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ABSTRACT

Every foreign lender considering Gulf real-asset credit asks the same question before the coupon:
if the borrower defaults, what will I actually recover, and how long will it take? The recovery
side of the credit decision determines the loss given default that, in the companion underwriting
framework, drives the coupon a lender should require; yet it is the side foreign lenders understand
least, because it turns on a security and enforcement regime unfamiliar to those trained in their
home jurisdictions. This paper builds a transparent framework for estimating recovery on United
Arab Emirates real-asset transactions. It works through the menu of available security, from
registered mortgages to share pledges, receivables assignments and guarantees; the choice
between onshore courts and the common-law courts of the DIFC and ADGM financial free
zones; the stages and duration of a typical enforcement; and the points at which value leaks
between the face of the claim and the cash a lender ultimately receives. The central argument is
that recovery in the UAE is neither the certainty an optimist assumes nor the impossibility a
sceptic fears, but a function of choices the lender makes at origination, security taken, jurisdiction
selected and structure imposed, that can move expected recovery across a wide range. A lender
who treats enforcement as an afterthought will recover poorly; one who structures for recovery
from the outset can recover well. The framework is illustrated with modelled recovery rates, an
enforcement timeline, a recovery waterfall and sensitivity and scenario analysis. It is intended for
international credit funds and institutional allocators assessing the enforceability that underpins
the Gulf coupon. All figures are modelled and illustrative, not forecasts, and the paper offers a
general framework, not legal advice on any transaction or jurisdiction.
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1. INTRODUCTION

A coupon is a promise to pay; security is what the lender holds when the promise is broken. For
the foreign lender weighing a Gulf real-asset transaction, the attractiveness of the coupon is
inseparable from a question that is harder to answer and easier to avoid: in the event of default,
what will the security actually deliver, and when? The companion paper on underwriting showed
that loss given default, the fraction of an exposure lost when a borrower defaults, is one of the
two quantities that determine the coupon a rational lender should require, and that it is the more
controllable of the two because it is governed by the security and structure the lender negotiates.
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This paper takes up that controllable quantity in detail, in the specific context of the United Arab
Emirates, and asks what a foreign lender actually recovers.

The question matters because recovery is where foreign lenders are most uncertain and where that
uncertainty is most often resolved by assumption rather than analysis. A lender trained in the
creditor-friendly regimes of the United States or the United Kingdom may assume that
enforcement everywhere works as it does at home, and be unpleasantly surprised; a lender who
has heard cautionary tales about emerging-market enforcement may assume that recovery is
hopeless, and decline transactions that would in fact have recovered well. Both errors are
expensive, and both arise from substituting a prior belief for an examination of the actual regime.
The purpose of this paper is to replace the assumption with a framework.

The framework rests on a simple proposition: recovery in the UAE is a function of choices, not a
fixed property of the jurisdiction. The security a lender takes, a registered mortgage versus an
unsecured claim, a first-ranking charge versus a junior one, makes a large difference to recovery.
The jurisdiction a lender selects, the onshore courts versus the common-law courts of the DIFC
and ADGM financial free zones, makes a difference to the speed and predictability of
enforcement. The structure a lender imposes, cash-flow control, step-in rights, guarantees, makes
a difference to whether default is detected early and resolved consensually or late and
adversarially. These choices, made at origination, determine the recovery realised years later in
default, and they are the lender's to make.

This is not a claim that UAE enforcement is frictionless. Like any enforcement anywhere, it takes
time, costs money and is subject to uncertainty, and value leaks at every stage between the face of
the claim and the cash a lender ultimately receives. The claim is rather that the friction is
knowable, that its magnitude depends on the lender's choices, and that a lender who understands
the regime and structures for it can estimate recovery with enough confidence to price the credit.
The foreign lender's disadvantage is not that recovery is impossible but that the regime is
unfamiliar; the remedy is familiarity, which this paper aims to supply.

The remainder of the paper is structured as follows. Section 2 reviews the literature on creditor
rights, secured transactions and debt enforcement, and develops the propositions the analysis
examines. Section 3 sets out the data and the stylised recovery framework. Section 4 presents the
results: recovery by security type, the enforcement timeline, the recovery waterfall, the
comparison between onshore and free-zone enforcement, and the relationship between leverage
and recovery. Section 5 stresses the framework through sensitivity and scenario analysis. Section
6 discusses implementation. Section 7 concludes.

2. LITERATURE REVIEW AND PROPOSITIONS

The framework draws on four bodies of work: the law-and-finance literature on creditor rights
and legal origins; the literature on secured transactions and the economics of collateral; the
literature on debt enforcement and bankruptcy efficiency; and the literature on legal and
institutional development in emerging markets. Each contributes to understanding what
determines recovery and how it can be estimated.

2.1 Creditor Rights and Legal Origins

The law-and-finance literature, associated with La Porta, Lopez-de-Silanes, Shleifer and Vishny
(1997, 1998), established that the strength of creditor rights varies systematically across legal
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systems and that stronger creditor rights are associated with deeper credit markets. The intuition
carried into this paper is that the legal environment is a first-order determinant of recovery: where
creditors can enforce their claims reliably and quickly, recovery is high and credit is abundant;
where they cannot, recovery is low and credit is scarce and expensive. The UAE presents an
unusual case because it offers two environments at once, a civil-law onshore system and
common-law systems in the financial free zones, allowing a lender, within limits, to choose the
creditor-rights regime under which it lends.

2.2 The Economics of Secured Transactions

A second strand examines why lenders take security at all and how collateral affects lending. The
theoretical literature shows that security reduces loss given default, mitigates information
asymmetry and disciplines borrowers, and that the value of security depends on the lender's
ability to realise it. Collateral that cannot be enforced is collateral in name only; the economic
value of a security interest is the recovery it delivers net of the cost and delay of realisation. This
insight frames the paper's treatment of the security menu: each form of security is assessed not by
its nominal coverage but by the net recovery it delivers after the frictions of enforcement, which
differ markedly across security types.

