNTRY INFORMATION

Estonia

SWEDEN

NORWAY

IRELAND

FINLAND

GREAT BRITAIN

GERMANY

FRANCE

BELGIUM

HOLLAND

UKRAINE

BELORUSSIA

LITHUANIA

LATVIA

ESTONIA

RUSSIA

SPAIN

PORTUGAL

ITALY

POLAND

DENMARK

Currency 

Currency Eesti Kroon (EEK), 1 kroon = 100 sents
Peg Pegged to Euro under the currency board  
 arrangement at the rate of
 1 EUR = 15.6466 EEK

Key Macroeconomic / Social Indicators 

  Indicator 2006 2007 2008 2009 2010* 2011* 2012*
 Population, thousand (beginning of year)         
 Estonia  1,345 1,342 1,341 1,340 1340 n/d n/d
  Tallinn  396 397 398 399 n/d n/d n/d
  Tartu  102 102 102 103 n/d n/d n/d
  Narva 67 67 66 n/d n/d n/d n/d
 Macro-economic indicators        
 GDP annual growth, % 10.4 6.3 -3.6 -14.5* -0.1 3.3 3.7
 GDP per capita, EUR 9,754 11,382 11,986 10,154* n/d n/d n/d
 Private consumption annual growth, % 12.7 7.9 -4.8 -18.7* -5.3 2.5 2.0
 Average annual inflation, % 4.4 6.7 10.6 0.2* 0.4 1.9 2.3
 Labour market        
 Unemployment rate, % 5.9 4.7 5.5 13.7* 14.8 13.1 11.1
 Average monthly gross wage, EUR 601 725 825 788* 762 779 807
 Average monthly gross wage annual growth, % 14.0 26.5 3.2 -4.5* -3.7 0.4 1.3
 Trade        
 Retail sales growth (in December y/y), % 18.0 4.0 n/d n/d n/d n/d n/d
 Exports annual growth, % 11.6 0.0 -0.7 -10.8* 2.0 4.8 5.1
 Imports annual growth, % 20.4 4.2 -8.7 -26.2* -1.3 6.5 6.4

 Source: Statistics Estonia, European Commission: European Economic Forecast Autumn 2009, Ministry of Finance of the Republic of Estonia.
 * forecast
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Retail Market Profile

Key trends - 2009

•	 Retail	market	suffered	along	with	other	segments	of	the	
market. Lower segment shopping centers and stand-alone 
shops suffered most, while top quality shopping centers 
suffered only from moderate rent decreases. 

•	 Permanent	 vacancy	 increased	 mostly	 only	 in	 lower	
class shopping centers, while top quality schemes suffer 
only from increased tenant turnover. The market downturn 
demonstrated again importance of prime location for retail 
– schemes in secondary locations are much more vulnerable 
to market downturns compared to better located schemes.

•	 Retail	volumes	dropped	 in	average	by	15-20%	 in	2009,	
varying by different segments. Declined wages and highly 
increased unemployment remarkably decreased disposable 
income of population that was reflected in retail volumes. The 
figure was further multiplied by low consumer confidence 
and negative outlook, thus creating further pressure to 
retailers; currently discount campaigns in many shops are 
active all year round.

•	 Several	 premium	 retailers	 were	 forced	 to	 leave	 the	
market	due	to	extremely	low	interest	from	consumers’	side.	
For example, the largest Armani, Hugo Boss and Joop shops 
were closed during 2009.

•	 Absolute	rent	level	declined	remarkably.	Many	landlords	
faced the challenge, either to let retailer go bankrupt and 
end up with high vacancy and foggy outlook, or decrease 
the rent to help retailer stay in business. Based on that, rent 
calculation in many lease agreements was changed from 
fixed numbers to turnover based numbers.

•	 Both	 landlords	 and	 retailers	 mostly	 believe	 that	
consumption decline is temporary, while considering high 
leverage of private sector, huge unemployment and still 
quite pessimistic outlook for few years to come, domestic 
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consumption is expected to stay at very low level. Thus, 
landlords shall check their business models, if they will still 
be sustainable in case of longer market depression.

•	 Many	 shops	 have	 been	 closed,	 but	 still	 some	 other	
shops dared to expand -- it is believed that more efficient 
retailers with more vital business models will benefit from 
market crisis, while unprofessional retailers who previously 
benefitted purely on consumption euphoria will go out of 
business. That will have a positive effect on general market 
environment.

•	 Many	 retail	 chains	 are	 currently	 ongoing	 painful	
procedure of business optimization, while less profitable 
shops are being closed, working hours are optimized, and 
amount of personnel is reduced. This results in declining 
figures of total demand for retail space in the market, while 
secondary shopping centers, where such less profitable 
shops are located, suffer the most.

•	 Most	 heavily	 were	 hit	 sellers	 of	 durable	 goods.	 Some	
segments, mainly such as electronics and, to smaller extent, 
furniture, faced growing competition from internet retailers 
that can cope with smaller costs and prices, while consumers 
are gradually getting used to alternative ways of shopping. In 
order to stay competitive, market is expected to differentiate, 
when retailer who can be classified as “destination retail” 
will move to less central locations for considerably lower 
rents and “emotional retail” and first necessity goods will 
concentrate in center and near good traffic flows.

•	 Due	 to	 the	 rapid	 change	 of	 market	 situation,	 many	
previously planned schemes were cancelled or postponed 
for indefinite time (for example, American Corner retail 
park, Gate Tallinn retail park, construction of both planned 
for 2010). However, some of the shopping centers saw 
opportunity for expansion at low cost and proceeded with 
construction despite market crisis. For example, Finnish 
developer Vicus started construction of Prisma hypermarket 
in Narva (3rd largest town in Estonia) and one of the top three 
shopping centers in Tallinn, Kristiine, started construction of 
it’s	expansion.	

Ulemiste, TallinnStockmann, Tallinn
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Rocca al mare, Tallinn

•	 At	the	beginning	of	2010	total	stock	of	quality	retail	space	
in Estonia exceeded 400,000 m2, out of which ~300,000 m2 
in Tallinn. Pipeline for 2010 is virtually non-existent. 

Rents

•	 From	the	end	of	2008	till	beginning	of	2010	rent	level	for	
retail premises has experienced remarkable decline of rent 
level. The figures presented below reflect just general trends 
occurring in the market, while exact figures highly vary due 
to growing practice of binding rents to turnover. 

Retail rentals, Q4, 2009

 Type of tenant Rent, EUR /sq. m/month

 Anchors (supermarkets, DIY stores) 5 - 10
 Home appliance, electronics 5 - 10
 Clothes, footwear, accessories: 
  Up to 200 sq. m 10 - 18
  200-500 sq. m 7 - 12
  Over 500 sq. m 5 - 10
 High street 20 - 30

Source: Re&Solution

Vacancy rates

Vacancy rates in the most successful shopping centres are 
pretty low (e.g. Viru Keskus in Tallinn) and rarely exceed 5%. 
The lower grade schemes suffer up to 15-20% vacancies.  

Viru keskus, Tallinn

Outlook – 2010/11

•	 Due	 to	 very	 low	 demand	 and	 very	 moderate	 growth	
perspectives in the medium term, no new developments 
are expected to come to the market in the following few 
years. Most of previously announced schemes are expected 
to be postponed or cancelled for the time being. However, 
successful shopping centers or retail chains might use market 
weakness for expansions, when they will be able to attract 
tenants from worse locations at considerably low cost.

•	 It	is	believed	that	decline	of	consumption	has	not	been	
fully reflected in rent levels yet, and some further declines of 
rents 5-10% can be expected during 2010.

•	 Vacancy	levels	are	expected	to	remain	stable	compared	to	
2009 figures, as most of the retailers have already completed 
their optimization programs, and the weakest retailers have 
already gone from the market. However, due to expected 
low demand, increase of vacancy rates by couple percentage 
points miht be anticipated.

•	 More	 activity	 is	 expected	 from	 discounter	 and	 outlet	
shops, as customers are looking for the ways to save money 
as never before, and such shops are currently enjoying rise of 
popularity.

•	 Considering	 remarkably	 declined	 consumption	 and	
eventually declined demand for retail premises, the market 
might face obvious oversupply in the nearest time, when 
some of the shopping centers will have unreasonably high 
vacancy rates that are not absorbed within reasonable 
amount of time.
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Office Market Profile

Key trends - 2009

•	 Supply	of	modern	office	premises	during	last	two-three	
years was not proportional to demand even for ordinary 
market. Total office stock has increased almost 70% within 
just two years, 2008-2009.

•	 Economic	 crisis	 that	 spread	 in	 the	 market	 in	 2008	
resulted in remarkable contraction of demand compared to 
previous years of economic boom. Thus, considering growth 
of supply by almost 70% and remarkable decline of demand, 
a huge gap between demand and supply appeared in the 
market.

•	 Although	 black	 days	 in	 the	 economy	 were	 already	
foreseen in 2008, developers still had to continue construction 
of already started projects till 2009, because that was found 
to be a more rational behavior than freezing half-completed 
buildings.

•	 Due	 to	 the	 large	 gap	 between	 supply	 and	 demand,	
vacancy rates soared to never seen before double-digit 
numbers. Landlords naturally responded with rent discounts 
of 20-40% and plenty of other offers for tenants, incl. parking 
discounts, additional services free of charge, etc. In the 
situation, when landlords declared a war for winning scarce 
tenants, the latest got plenty of choice and much bargaining 
power.

•	 Eventually,	rent	level	has	declined	significantly;	however,	
that did not stimulate much additional demand, because 
at some point demand became relatively inelastic to price. 
Consequently, vacancy rates and competition among 
landlords are still high and are not expected to remarkably 
decline in 2010.

•	 Landlords	 believe	 that	 economy	 will	 start	 bottoming	
out already in 2010-2011 and expect that this trend will 
be also reflected in rent level. Based on that, landlords 
currently prefer to make short lease agreements with low 
rent, while still have the possibility to terminate the contract 
or negotiate a higher rent level after 2-3 years. Such policy 
often suits tenants also, because many companies today 
cannot predict their demand for space after 2-3 years, in case 
economy starts actively recovering by that time. 

•	 2009	has	been	 an	 extremely	good	 year	 for	 tenants	 for	
negotiating rents down or relocating. Year 2010 is expected 
to be still good for relocating or changing terms of lease 
contracts, but choice of premises has become scarcer 
already.

•	 Few	office	projects	were	 started	 later	 than	others,	 and	
they did not succeed in attracting critical mass of tenants to 
become operational. As a result, these projects were frozen 
and they are expected to add to the market once demand 
starts recovering.

•	 Considering	prices	of	commercial	land	and	construction	
costs, current rent levels are justified, e.g. development 
activity can be rational even with current rent level.

•	 At	 the	 beginning	 of	 2010	 total	 stock	 of	 quality	 office	
premises in speculative segment constituted approximately 
525,000 m2. Pipeline for 2010 is virtually non-existent.

 

Source: Re&Solution

•	 Currently	 office	 stock	 per	 capita	 in	 Tallinn	 constitutes	
approximately 1.25 m2/inhabitant that is still well below of 
respective figure in more developed countries. The gap in 
office stock per capita with more developed Nordic countries 
is remarkably larger than the gap in respective GDP figures.