2.3 Debt Enforcement and Its Efficiency

A third strand, exemplified by Djankov, Hart, McLiesh and Shleifer (2008), measures the
efficiency of debt enforcement across jurisdictions, capturing the time, cost and recovery
achieved in resolving a defaulted claim. The central finding is that enforcement efficiency varies
enormously, and that the time and cost of enforcement are major determinants of the recovery
creditors ultimately achieve, because delay erodes value and cost consumes it. This literature
provides the structure for the paper's enforcement timeline and recovery waterfall: recovery is the
face of the claim less the value lost to valuation shortfalls, sale discounts, enforcement costs and
the time value of delay, and each of these can be estimated and, through the lender's choices,
influenced.

2.4 Legal Development in Emerging Markets

The fourth strand concerns the development of legal and institutional infrastructure in emerging
markets, and the role of specialised courts, registries and procedures in improving enforcement.
The establishment of the DIFC and ADGM as common-law jurisdictions with their own courts is
an example of deliberate institutional development aimed at giving international counterparties a
familiar and reliable forum. The literature suggests that such enclaves can substantially improve
enforcement outcomes for those able to use them, while the surrounding onshore system
continues its own, often rapid, modernisation. The paper draws on this to frame the jurisdictional
choice as a genuine and consequential lever in recovery planning.

2.5 Synthesis and Propositions

Taken together, these literatures imply that recovery on a UAE real-asset claim is determined by
the security taken, the jurisdiction selected and the efficiency of the enforcement process, and that
each of these is, to a meaningful degree, within the lender's control at origination. They further
imply that the foreign lender's uncertainty about recovery is a knowledge problem rather than an
insurmountable structural one. These implications motivate the following propositions.
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Proposition 1. Net recovery on a UAE real-asset claim varies widely with the form of security
taken, from high recovery on a registered mortgage to minimal recovery on an unsecured claim,
and the difference is predictable.

Proposition 2. The choice of jurisdiction, onshore courts versus the common-law courts of the
DIFC and ADGM, materially dffects the speed, cost and predictability of enforcement, and is a
lever the lender can use through careful structuring.

Proposition 3. Value leaks between the face of the claim and the cash recovered through
valuation shortfalls, sale discounts, enforcement costs and the time value of delay, and the
magnitude of each leak can be estimated and, in part, controlled.

Proposition 4. Recovery falls non-linearly as leverage at default rises, so conservative loan-to-
value is the single most powerful recovery-protection the lender holds, ahead of any structural
feature.

Proposition 5. A lender that structures for recovery at origination, security, jurisdiction, controls
and guarantees, can achieve recovery sufficient to make the loss given default consistent with the
coupons the market offers; recovery is engineered, not hoped for.

2.6 How the Propositions Connect

The propositions describe recovery as a design problem. Proposition 1 establishes that security
type drives recovery; Proposition 2 adds jurisdiction as a second lever; Proposition 3 quantifies
where value leaks; Proposition 4 identifies leverage as the most powerful single control; and
Proposition 5 draws the threads together into the claim that recovery is engineered through
choices made at origination. If they hold, the foreign lender's task is clear: design the security,
jurisdiction, leverage and structure of each transaction to deliver a recovery consistent with the
coupon, rather than accept the recovery the transaction happens to offer. The sections that follow
build and examine that design.

2.7 The Two-System Advantage

A distinctive feature of the UAE for the foreign lender is the coexistence of two legal traditions
within one country: the civil-law onshore system and the common-law systems of the DIFC and
ADGM financial free zones. For most emerging markets the foreign lender must accept the local
legal tradition as it finds it; in the UAE it can, within limits, choose. This optionality is itself an
asset. A lender accustomed to English-law security and English-style courts can structure
significant parts of a transaction into a familiar common-law framework, reducing the
unfamiliarity that is the foreign lender's principal disadvantage, while still taking onshore security
over the onshore asset.

The two-system structure also creates a competitive dynamic that tends, over time, to improve
both. The free zones offer a benchmark of international practice against which onshore
procedures are measured, and the onshore system has modernised substantially, narrowing the
gap. For the lender, the practical consequence is that the UAE offers a spectrum of enforcement
environments rather than a single one, and that careful structuring can position a transaction
toward the more familiar and efficient end of that spectrum. This is a structural advantage that
few comparable markets offer, and it is a reason the UAE coupon is more bankable than a
superficial emerging-market comparison would suggest.

2.8 Why Recovery Drives the Whole Credit Decision
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It is worth making explicit why recovery, the subject of this paper, sits at the centre of the credit
decision rather than at its periphery. In the underwriting framework, the required coupon depends
on the expected loss, which is the product of the probability of default and the loss given default.
Of these two, default probability is largely outside the lender's control, a function of the borrower
and the market, while loss given default is largely within it, determined by the recovery the
security delivers. The lender's greatest leverage over the economics of a transaction therefore lies
in recovery, which is precisely what this paper examines. Improving recovery lowers the loss
given default, which lowers the required coupon, which allows the lender to win good
transactions at competitive prices while still being compensated for the risk.

This causal chain means that recovery analysis is not a contingency plan for the rare default but a
driver of pricing on every transaction. A lender that engineers strong recovery can price more
competitively than one that does not, because its loss given default is lower, and it can do so
without sacrificing its margin of safety. Recovery, in other words, is not only what the lender
falls back on when things go wrong; it is what allows the lender to price correctly when things are
going right. The foreign lender who masters recovery masters the most controllable input to the
entire credit decision.

3. DATA AND METHODOLOGY

This study is a structured framework rather than an empirical study of realised enforcement
outcomes, of which little public, transaction-level data exist for the UAE. The methodology is a
transparent recovery model whose every output traces to a stated assumption, and whose
assumptions are calibrated to the structure of the UAE security and enforcement regime rather
than to proprietary case data. The paper offers a general analytical framework and not legal
advice; the treatment of legal mechanisms is deliberately general and any specific transaction
would require qualified local legal counsel.

3.1 Data and Inputs

Qualitative inputs, the forms of security available, the broad structure of onshore and free-zone
enforcement, and the stages of a typical process, are drawn from the general characteristics of the
UAE regime and from the comparative enforcement literature. Quantitative inputs, recovery rates
by security type, enforcement durations, cost and discount percentages, are set at the centre of
plausible ranges and clearly labelled as illustrative. Single figures are midpoints, and Section 5
varies them. No figure is a prediction of the recovery on any specific claim.

3.2 The Recovery Framework

The core of the methodology is the recovery waterfall. Beginning with the face of the claim,
principal plus accrued interest, the framework deducts the valuation shortfall, the gap between the
value assumed at origination and the value realisable at default; the sale discount, the difference
between an orderly and a distressed sale; enforcement costs, legal, court, agency and carrying;
and the time value of delay, the discount applied because cash recovered in two years is worth
less than cash recovered today. What remains is the net recovery, and one minus the ratio of net
recovery to claim is the loss given default. The waterfall makes explicit that net recovery is the
face of the claim less a series of leaks, each of which the lender's choices can widen or narrow.

3.3 The Security Menu
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The framework assesses each form of security by the net recovery it delivers. A registered
mortgage over real property, properly perfected, sits at the top, offering direct recourse to the
asset; a pledge over the shares of the asset-owning company offers indirect recourse and depends
on the company's other liabilities; an assignment of receivables captures cash flow but not the
underlying asset; corporate and personal guarantees add recourse to other balance sheets but
depend on the guarantor's worth and the enforceability of the guarantee; and an unsecured claim
sits at the bottom, ranking with general creditors. The menu is the lender's palette, and the
recovery framework prices each option by its net contribution.

3.4 The Jurisdictional Choice

The framework treats the choice between onshore and free-zone enforcement as a structuring
decision with consequences for speed, cost and predictability. Transactions can, with appropriate
structuring and where the parties and assets permit, be brought within the jurisdiction of the DIFC
or ADGM common-law courts, which offer procedures familiar to international lenders;
alternatively they proceed through the onshore courts, which have modernised substantially. The
framework models the two routes with different durations, costs and recovery outcomes, and
treats the choice as one the lender should make deliberately at origination rather than discover at
default.

3.5 Base-Case Assumptions

Table 1 sets out the central assumptions. They are conservative on recovery, the valuation
shortfalls, sale discounts and delays are set toward the adverse end of plausible ranges, so that the
recoveries the framework produces are if anything understated and a lender planning to them
builds in a margin. The full parameter set and the ranges used in the robustness analysis appear in
Appendix A.

Table 1. Base-Case Assumptions for the Recovery Framework

Parameter Base-case assumption
Valuation shortfall at default 10%-18% of origination value
Forced-sale discount 10%-20%
Enforcement cost 5%-12% of claim
Onshore enforcement time 18-30 months
Free-zone enforcement time 9-15 months
Time-value discount rate 8%-12% per year
Registered-mortgage base recovery 70%-85%
Share-pledge base recovery 45%-60%

Guarantee recovery (contingent) 20%-40%

Unsecured recovery 5%-20%

Indicative, illustrative assumptions used to drive the recovery framework; not forecasts and not legal advice.

4. RESULTS AND DISCUSSION
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This section presents the recovery results: recovery by security type, the enforcement timeline,
the recovery waterfall, the comparison of jurisdictions, the leverage-recovery relationship, and
the contribution of individual security features.

4.1 Recovery by Security Type

Figure 1 shows indicative net recovery across the security menu. The ordering is the heart of
Proposition 1. A properly registered mortgage over the real asset delivers the highest recovery,
because it gives the lender direct recourse to a tangible asset whose value, even after discounts,
substantially covers the claim. A share pledge recovers less, because it gives recourse to the
company rather than the asset and is exposed to the company's other liabilities. Receivables
assignments capture cash flow but not the asset; guarantees depend on the guarantor; and
unsecured claims recover little. The spread between top and bottom is the value of getting the
security right.

Figure 1. Indicative Recovery by Security Type

Indicative recovery by security type
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Recovery falls sharply from a registered mortgage to an unsecured claim; the security choice is decisive.

The figure carries a direct instruction: take the strongest security the transaction permits, and
perfect it properly. A lender that accepts a share pledge where a registered mortgage was
available, or that fails to perfect a mortgage correctly, forfeits recovery it could have had, and the
forfeiture shows up as a higher loss given default and so, in the underwriting framework, a higher
required coupon. Strong, well-perfected security is not a legal nicety; it is among the most
valuable economic terms in the transaction.

4.2 The Enforcement Timeline

Figure 2 sets out an illustrative enforcement timeline for an onshore secured claim, from default
and formal notice through negotiation, court filing and judgment, execution and auction, to
distribution. The total elapsed time is measured in many months, and each stage consumes time
during which the lender's capital is tied up and the value of the eventual recovery is discounted.
The timeline makes concrete why delay is a cost: a recovery of eighty cents on the dollar two
years after default is worth materially less, in present-value terms, than the same eighty cents
recovered promptly, and the difference is pure loss to the lender.
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Figure 2. Tllustrative Enforcement Timeline (Onshore Secured Claim)

Tllustrative enforcement timeline (onshore secured claim)
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Each stage consumes months; delay discounts the eventual recovery and ties up the lender's capital.

The timeline also shows where the lender can compress the process. Early detection of distress,
through the monitoring and controls discussed in the underwriting paper, can move resolution
into the negotiation phase and avoid the longest stages entirely; a consensual sale, agreed before
formal enforcement, can recover more and faster than a court-driven auction. The lender that
structures for early intervention and consensual resolution shortens the timeline and raises the
present value of recovery, while the lender that waits passively for default and then enforces
adversarially incurs the full delay.

4.3 The Recovery Waterfall

Figure 3 presents the recovery waterfall for a representative secured claim, showing how the face
of the claim is reduced, step by step, to the net recovery. The valuation shortfall, the sale
discount, enforcement costs and the time value of delay each remove a slice, and the slices
compound, so that a claim nominally well covered by collateral can deliver a net recovery
materially below the face value. The waterfall is the visual statement of Proposition 3: net
recovery is the claim less a series of leaks, and the lender who ignores the leaks will over-
estimate recovery and under-price the credit.