Rents

•	 From	the	end	of	2008	till	beginning	of	2010	rent	level	for	
office segment has experienced remarkable decline of rent 
level, both in A- and B-grade segments.
•	 The	top	rent	for	the	most	contemporary	office	premises	
in CBD area amounts to max. 16 EUR/sq.m/month down 
from 21 EUR/sq.m/month in 2008. The lower grade offices 
premises are leased for approximately 6.5 – 11.5 EUR/sq.m/
month down from 11 – 18 EUR/sq.m/month 2 years ago.  

Prepared by Re&Solution
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Metro Plaza office biulding, TallinnTammsaare Business Centre, Tallinn

Office rentals, Q4, 2009

 Office grade Rent, EUR /sq. m/month

A class offices in CBD 12 - 16
and old town
B+ class offices in CBD and prime 9.5 – 11.5
areas close to the city centre  
B class offices in suburban 6.5 - 9
locations

Source: Re&Solution

Vacancy rates

•	 Due	to	the	rapidly	declined	demand	and	robust	supply	
that came to the market in last two years, vacancy rates 
reached around 15% in 2009. The prime offices assets 
have pretty standard 7- 10% vacancies, while lower grade 
buildings suffer from up to 25% vacancy level. 

Office vacancies, 2008 and Q4, 2009

   2008  Q4, 2009

 Quality A-grade stock 1-2% 7-10%
 Quality B-grade stock 3-5% 15-25%

Source: Re&Solution

Outlook – 2010/11

•	 Further	activity	in	office	segment	will	greatly	depend	on	
economic trends that have direct impact on demand trends 
in the segment.
•	 Development	activity	will	be	non-existent	in	nearest	2-3	
years. Then frozen projects might come to the market. Totally 
new developments are not expected to come to the market 
earlier than after 4-5 years.
•	 Lease	market	 is	expected	 to	become	very	active	again	
after 2-3 years, when plenty of recent short lease agreement 
will expire and landlords will face tough competition for 
tenants again.

Delta Plaza, Tallinn

•	 Due	 to	 very	 large	 oversupply	 in	 the	market,	 rent	 level	
is expected to remain relatively stable even after 2-3 years, 
because current oversupply is not expected to be fully 
absorbed by the market by that time and, besides, currently 
frozen projects might be added to the market by that time.
•	 Land	prices	and	construction	costs	are	not	expected	to	
change significantly in the nearest few years; consequently, 
there will not be any triggers for rent increase in the nearest 
years also, even if demand recovers faster than expected.
•	 Vacancy	 rates	are	expected	 to	gradually	decrease	each	
year; however, getting back to reasonable single-digit figures 
might take up to 3-5 years.
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Warehouse Market Profile

Key trends - 2009

•	 Demand	 for	 industrial/warehouse	 premises	 stays	
weak,	many	companies	went	bankrupt	or	contracted	their	
activities,	thus	reducing	demand	for	space;

•	 Lease	 transactions	 have	 been	 virtually	 non-existent	 in	
2009,	many	owners	faced	troubles	with	finding	new	tenants	
for	their	vacancies;

•	 Virtually	 no	 new	 industrial/warehouse	 projects	 have	
been	 started	 in	 2009	 due	 to	 extremely	 low	 demand	 and	
negative	profitability	of	such	projects.	All	major	projects	that	
were	previously	planned	 for	2009	–	2010	got	 cancelled	or	
postponed	for	indefinite	time;

•	 Due	 to	 remarkably	 declined	 demand,	 rent	 level	 for	
quality	warehouse/industrial	premises	dropped	from	around	
100	EEK/m2/month	to	approximately	40-50	EEK/m2/month.	
Due	to	the	fact	that	demand	is	not	expected	to	recover	 in	
the	short	term,	rent	level	is	expected	to	stay	stable	during	at	
least	1-2	years;

•	 Remarkably	 declined	 rents	 did	 not	 stimulate	 demand,	
and	 average	 vacancy	 level	 in	 the	 market	 increased	 few	
times	up	to	double-digit	numbers.	Due	to	the	low	expected	
demand	 in	 the	 short	 term,	 vacancy	 rates	 are	 expected	 to	
stay	high	for	at	least	1-2	years.

•	 Construction	 prices	 for	 warehouse/industrial	 premises	
have	 declined	 by	 approximately	 1/3.	 At	 the	 end	 of	 2009	
construction	prices	 for	 such	premises	 are	 around	400	 EUR	
per	1	m2	of	gross	area.

•	 Considering	current	construction	prices	and	rent	levels,	
any	development	activity	 in	warehouse/industrial	segment	
has	become	loss-making.	Considering	also	increased	yields	
in	 warehouse/industrial	 segment	 (up	 to	 12-14%),	 market	
prices	of	quality	premises	dropped	to	20-50%	below	current	
self-cost.	Thus,	 further	development	 in	 the	 segment	 is	not	
expected	to	take	place	until	remarkable	recovery	of	demand	
and	rents.

•	 At	the	beginning	of	2010	total	stock	of	quality	industrial/
warehouse	premises	exceeded	600,000	m2.	Pipeline	for	2010	
is	virtually	non-existent.

* forecast
Source: Re&Solution

•	 From	the	end	of	2008	till	beginning	of	2010	rent	level	for	
industrial/warehouse	segment	has	experienced	very	severe	
decline	 of	 rent	 level,	 when	 average	 decline	 constituted	
approximately	30%,	in	some	cases	-	50%.	The	market	rent	for	
modern	warehouse	premises	ranges	from	2,5	to	4	EUR/sq.m/
month	down	from	5	–	7	EUR/sq.m/month	during	the	peak.	

Warehouse and logistics property rentals, Q4, 2009

	 Quality of premises Rent, EUR /sq. m/month

	 Unrefurbished	 1.5	-	2
	 Renovated	 1.6	-	3
	 New,	standard	 2.5	-	4
	 Built-to-suit	 4	–	5	

Source: Re&Solution 

Due	to	the	rapidly	declined	demand,	vacancy	rates	soared	
by	5-10%	in	2009	and	reached	figures	around	15%.

Outlook – 2010/11

•	 Due	 to	 attractive	 rent	 level	 and	 very	 possible	 joining	
of	 the	 country	 to	 the	 Euro	 currency	 zone	 already	 in	 2011,	
some	international	companies	are	expected	to	relocate	their	
activities	to	Estonia	or	expand	existing	operations.	Some	of	
the	 companies,	 for	 example,	 Würth	 and	 Ericsson,	 already	
announced	of	such	plans.

•	 Demand	for	 industrial	premises	is	expected	to	stay	low	
for	 few	years	and	will	highly	depend	on	 further	economic	
development	both	in	Estonia	and	global	markets.	Once	the	
market	 starts	 recovering,	 companies	 that	 have	 contracted	
their	 activities	 are	 expected	 to	 manage	 increased	 work	
flow	within	existing	space.	Companies	are	expected	to	start	
renting	additional	space	only	after	they	are	confident	about	
future	work	amounts.	Thus,	additional	demand	for	space	is	
expected	to	lag	behind	positive	changes	in	the	economical	
environment.

•	 Supply,	e.g.	 all	development	activity	 in	 the	 segment,	 is	
expected	to	stay	virtually	non-existent	until	current	vacancy	
is	absorbed	by	increased	demand.	This	is	expected	to	take	at	
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least 2-3 years.

•	 Rent	 level	 is	 expected	 to	 remain	 relatively	 stable	 until	
remarkable changes from demand side and remarkable 
decline in vacancy rates.

•	 Due	to	the	expected	stability	 in	rents	and	construction	
costs, and also considering typical inertness of yields, 
development activity in warehouse/industrial sector is 
expected to remain a loss making activity also in 2010. Thus, 
no new development activity is expected in the market also 
in the year to come.

American Corner, TallinnSchenker Logistics, Tallinn
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Investment Market Profile

Key trends - 2009
 
•	 The	economic	crisis	became	evident	for	the	most	market	
players in 2008, and real-estate financing in the Baltic region 
practically dried up, leaving leveraged buyers out of the 
market. International cash buyers that were expected to 
dominate the market during 2009 eventually did not close 
any transaction and demonstrated very pessimistic attitude 
towards the market. In fact, only very few transactions were 
closed in Estonia in 2009 (overall volume below 15 MEUR), 
and all of them were done by local or locally established 
buyers.
•	 Investment	 activity	 is	 expected	 to	 remain	 low	 also	 in	
2010 due to lack of financing and general market instability, 
despite slight stabilisation of the market. The major players 
are expected to be cash rich distressed asset hunters. 
•	 The	 Estonian	 government	 has	 reaffirmed	 joining	 the	
euro zone as one of its prime targets, and with reasonable 
probability it can happen already in 2011. This could be 
a factor in drawing back substantial investor interest, as 
investment risk decreases if Estonia joins the common 
currency zone. Given the current economic environment, 
however, meeting the Maastricht criteria might be extremely 
challenging.
•	 Market	is	dominated	by	local	property	buyers,	however	
an increasing interest from institutional investors is obvious. 
•	 During	2009	only	four	remarkable	investment	transactions	
were closed, while one of them, sale of Estonian Mail 
Headquarters, was probably an out-of-market transaction 
due to unordinary low yield in the light of highly unreliable 
upside opportunities.

Yields

•	 The	 higher	 cost	 of	 capital,	 equity	 tie-up	 and	 risk	
premiums related to emerging markets have driven yields 
rapidly upwards by H2, 2009. 
•	 Property	 vacancies	 related	 to	 the	 new	 supply	 and	
unstable rent level put pressure on projected cash-flows and 
are factored into the yields for 2009. Generally asking yields 
start at 8% for prime CBD assets and few percentage points 
higher for non-prime assets. Consequently, since 2007 yields 
have risen approximately 200 - 400 bps. 

Prepared by Re&Solution

Source: Re&Solution

Outlook – 2010/11

•	 Being	 the	 least	 hit	 economy,	 compared	 to	 the	 Baltic	
countries, Estonia is expected to witness an increasing 
interest from property investors in 2010.
•	 The	 first	 deals	 are	 expected	 to	be	done	 in	 the	 field	 of	
smaller assets (up to EUR 10 MIO), while larger transactions 
are planned for 2011. 
•	 Yield	pressure	downwards	are	expected	already	in	2010	
due to stabilization of market situation both locally and 
globally, remarkable decrease of currency risk compared to 
situation in 2009, and first signs of positive moods among 
investors in the market.
•	 The	yield	is	expected	to	sustain	~200-300	bps	premium	
compared to Western Europe and Scandinavia, however the 
compression is foreseen as soon as Estonia joins Euro zone.

Buyer

Altenberg-Reval AS
n/a
Eften Capital
Kawe Group

Seller

Estonian government
Metro Capital
Estonian government
E.L.L

Property

Estonian Mail Headquaters
Põhja Rimi supermarket
Lõkke 4 office building
Hilding production

Type

Office
Retail
Office
Industrial

Location

Tallinn
Tallinn
Tallinn
Tallinn

Area

11.000
1.930
4.800
15.000

Value, EUR

~8
~2
~2.5
~7.5

Investment transactions in 2009

Looke 4, Tallinn (Eften)

Hilding, Tallinn
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Are there any legal restrictions 
on ownership of real estate 
(interests in entities which 
own real estate) by particular 
persons?