Figure 3. From Claim to Net Recovery: Where Value Leaks
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From claim to net recovery: where value leaks
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Valuation shortfall, sale discount, costs and delay each remove value; the leaks compound.

Each leak is, to a degree, controllable. The valuation shortfall is narrowed by conservative
origination valuations and conservative leverage; the sale discount by retaining the option of an
orderly rather than forced sale; enforcement costs by choosing an efficient jurisdiction and clean
security; and the time value of delay by compressing the timeline through early intervention. A
lender that addresses all four at origination can substantially raise the net recovery, which is the
practical content of the claim that recovery is engineered rather than hoped for.

4.4 Onshore versus Free-Zone Enforcement

Figure 4 compares enforcement through the onshore courts with enforcement through the
common-law courts of the DIFC and ADGM financial free zones, across net recovery, time and
cost. The free-zone route is modelled as faster, cheaper and somewhat higher-recovering,
reflecting procedures familiar to international lenders and a forum designed for commercial
disputes; the onshore route, which has modernised considerably, is modelled as slower and
costlier but entirely viable, particularly for assets and parties naturally within its jurisdiction. The
comparison illustrates Proposition 2: the jurisdictional choice is a genuine lever, and where a
transaction can be structured to access the free-zone courts, doing so can improve the recovery
outcome.

Figure 4. Onshore versus DIFC/ADGM Enforcement
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Onshore versus DIFC/ADGM enforcement (illustrative)
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The free-zone route is modelled as faster, cheaper and higher-recovering; the onshore route is slower but viable.

The choice is not always available, and not always free. Bringing a transaction within the free-
zone courts requires appropriate structuring, and the underlying real asset may sit in an onshore
jurisdiction whose courts ultimately govern the mortgage over it. The practical approach is to
combine the two: take onshore security over the onshore asset, properly perfected, while
structuring the contractual claims and dispute resolution to access the free-zone courts where
possible, so that the lender benefits from the strongest available combination. The point is that the
lender should make these choices deliberately, with recovery in mind, rather than default into
whatever the transaction happens to offer.

4.5 Leverage and Recovery

Figure 5 shows net recovery as a function of loan-to-value at default. At low leverage, the
collateral cushion absorbs the valuation shortfall, sale discount and costs, and recovery is near
complete; as leverage rises, the cushion thins and recovery falls, slowly at first and then sharply
once the cushion is exhausted. The non-linearity is the content of Proposition 4: each additional
point of leverage at high loan-to-value removes a point of cushion exactly where it is most
needed, so the marginal danger of leverage rises with its level. Conservative loan-to-value is the
single most powerful recovery protection a lender holds, more powerful than any structural
feature, because it directly preserves the cushion that every other leak draws down.

Figure 5. Recovery as a Function of Loan-to-Value at Default
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Recovery as a function of loan-to-value at default

100 +

==@=— Net recovery

90

80

70

60

Net recovery (% of claim)

50 1

40 50 60 70 80 90
Loan-to-value at default (%)

Recovery is near-complete at low leverage and falls sharply once the collateral cushion is exhausted.

4.6 The Contribution of Security Features

Figure 6 assesses how individual security features contribute to the three things that determine
recovery: the speed of enforcement, the level of recovery, and the deterrence of default in the first
place. A registered mortgage and a first-ranking charge raise recovery directly; cash-flow control
and step-in rights speed enforcement and enable early intervention; a personal guarantee deters
default by putting the sponsor's own resources at risk. No single feature does everything, which is
why a well-designed security package combines several, each addressing a different dimension of
recovery. The figure is a guide to assembling that package deliberately.

Figure 6. Security Feature Contribution to Enforcement Outcome
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Different features address different dimensions, speed, recovery and deterrence; a strong package combines several.

4.7 Recovery Routes: Speed versus Value
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Figure 7 plots the principal recovery routes by the time they take and the value they deliver. The
free-zone court route and a consensual sale recover the most and the fastest; the onshore secured
route recovers well but more slowly; an onshore unsecured claim and a cross-border enforcement
recover least and slowest. The figure summarises the lender's strategic choices: structure to
access the faster, higher-recovering routes, and avoid being forced into the slower, lower-
recovering ones. The route is determined largely at origination, by the security taken and the
jurisdiction selected, not at default, when the lender's options have already narrowed.

Figure 7. Recovery Route: Speed versus Value

Recovery route: speed versus value (illustrative)

DIFC/ADGM
80 - [ J

70 Onshore secured

60 Consensual sale

50 1

Onshore unsecured

Net recovery (% of claim)

Cross-border

30 A [ ]

10 15 20 25
Time to recover (months)

Free-zone and consensual routes recover most and fastest; unsecured and cross-border routes recover least and slowest.

4.8 Bringing the Recovery Results Together

Table 2 summarises the security menu as a decision tool, setting out for each form of security its
indicative recovery, its typical enforcement route and the situations in which it is appropriate. The
table is the practical distillation of the section: it allows a lender to see, at a glance, what each
security choice implies for recovery and so for the loss given default that drives the required
coupon. Read alongside the underwriting framework, it closes the loop, the recovery a security
choice delivers becomes the loss given default that prices the credit.

Table 2. The Security Menu as a Decision Tool (Illustrative)

Security

Indicative recovery

Typical route

When appropriate

Registered mortgage

70%-85%

Onshore/free-zone

Direct lending against
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65%-80%

Onshore/free-zone

Senior secured positions

Share pledge

45%-60%

Free-zone preferred

Holdco / SPV structures

Receivables assignment

40%-55%

Contractual / free-zone

Cash-flowing assets

Corporate guarantee

25%-45%

Depends on guarantor

Additional recourse

Personal guarantee

20%-40%

Onshore / cross-border

Sponsor alignment

Unsecured

5%-20%

General creditor

To be avoided where
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possible

Illustrative recovery ranges and routes; not legal advice. Actual outcomes depend on perfection, jurisdiction and
circumstances.

4.9 Interpreting the Results

The results support the propositions. Recovery varies widely and predictably with security type
(Proposition 1); jurisdiction affects speed, cost and recovery (Proposition 2); value leaks through
identifiable, partly controllable channels (Proposition 3); recovery falls non-linearly with
leverage, making conservative loan-to-value the most powerful protection (Proposition 4); and a
lender that designs security, jurisdiction, leverage and structure for recovery can achieve
outcomes consistent with the coupons on offer (Proposition 5). Recovery in the UAE is, on this
analysis, neither assured nor hopeless, but engineered.

4.10 The Cost of Unfamiliarity

Much of the recovery gap between a well-prepared and a poorly-prepared foreign lender is, at
root, a cost of unfamiliarity, and it is worth quantifying its sources. An unfamiliar lender may
take security in a form that is weaker than necessary because it did not know a stronger form was
available; may fail to perfect security correctly because it did not follow the local procedure; may
assume a recovery route that the structure does not deliver; and may value collateral by home-
market conventions that do not hold locally. Each of these is an avoidable error, and each lowers
recovery. The cumulative effect can move a transaction from the high-recovery to the low-
recovery end of the range, not because the regime failed the lender, but because the lender did not
understand the regime.

The encouraging corollary is that the cost of unfamiliarity is almost entirely curable, and cheaply,
through local expertise and careful structuring at origination. The lender that engages qualified
local counsel, takes and perfects the strongest available security, confirms its recovery route and
values collateral conservatively converts itself, for the purposes of recovery, from an unfamiliar
foreign lender into a well-prepared one. The recovery difference between the two is large, and it
is captured at origination for a modest cost, which is among the highest-return uses of effort
available to a foreign lender entering the market.

4.11 Layered Security in Practice

In practice the strongest recovery outcomes come not from a single form of security but from a
deliberately layered package that combines several, each addressing a different risk. A
representative package for a development or transitional asset might combine a registered
mortgage over the property, a pledge over the shares of the asset-owning company, an assignment
of the project's receivables and sale proceeds, control over the project bank accounts, and
guarantees from the sponsor. Each layer does distinct work: the mortgage gives direct recourse to
the asset; the share pledge offers an alternative route that can be faster in some circumstances; the
receivables assignment and account control capture cash flow and provide early warning; and the
guarantees add recourse and align the sponsor.

The layers also provide redundancy. If one route to recovery proves slow or contested, another
may be available, and the existence of multiple routes itself strengthens the lender's negotiating
position, encouraging a consensual resolution. The cost of layering is the additional structuring
and perfection effort at origination, which is modest relative to the recovery protection it buys.
The lender that layers security deliberately, rather than relying on a single instrument, builds a
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package whose recovery is both higher and more robust to the particular way a default unfolds,
which is rarely the way anticipated.

4.12 Recovery and the Choice of Asset Type

Recovery depends not only on the form of security but on the nature of the underlying asset,
because some assets are inherently easier to value and sell than others. A completed, income-
producing building in an established location is the most recoverable collateral: its value is
observable, its market is liquid, and a buyer can be found even in a soft market at some price.
Undeveloped land is harder: its value is more speculative, its market thinner, and its saleability in
a downturn limited. A partially completed development is hardest of all, because its value
depends on completion, which a distressed sale may not deliver, and a buyer must underwrite
both the asset and the cost of finishing it. The asset type therefore shapes the recovery before any
security is taken, and the lender should weight its leverage and structure accordingly.

This has a direct bearing on how aggressively a lender should lend against different assets.
Against a completed, liquid asset, a lender can accept somewhat higher leverage, because
recovery is robust; against land or an incomplete development, it should demand lower leverage,
stronger guarantees and more controls, because recovery is more uncertain. Matching the
structure to the recoverability of the asset is part of engineering recovery: the same loan-to-value
that is conservative against a completed building may be aggressive against raw land, and the
lender that applies a uniform leverage limit across asset types will be over-protected on the liquid
assets and under-protected on the illiquid ones. Recovery-aware lending tailors the structure to
the asset.

5. ROBUSTNESS AND SCENARIO ANALYSIS

The recovery estimates depend on assumptions, and their credibility rests on how they respond to
variation. This section stresses the recovery drivers, examines a downturn, and states when the
framework fails.

5.1 Sensitivity of Recovery

Figure 8 reports the sensitivity of net recovery to the drivers of enforcement: the enforcement
time, the sale discount, the perfection of security, the jurisdiction, the accuracy of the origination
valuation, and the enforceability of guarantees. Valuation accuracy and the sale discount feature
prominently, because they determine how much value survives to be recovered; security
perfection and jurisdiction matter because they determine whether the lender can access the value
at all. The tornado instructs the lender to concentrate on conservative valuation, clean perfection
and an efficient jurisdiction, the drivers with the greatest leverage over recovery.

Figure 8. Net-Recovery Sensitivity to Enforcement Drivers
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Valuation accuracy, sale discount, perfection and jurisdiction have the greatest leverage over recovery.

The sensitivity analysis reinforces the theme that recovery is engineered. The drivers with the
greatest impact are precisely those the lender influences at origination: how conservatively it
values the collateral, how cleanly it perfects its security, which jurisdiction it structures into. A
lender uncertain about its recovery estimate should resolve the uncertainty by strengthening these
controllable drivers, not by assuming a more favourable outcome. The framework turns recovery
uncertainty into a checklist of actions rather than a leap of faith.

5.2 The Downturn Scenario

The scenario that tests recovery is a property downturn in which collateral values fall, sale
discounts widen and enforcement lengthens as courts and markets become congested. Figure 9
shows recovery by security type under base and stressed conditions. The strongest security, the
registered mortgage, retains most of its recovery because its cushion was largest and its recourse
most direct; the weaker forms, share pledges, guarantees, unsecured claims, lose proportionately
more, because they depended on company or guarantor solvency that the downturn itself impairs.
The scenario validates the emphasis on strong security and conservative leverage: it is in the
downturn, when recovery matters most, that the difference between strong and weak security is
largest.