Can a legal owner lose the title 
to real estate due to restitution 
claims?

Describe formal requirements 
for real estate sale and 
purchase.

Does any third person 
(governmental authority, etc.) 
have a pre-emptive right to 
acquire real estate subject to 
sale?

Generally, foreigners have a right to acquire real estate similarly to Estonian residents. However, 
there are two main exceptions when acquisition of real estate by foreigners is restricted:

1) acquisition of real estate in border regions of Estonia. Citizens or legal persons of other 
countries than Estonia, the Member States of the EU and the EEA need a permission of the 
Government to acquire such real estate. The permission is issued only due to the reasons 
significant to the state.

2) Acquisition of land plots, which include at least 10 hectares of agricultural or forest land. 
Such land plots can be acquired only by:

a) Estonian citizens;
b) citizens of the Member States of the EU or EEA residing in Estonia for at least three current 
years and having acted for at least three current financial years as registered self-employed 
persons in the field of production of agricultural products or forest management; 
c) legal persons registered with the Estonian Commercial Register who have acted in the 
field of production of agricultural products or forest management for at least three current 
financial years. The same conditions are applicable in respect of foreign companies seated in 
any other Member State of the EU or the EEA and having their branches registered with the 
Estonian Commercial Register; 
d) any person not matching these criteria, only with permission of the county governor.

Any other land plots can be acquired without restrictions.

There are no restrictions imposed on foreigners (irrespective of their origin) to acquire interests 
in Estonia-based entities which own real estate.

Although the restitution process is about to come to an end by now, there are still a few 
pending claims for restitution of the real estate nationalised under the laws of the former 
Soviet Union. However, according to Estonian laws, real estate already acquired by a bona fide 
third party cannot be restituted to its former owner or a descendant. The state is obliged to 
compensate the former owner or his/her descendants for such real estate.

The notarization requirement applies to a sales agreement as well as a real right contract 
on transfer of ownership of real estate. Usually, these two agreements are included in one 
document, which furthermore contains the application for the Land Register to register the 
change of ownership. In order to complete the sale and purchase of real estate, the transfer of 
ownership must also be registered with the Land Register of Estonia.

The most significant pre-emptive right under Estonian law is the one belonging to co-owners. 
With one exception, this pre-emptive right is applied to any sale of a legal share of real estate 
held in co-ownership. The only exception is the apartment ownership where, in case of sale of 
an apartment, owners of other apartments located in the same building have no pre-emptive 
right.

In	addition	to	the	co-owners’	pre-emptive	right,	several	laws	provide	for	further	pre-emptive	
rights. According to the Heritage Conservation Act, the state and a local government entity have 
the right of pre-emption for real estate under heritage protection. The Nature Conservation 
Act stipulates the right of pre-emption for the state in respect of certain natural conservation 
areas as well as land plots located in coastal building exclusion zone, and restricts the use of 
real estate in these areas. According to the Principles of Ownership Reform Act, tenants who 
live in a restituted building have a joint right of pre-emption to that building.

1. Ownership

2. Sale and purchase of real estate

Legal Overview
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Describe formal requirements 
for execution of a lease (form, 
registration, etc.).

Are there any statutory 
restrictions on a lease term?

Does a tenant have a statutory 
right to extend or renew its 
lease?

Rent and its adjustment: are 
there any statutory restrictions 
on an amount of rent? What is 
the general market practice?

Alienation: what are the rights 
of the tenant and landlord with 
respect to assignment, sub-
lease or placing a charge over 
a lease?

What is the common form of 
eviction?

Describe any restrictions on the 
transfer of title to or creation of 
a lien on real estate subject to 
lease.

There are no mandatory formal requirements for execution of real estate lease. A tenant may 
demand from the landlord making an entry on the lease in the Land Register. Such entry in 
the	Land	Register	secures	the	tenant’s	rights	in	case	of	transfer	of	the	real	estate	by	excluding	
the	new	landlord’s	right	to	terminate	the	lease	due	to	the	change	of	ownership.

No. However, if a lease agreement has been concluded for a term exceeding 30 years, then 
after the first 30 years, either party may terminate the agreement without indicating a reason, 
by giving to the other party a three-month prior notice.

No. However, in case of residential lease, a tenant may claim extension of the lease term for 
up to 3 additional years, if terminating of the agreement would bring along serious results for 
the tenant or his/her family.

There are no statutory restrictions on an amount of rent. An agreement on periodical increase 
of rent is valid only if the lease term is at least 3 years, the rent is increased not more often than 
once a year and the limits or principles of calculation of increase are set forth in detail. General 
market practice is that in case of business premises, rent is increased annually according to 
the consumer price index.

A	tenant	may	assign	the	lease	only	upon	the	landlord’s	consent.	Also	sub-letting	is	allowed	
only	 on	 the	 landlord’s	 consent,	 but	 the	 landlord	may	 not	withhold	 its	 consent	without	 a	
material reason.

There are no restrictions on encumbering a lease with a pledge or a similar right.

First,	the	landlord	should	file	a	claim	to	the	court	demanding	the	premises	out	of	the	tenant’s	
possession back to the landlord. A court resolution in effect can be enforced by a bailiff on the 
landlord’s	request.	In	frames	of	the	execution	proceedings,	the	bailiff	first	gives	to	the	tenant	
a term of up to three months to voluntarily comply with the court resolution and leave the 
premises. After this term has passed without success, then the bailiff will evict the tenant, if 
necessary, with the help of the police.

There are no such restrictions. It should be noted that in case of transfer of the title to real 
estate subject to lease, the lease will remain in force.

3. Lease of commercial  real estate

Describe the moment of 
acquisition of ownership to real 
estate.

Does the seller have a statutory 
disclosure or warranty 
obligation?

Seller’s warranties v. buyer’s 
due diligence: what is the most 
common balance?

What is the effect of transfer 
of real estate on contractual 
and other rights, obligations 
and warranties? Do these pass 
over along with the title to real 
estate?

The title to real estate is acquired upon the respective entry in the Land Register.

Generally, a seller is required to disclose any relevant aspect of the target. Otherwise, the seller 
will be liable for any defects that may not be discovered by a usual inspection. 

Due	diligence	investigation	by	a	buyer	is	not	required	by	law.	Usually,	the	buyer’s	awareness	
of the condition of the real estate is based on a regular inspection of the real estate and 
on	the	seller’s	warranties.	The	seller	is	liable	for	the	defects	the	buyer	could	not	reasonably	
be aware of. If the buyer has carried out due diligence investigation, then the extent of the 
circumstances he should be aware of is materially wider.

In case of transfer of real estate, all real rights and obligations in respect of the real estate pass 
over to the acquirer. Also rights and obligations under the lease agreements pass over along 
with the title. Any other contractual rights and obligations may be assigned to the acquirer of 
real estate upon agreement. 

Contractor’s	or	designer’s	warranties/guarantees	in	respect	of	a	newly	constructed	building	
remain valid upon transfer of real estate.
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Describe common stages of 
construction (development) 
process, including permits 
involved.

Is all real estate required to be 
registered? 

What rights (if any) to real estate 
are subject to registration? 
What are the consequences of 
failure to register them?

What time and costs are 
involved in registration of real 
estate (rights thereto)?

How reliable is the registration 
system?

Is the register publicly 
accessible?

•	 Enacting of a detailed plan. In densely populated areas (such as towns), any developing 
and construction works are subject to a detailed plan enacted by the rural municipality entity. 
A detailed plan sets forth specific requirements for construction works, such as intensity of 
construction, maximum allowed height of buildings, etc.
•	 Environmental impact assessment will need to be performed when the planned 
constructions falls within the list of particular activities established by the laws.
•	 Designing works. The design of a building is prepared in accordance with the designing 
conditions issued by the rural municipality entity. If the rural municipality entity has enacted a 
detailed plan, then the designing conditions are issued in accordance with such detailed plan. 
In certain cases, expertise of the design documentation is required.
•	 Obtaining of a construction permit. The construction permit is issued in respect of a 
specific land plot and not to a certain natural or legal person. The validity period of a construction 
permit is not limited, but a construction permit becomes invalid if the construction works are 
not commenced within 2 years as of the date of issuance.
•	 Carrying out of the construction works. As a rule, supervision of the owner should be 
carried out by a competent person during the construction works. The process of construction 
works should be covered with a record of construction works, reports on covered works, 
minutes of working meetings, as-built drawings and certificates of building materials. 
•	 Applying for authorisation for operation. After completion of the construction works, 
but before the commencement of operation of the newly erected or reconstructed building, 
the owner must apply for authorisation for use. The respective certificate is issued by the rural 
municipality entity if the construction works have been carried out duly in accordance with 
the design documentation.

Yes.

All real rights to real estate are subject to registration, including ownership right, servitudes, real 
encumbrances, mortgages, building rights and real pre-emption rights. The real rights are created 
and cease to exist only upon registration of them with the Land Register.

Notary’s fees (including deposit fees if a notary’s account is used) and state fees need to be paid. The 
amount of the fees depends on the value of the real estate (or rights thereto). For example, if the 
value of the real estate is EUR 10 million, then the costs are EUR 17,200.

Registering the title of the new owner to real estate may take up to a month as of the submission 
of a notarized application to the Land Register. If the former real estate is divided into separate real 
estates, then the registration of the new real estate may take up to three months.

The registration system is reliable, and a bona fide third party can rely on the correctness of the data 
of the Land Register.

Yes.

Prepared by Lepik & Luhaäär LAWIN

4. Construction

5. Registration

The	tenant’s	 rights	and	obligations	remain	 in	 force	 in	case	of	 transfer	of	 real	estate.	A	new	
landlord may terminate the lease agreement, by giving a three-month prior notice, within 
three months as of the date of acquiring real estate, unless the lease agreement is registered 
with the Land Register. A residential or commercial lease agreement can be terminated only 
if the new landlord strongly needs these premises for its own needs.

How does the transfer of real 
estate affect the tenant’s rights 
and obligations?
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Prepared by PricewaterhouseCoopers

Estonian Tax System

(as of 1 January 2010)

Introduction

Estonia’s accession to the European Union in combination 
with its unique corporate tax system offer a number of new 
opportunities for tax efficient investing. An Estonian company 
qualifies for the benefits of EU directives and Estonia’s tax 
treaties and may therefore be used for a combination of 
holding, financing and other activities.

Corporate Income Tax

All undistributed corporate profits are tax exempt. This 
exemption also covers profits derived from renting or sale 
of property. 

The moment of taxation of corporate profits is postponed 
until the profits are distributed as dividends, share buy-backs, 
capital reductions, liquidation proceeds or deemed profit 
distributions, such as transfer pricing adjustments, expenses 
and payments that do not have a business purpose, fringe 
benefits, gifts, donations and representation expenses. 
Distributed profits are generally subject to 21% corporate 
income tax (21/79 on the net amount of profit distribution). 

Certain forms of profit distribution are not subject to 
corporate income tax, including dividend distributions out 
of certain dividends received and profits derived through 
foreign permanent establishments. Estonia has no thin 
capitalisation rules for tax purposes.