Figure 9. Recovery Under Base and Stressed Conditions by Security
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Strong security retains most of its recovery in stress; weaker forms, dependent on solvency, lose proportionately more.

The downturn also exposes a correlation that benign conditions hide. In good times, a guarantee
or a share pledge may recover well, because the guarantor or the company is solvent; in a
downturn, the same factor that causes the borrower to default, a falling property market, often
impairs the guarantor and the company too, so the secondary recourse fails exactly when the
primary one does. Direct security over a tangible asset is more robust to this correlation, because
the asset retains value even when balance sheets do not. The lesson is to prefer security whose
recovery does not depend on the same solvency that the default itself calls into question.

5.3 When the Framework Fails

The framework fails under three conditions. It fails if security is improperly perfected, so that the
lender believes it holds recourse it cannot in fact enforce; the remedy is rigorous legal diligence
and perfection at origination. It fails if the origination valuation is optimistic, so that the assumed
cushion does not exist; the remedy is conservative, independent valuation. And it fails if the
lender plans for a recovery route, the free-zone courts, say, that the transaction's structure does
not in fact allow, so that it is forced into a slower, lower-recovering route at default; the remedy is
to confirm the available route at origination, with local counsel, rather than assume it.

5.4 Robustness of the Central Conclusion

Across the variations considered, the central conclusion, that recovery in the UAE is a function of
the lender's choices and can be engineered to a level consistent with the coupons on offer, holds
for transactions with strong, well-perfected security at conservative leverage, and weakens for
transactions that rely on weak security at high leverage. This is exactly as it should be: the
framework does not claim that all UAE lending recovers well, but that a lender who makes the
right choices can recover well, and that the choices are knowable and within reach.

5.5 The Correlation Between Default and Recovery

A theme that recurs across these papers, and that the downturn scenario brings into focus, is the
correlation between default and recovery in stress. In benign conditions the two are largely
independent: an idiosyncratic default occurs against a healthy market, and the collateral sells
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well. In a downturn they become correlated, because the same falling market that triggers defaults
also depresses collateral values, widens sale discounts and congests the courts that must enforce.
The recovery a lender models on average conditions therefore overstates the recovery available
precisely when defaults cluster, and a framework that ignores this correlation will under-estimate
loss given default in exactly the scenario that matters most.

The defence against this correlation is to prefer security whose recovery is most robust to a
market decline. Direct security over a tangible, saleable asset retains value in a downturn better
than security that depends on the solvency of a company or guarantor, because the asset exists
independently of the balance sheets that the downturn impairs. Conservative leverage helps too,
because a large cushion can absorb the wider discounts and longer delays of a stressed
enforcement. The lender that structures for the correlated downturn, direct asset security,
conservative leverage, robust perfection, builds recovery that holds up when it is needed; the
lender that structures for average conditions builds recovery that evaporates in stress.

5.6 A Liquidity Crisis versus a Value Crisis

Not all downturns are alike, and the distinction matters for recovery. In a liquidity crisis, asset
values are broadly intact but buyers cannot finance purchases, so sales are slow and discounts
wide even though the underlying value is sound; recovery is delayed and dented but ultimately
substantial, and a lender able to wait, or to provide bridge financing to a buyer, can recover well.
In a value crisis, the underlying asset values themselves have fallen, so even a prompt sale at a
fair market price recovers less; patience does not help, because the value is genuinely lower. The
two scenarios call for different responses, and a lender should consider which it is facing before
deciding whether to enforce promptly or wait.

The structural defences differ accordingly. Against a liquidity crisis, the key protections are the
lender's own funding stability, which allows it to wait for an orderly sale rather than dump
collateral into an illiquid market, and conservative leverage, which lets it absorb a wider discount.
Against a value crisis, the key protection is the cushion built at origination through low leverage
and conservative valuation, because there is no waiting out a permanent decline in value. A
lender that has structured conservatively is protected against both, which is the deeper reason
conservative leverage is the most powerful recovery insurance: it protects against the value crisis
that patience cannot cure as well as the liquidity crisis that it can.

6. IMPLEMENTATION CONSIDERATIONS

Turning the framework into practice requires attention to legal diligence, structuring, jurisdiction,
monitoring and the use of local expertise.

6.1 Legal Diligence and Perfection

The foundation of recovery is security that is valid, properly perfected and enforceable, and
establishing this requires rigorous legal diligence at origination by qualified local counsel. Title
must be confirmed, the security interest properly registered, and the enforceability of each
element, mortgage, pledge, assignment, guarantee, verified under the relevant law. A security
package that looks strong on paper but is improperly perfected delivers the recovery of an
unsecured claim, and the gap between the two is the lender's loss. No amount of coupon
compensates for security that cannot be enforced, which is why perfection is the non-negotiable
first step.
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6.2 Structuring for the Best Recovery Route

The lender should structure each transaction to access the best available recovery route,
combining strong onshore security over the onshore asset with contractual and dispute-resolution
structures that access the free-zone courts where possible. This often means layering: a registered
mortgage over the property, a share pledge over the asset-owning company, an assignment of the
relevant cash flows, and guarantees from sponsors, with the contractual claims governed and
resolved in a forum chosen for its efficiency. The aim is to ensure that, whatever the path to
default, the lender has a strong claim and an efficient route to realise it.

6.3 Conservative Leverage as Recovery Insurance

Because recovery falls non-linearly with leverage, conservative loan-to-value is the lender's most
powerful recovery insurance, and the cheapest. Every point of leverage forgone at origination is a
point of cushion retained for default, and the cushion is what absorbs the valuation shortfall, sale
discount, costs and delay before the lender takes a loss. A lender tempted to stretch leverage for a
higher coupon should weigh the higher coupon against the sharply lower recovery that higher
leverage implies, and in most cases the conservative loan-to-value, with its assured recovery, is
the better risk-adjusted choice.