Withholding Taxes

A number of different withholding taxes may apply to the 
payments made to non-residents. 

There is no withholding tax on dividend distributions to any 
non-resident corporate or individual shareholders. 

There	is	no	withholding	tax	on	arm’s	length	interest	payments	
to non-residents. 21% withholding tax thus applies to the 
part	 of	 interest	 that	 significantly	 exceeds	 the	 arm’s-length	
amount.

Royalties (including payments for the use of industrial, 
commercial or scientific equipment) paid to non-residents 
are generally subject to 10% withholding tax under domestic 
law, but reduced rates may be available under double tax 
treaties. Certain royalty payments to associated EU and Swiss 
companies that meet certain conditions are exempt from 
withholding tax.

Rental payments to non-residents for the use of immovable 
property located in Estonia and movable property subject 
to registration in Estonia (excluding payments for the use of 
industrial, commercial or scientific equipment) are subject to 

21% withholding tax under domestic law.

Capital Gains

For non-residents, capital gains realised from certain assets 
linked with Estonia are subject to 21% income tax. Such 
assets include immovable property located in Estonia and 
shares in Estonian companies which derive a significant part 
of their value from immovable property located in Estonia. 
For taxable capital gains, non-residents are liable under 
Estonian domestic law to self assess the tax and submit a tax 
return to the Estonian tax authorities. 

Other Taxes

Estonia has no local income taxes or separate capital or net 
wealth taxes. Land is subject to annual land tax which is 
calculated on the assessed value of land at rates between 
0,1 and 2,5 depending on municipality. The tax is paid by the 
owners of land, or sometimes by the users of land, generally 
in two instalments by 31 March and 1 October. Property 
transfers are generally subject to state and notary fees, which 
depend on the transaction and the value of property.

Personal Income Tax

An individual who is a resident of Estonia is generally liable to 
income tax on worldwide income, irrespective of the origin 
of the income. Non-residents are taxed on their Estonian-
source income according to Estonian domestic law and tax 
treaties, if applicable. 

Estonia has a proportional (i.e. flat) tax rate of 21%, which 
applies to all items of income derived by a resident taxpayer. 
Certain pension payments are subject to 10% income tax. 

Most items of personal income are taxed on gross basis, 
mainly through withholding at source, whereas business 
income and capital gains are taxed on a net basis on certain 
conditions. For resident individuals, the more important 
items of tax exempt income include domestic dividends, 
qualifying foreign dividends, qualifying foreign employment 
income, interest received from EEA (including Estonian) 
banks and certain qualifying capital gains.

The tax year for personal income taxation is the same as the 
calendar year. Resident individuals should file a personal 
income tax return by 31 March following the year in which 
the income arises. 

Indirect Taxes

The standard VAT rate is 20% and the reduced rate is 9%. 
Transactions with immovable property are generally exempt 
from VAT (exemption without credit) but there exist certain 
significant exceptions (e.g. transactions with new and 
significantly renovated buildings and building land, as well 
as unfinished buildings). Taxpayers can opt to tax real estate 
transactions with VAT if certain conditions are met but this 
does not apply to transactions with residential property. 
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VAT can be fully deducted upon the acquisition of immovable 
property if the buyer is registered for VAT in Estonia and uses 
the assets exclusively for making taxable supplies subject to 
VAT. Adjustment of the deducted input VAT must be made 
during a 10-year period if the asset is sold (without opting 
for taxation of the transaction) or is no longer used wholly for 
making taxable supplies subject to VAT. The adjustment also 
applies to the input VAT incurred for the improvement of the 
asset. Foreign businesses cannot recover input VAT incurred 
upon acquiring Estonian immovable property under the 
cross-border VAT-refund procedure. 

After becoming a member of the European Union, Estonia 
also became a member of the Customs Union. The 
Community Customs Code and related implementation 
regulations will apply, meaning that trade between Estonia 
and other EU countries is customs-free, imports from non-
EU countries are subject to EU customs tariffs and numerous 
Free Trade Agreements concluded between EU and non-EU 
countries apply to Estonia.

Excise taxes are levied on tobacco, alcohol, some packaging 
materials, electricity and motor fuel.

Indirect or Direct Acquisition of the Real 
Estate  

The acquisition of Estonian real property can be effected by 
the acquisition of shares in a company holding real estate 
(share deal). The transfer of shares in a property holding 
entity may be subject to insignificant state and notary fees 
(in case of private limited company OÜ) or proceeding and 
entry fees (which in case of public limited company AS are 
to be paid to the Estonian Central Securities Depository). 
The transfer of shares in a property holding company is not 
subject to VAT.
In case of direct acquisition of the real estate (asset deal), 
the transfer of real estate is subject to state and notary fee 
in Estonia. The fixed amounts depend on the type of the 
transaction and the value of the property. Generally, the sale 
of real estate is exempt from VAT (see also section on Indirect 
Taxes above).

In Estonia, the share deals have historically dominated over 
asset deals. However, in case of acquistitions of property 
securing a loan in default or from a seller in bankruptcy, 
sales of assets are, due to legal reasons related to transfer 
of potential liabilities, often more attractive, if arranged 
through a public auction by bailiff or trustee in bankruptcy. 
The general rules relevant to sale of immovable property 
should be followed. In order to ensure recovery of input VAT, 
proper VAT invoice is still required and the process should be 
managed carefully.



58

Re&Solution is the leading regional provider of integral real 
estate, financial, investment and property management 
services in Lithuania, Latvia, Estonia, and Northern Europe. 
Having strong local coverage and backing of world-wide 
leading property consultants, the company is recognized as 
one of the most unique and professional real estate advisory 
and property management sources throughout the Baltic 
region and the Nordics.

We offer a comprehensive range of services to a diversified 
client base that includes property investors, developers, 
tenants, corporations, financial and governmental institutions 
and high-net-worth individuals. Having both a great 
knowledge of the local market and international experience 
in providing quality expertise, we give the most reliable 
picture of the market and find the best solutions for our 

Clients. Our business success was evaluated by Euromoney 
Liquid Awards, where Re&Solution was the winner of various 
nominations for the Baltic Region in 2008 and 2009.

Re&Solution Property Management is recognized as one of 
the most unique and professional property management 
sources throughout the Baltic region and the Nordics, 
managing commercial and retail properties covering a total 
area of about 7.5 million sq.m with a total value of more 
than 11 billion Euro, which makes us the largest player in the 
region. 

Founded in 2003, Re&Solution now is a part of Newsec – The 
Full Service Property House in Northern Europe with over 20 
offices in 8 countries.

www.resolution-group.eu

Lithuania (Headquarters)
Jogailos str. 4, LT-01116 Vilnius
Tel. +370 5252 6444
Fax +370 5252 6446
resolution@resolution-group.eu

Latvia
Duntes str 6, LV-1013 Riga
Tel. +371 6750 8400
Fax +371 6750 8401
info@resolution.lv

Estonia
Roseni 7, 10111 Tallinn 
Tel. +372 6314533
Fax +372 6314 535
info@resolution.ee
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Estonia 
Lepik & Luhaäär LAWIN
Niguliste 4, 10130 Tallinn
Tel. +372 6306 460
Fax +372 6306 463
tallinn@lawin.ee

Latvia 
Kļaviņš & Slaidiņš LAWIN
Elizabetes 15, LV-1010 Riga
Tel. +371 6781 4848
Fax +371 6781 4849
riga@lawin.lv

Lithuania 
Lideika, Petrauskas, Valiūnas ir partneriai LAWIN
Jogailos 9/1, LT-01116 Vilnius
Tel. +370 5 268 1888
Fax +370 5 212 5591
vilnius@lawin.lt

LAWIN – leading business law services provider in the Baltics 
– includes Kļaviņš & Slaidiņš LAWIN (Latvia), Lepik & Luhaäär 
LAWIN (Estonia) and Lideika, Petrauskas, Valiūnas ir partneriai 
LAWIN (Lithuania). With a team of around 130 lawyers, LAWIN 
is the largest legal presence working in the Baltic States.

For more than a decade, LAWIN firms have been at the heart 
of the most complex real estate transactions in Estonia, Latvia 
and Lithuania. Through constant work and cooperation 
with major regional and foreign construction, design, real 

estate development companies and international real estate 
investment	 trusts,	LAWIN’s	 lawyers	have	gained	substantial	
experience in all aspects of real estate transactions.

Each of the firms is ranked by leading law directories such as 
Chambers Global, Chambers Europe and The Legal 500 as a 
top law firm in its respective country.

www.lawin.com

Lithuania
Chris Butler
Country Managing Partner
PricewaterhouseCoopers UAB
J. Jasinskio str. 16B , Vilnius
Tel. + 370 5 239 2300
vilnius@lt.pwc.com
www.pwc.com/lt

Latvia
Ahmed Sharkh 
Country Managing Partner
PricewaterhouseCoopers SIA
Kr. Valdemara iela 19 , Riga
Tel. +371 709 4400
pwc.riga@lv.pwc.com
www.pwc.com/lv

Estonia
Ago Vilu 
Country Managing Partner
PricewaterhouseCoopers AS
Parnu mnt 15 , Tallinn
Tel. +372 614 1800
tallinn@ee.pwc.com
www.pwc.com/ee

PricewaterhouseCoopers provides industry-focused 
assurance, tax and advisory services to build public trust and 
enhance value for clients and their stakeholders. More than 
163,000 people in 151 countries across our network share 
their thinking, experience and solutions to develop fresh 
perspectives and practical advice.

In the three Baltic offices of Vilnius, Riga and Tallinn, 
PricewaterhouseCoopers employs over 300 people. 

PricewaterhouseCoopers has a dedicated network of 
tax, legal, corporate finance and assurance specialists 
combining global knowledge with local experience who 
can help investment managers and real estate companies 
turn challenges into opportunities in key areas including 
governance, risk management, financial reporting, cost 
cutting and operational effectiveness, raising capital and 
business development strategies.

Services we provide include the following:

•	 Advice	 on	 tax	 beneficial	 holding	 company	 locations,	
financial structures, repatriation of profits and exit strategies; 

•	 Local	tax	structuring	–	sale	and	lease	back	transactions,	
lease incentives, rental contracts, financing and refinancing; 
•	 Structuring	advice	 for	VAT	exempt	 real	estate	 investors,	
rental contract structuring in order to avoid post-acquisition 
repayments of recovered input VAT; 
•	 Real	estate	transfer	tax	advice	–	structuring	possibilities	
to manage the transfer tax liability; 
•	 Due	diligence	review	of	a	target	company	acquired	for	
the purpose of purchasing real estate; 
•	 Net	operating	 income	audits	of	operating	assets	 to	be	
acquired; 
•	 Advice	 on	 real	 estate	 fund	 structuring	 and	
establishment; 
•	 Accounting	 and	 tax	 compliance	 of	 real	 estate	
companies;
•	 Audit	and	accounting	advice;	
•	 Real	estate	strategy;	
•	 Financial	modelling	and	finance	raising.

PricewaterhouseCoopers’	 offices	 in	 Lithuania,	 Latvia	 and	
Estonia cooperate in providing an integrated solution to 
clients that do business across the Baltics. 
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