6.4 Monitoring and Early Intervention

The enforcement timeline showed that the longest, costliest stages can often be avoided by early
intervention and consensual resolution, which depend in turn on detecting distress early. The
monitoring and controls negotiated at origination, cash-flow control, reporting obligations,
milestone conditions, step-in rights, are the means of early detection and intervention, and they
should be used actively rather than held in reserve. A lender that detects distress early can
negotiate, restructure or arrange a consensual sale, recovering more and faster than one that learns
of trouble only when the borrower stops paying.

6.5 Using Local Expertise

The foreign lender's central disadvantage is unfamiliarity with the regime, and the most direct
remedy is to engage local expertise, legal counsel, valuers, enforcement agents, from origination
through any eventual enforcement. Local counsel ensures security is perfected and the right route
is available; local valuers provide the conservative, defensible valuations on which the cushion
depends; local enforcement experience shortens and de-risks the process if default occurs. The
cost of this expertise is modest relative to the recovery it protects, and the foreign lender that
economises on it forfeits the very familiarity that the framework identifies as the key to recovery.

6.6 Pricing Recovery into the Coupon

The recovery framework feeds directly into the underwriting framework: the net recovery a
security package delivers is the input that determines the loss given default and so the required
coupon. A lender that has engineered strong recovery can justify lending at the market coupon
with confidence that the loss given default is low; one that has accepted weak recovery must
either demand a higher coupon to compensate or decline. The two frameworks are
complementary: this paper estimates the recovery, the underwriting paper prices the credit given
it, and together they convert the foreign lender's recovery uncertainty into a priced, manageable
risk.

6.7 For Allocators: Diligencing Recovery Capability
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An allocator backing a Gulf credit manager should diligence the manager's recovery capability as
carefully as its underwriting. The relevant questions are concrete: how does the manager perfect
security, how does it choose jurisdiction, what is its track record of actual recoveries, and how
does it use local expertise? A manager that can demonstrate strong recovery engineering has the
capability that makes the high coupon safe; one that has never tested its security in an
enforcement, or that cannot explain its recovery process, carries a risk the coupon may not reveal
until a default exposes it. Recovery capability is among the most important and least examined
dimensions of manager selection in this market.

6.8 Common Recovery Errors

Several errors recur. The first is treating security as a formality, accepting whatever the borrower
offers without engineering the package for recovery. The second is failing to perfect security
properly, so that strong security on paper becomes weak security in fact. The third is assuming a
recovery route, the free-zone courts, the value of a guarantee, that the structure does not in fact
deliver. The fourth is stretching leverage for coupon, sacrificing the cushion that conservative
loan-to-value would have preserved. The fifth is passivity, waiting for default rather than
monitoring for distress and intervening early. Each error lowers recovery, raises loss given
default and, in the underwriting framework, makes the coupon insufficient for the risk.

6.9 Sequencing the Enforcement Decision

When a default occurs, the lender faces a sequence of decisions that materially affects recovery,
and approaching them deliberately rather than reactively is itself a source of value. The first
decision is whether to negotiate or enforce: a consensual restructuring or sale often recovers
more, and faster, than a contested enforcement, particularly where the borrower retains the
capacity and willingness to cooperate. The second, if enforcement is necessary, is the choice of
route and forum, informed by the security taken and the jurisdiction structured at origination. The
third is the timing and manner of any asset sale, orderly where possible, distressed only where
necessary. Each decision should be taken with the recovery waterfall in mind, choosing at each
step the path that preserves the most value net of time and cost.

Sequencing also means preparing before default rather than after. A lender that has mapped its
enforcement options, confirmed its security and identified its preferred route at origination can
act decisively when default occurs, capturing the value that delay destroys; a lender that begins to
consider these questions only after default forfeits time and options. The discipline is to treat the
enforcement decision as a pre-planned sequence, rehearsed at origination and executed promptly
in default, rather than as an improvisation under pressure. Preparation converts the enforcement
process from a source of value leakage into a managed realisation.

6.10 The Economics of Settling versus Enforcing

A recurring practical question is whether to settle a defaulted claim for a certain, lower amount
now or to enforce for a higher, uncertain amount later, and the recovery framework provides the
tools to answer it. The value of enforcing is the expected net recovery, the gross recovery less
costs and discounted for time and uncertainty; the value of settling is the certain amount on offer
now. A settlement that exceeds the present value of the expected enforcement recovery is the
better economic choice, even though it surrenders some face value, because it avoids the cost,
delay and uncertainty that the enforcement would incur. The framework's quantification of those
costs and delays is what allows the comparison to be made rationally rather than emotionally.
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The settle-or-enforce decision also has a strategic dimension. A lender known to enforce its rights
credibly when necessary encourages borrowers to settle on reasonable terms, because they know
the alternative is real; a lender perceived as unwilling or unable to enforce invites borrowers to
hold out for better terms. Maintaining a credible enforcement capability therefore improves
settlement outcomes across the book, even on claims that never reach enforcement. The lender
that can enforce well rarely has to, because the credibility of the threat secures favourable
settlements, and this is a further reason the recovery engineering described in this paper pays off
beyond the individual defaulted claim.

6.11 Documenting Recovery for the Investment Committee

Just as the underwriting paper argued that the coupon should be presented to a committee in
decomposed form, recovery should be presented with equal rigour. A committee considering a
transaction should see the security package, the perfection steps required, the expected recovery
under base and stressed conditions, the enforcement route and timeline, and the resulting loss
given default that feeds the pricing. Presenting recovery in this structured form forces the lender
to confront its recovery assumptions before funding rather than after default, and it creates a
record against which actual recoveries can later be compared, building the proprietary dataset that
improves future estimates.

This documentation also disciplines the temptation to assume favourable recovery in order to
justify a transaction the lender wants to do. By requiring an explicit, defensible recovery estimate,
with the security and perfection that support it, the process prevents the recovery from being
quietly inflated to make the economics work. A committee that sees a weak security package and
a modest recovery estimate can decline the transaction or demand a higher coupon, rather than
discovering the weakness only when a default tests it. Documenting recovery is, in this sense, a
governance control as much as an analytical one, and it belongs alongside the underwriting
scorecard in the institution's permanent record.

6.12 A Recovery Checklist for the First-Time Foreign Lender

For the lender approaching the UAE for the first time, the framework reduces to a checklist that
captures most of the recovery available. Confirm title and take the strongest security the asset
permits, normally a registered mortgage, and perfect it rigorously through local counsel. Layer
additional security, share pledges, receivables assignments, account control and guarantees, to
provide redundancy and early warning. Structure the contractual claims and dispute resolution to
access the most efficient available forum, combining onshore asset security with free-zone
dispute resolution where the transaction allows. Keep leverage conservative, sized to the
recoverability of the specific asset type rather than a uniform limit. And put in place the
monitoring and controls that allow early detection of distress and consensual resolution.

Followed at origination, this checklist converts the first-time foreign lender into a well-prepared
one and captures the difference between high and low recovery for a modest, upfront cost. It is
not a substitute for qualified local advice on the specific transaction, which remains essential, but
it is the framework within which that advice is sought and applied. The lender that internalises
the checklist approaches each transaction with recovery designed in from the start, and so lends
into the Gulf coupon with the confidence that the security will deliver if the promise to pay is
broken. That confidence, grounded in design rather than hope, is what allows the foreign lender
to participate in the Gulf opportunity on terms that compensate it for the risk it actually bears.
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7. CONCLUDING COMMENTS

This paper has addressed the question every foreign lender asks before the coupon: in default,
what will I actually recover in the UAE, and how long will it take? The answer, developed
through a transparent recovery framework, is that recovery is neither the certainty an optimist
assumes nor the impossibility a sceptic fears, but a function of choices the lender makes at
origination, the security taken, the jurisdiction selected, the leverage accepted and the structure
imposed, that move expected recovery across a wide range.

The practical implications are clear. Take the strongest security the transaction permits and
perfect it rigorously; structure to access the most efficient recovery route, combining strong
onshore security with free-zone dispute resolution where possible; keep leverage conservative,
because recovery falls non-linearly as the cushion thins; monitor for distress and intervene early
to compress the enforcement timeline; and engage local expertise from origination onward. A
lender that does these things can achieve a recovery consistent with the coupons the market
offers; one that treats enforcement as an afterthought will recover poorly and find the coupon was
insufficient for the risk.

The argument is properly qualified. The framework is stylised and its figures illustrative, not
forecasts; the treatment of legal mechanisms is general, and any specific transaction requires
qualified local counsel; and the recovery a lender achieves depends on circumstances, the asset,
the market, the conduct of the parties, that no framework can fully anticipate. The contribution is
not a recovery number but a way of thinking: recovery is engineered through choices, the choices
are knowable, and the foreign lender's disadvantage is unfamiliarity, which familiarity can cure.

The study suggests several extensions. As enforcement outcomes accumulate and become more
transparent, the illustrative recovery rates could be calibrated against realised data. The
interaction between onshore and free-zone enforcement, treated here at a general level, could be
examined in greater structural detail. And the framework could be extended to other Gulf
jurisdictions, whose security and enforcement regimes share features with the UAE but differ in
important respects. Each extension would sharpen the framework without altering its message.

It is worth restating how this paper fits the wider series. The coupon paper explained why the
Gulf premium exists and why it is mostly compensation for illiquidity and complexity; the
underwriting paper showed how to price the credit risk that remains, with loss given default as a
central input. This paper supplies that input: it shows how the recovery a security package
delivers determines the loss given default, and hence the coupon a lender should require. A lender
that has read the three together can move from the structural case for the Gulf premium, through
the discipline of pricing it, to the engineering of the recovery that makes the price safe, a
complete chain from why the opportunity exists to how it is captured prudently.

The final word concerns mindset. The foreign lender who treats UAE enforcement as a black
box, to be feared or ignored, will either decline good opportunities or fund them on terms that do
not reflect the recovery actually available. The lender who treats enforcement as a design
problem, knowable, structurable and improvable through choices made at origination, will neither
fear it nor ignore it, but engineer around it, capturing the Gulf coupon with recovery designed in.
The difference between the two lenders is not capital or appetite but familiarity, and familiarity,
as this paper has argued throughout, is the one disadvantage the foreign lender can most readily
cure.
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In sum, the paper's contribution is to replace the foreign lender's recovery assumption, whether
optimistic or fearful, with a framework grounded in the regime's actual structure. Recovery in the
UAE is a design problem, and the lender who designs for it can lend into the Gulf coupon with
the confidence that, if the promise to pay is broken, the security will deliver.
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APPENDIX A. BASE-CASE ASSUMPTIONS

Table 3. Full Parameter Set for the Recovery Framework

Parameter Base case Low High
Valuation shortfall at 14% 8% 22%
default

Forced-sale discount 15% 8% 25%
Enforcement cost 9% 5% 14%
(onshore)

Enforcement cost (free- | 6% 4% 10%
zone)

Onshore enforcement 24 months 16 months 36 months
time

Free-zone enforcement | 12 months 8 months 18 months
time

Time-value discount 10% 6% 14%
rate

Registered-mortgage 78% 65% 88%
recovery

First-ranking-charge 72% 60% 82%
recovery

Share-pledge recovery | 55% 40% 65%
Receivables-assignment | 48% 35% 60%
recovery

Corporate-guarantee 35% 20% 50%
recovery

Personal-guarantee 28% 15% 45%
recovery

Unsecured recovery 12% 5% 22%

Indicative, illustrative parameter set; low and high columns define the ranges used in the robustness analysis. Not legal
advice or forecasts.

APPENDIX B. GLOSSARY

The following terms are used in this paper. Definitions are provided for the non-specialist reader and
are deliberately plain rather than technical.

ADGM Abu Dhabi Global Market, a financial free zone with its own common-law courts and
commercial laws.

Assignment of receivables A security interest under which a lender takes rights to a borrower's
incoming payments.
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Charge A form of security interest over an asset granted to a lender; a first-ranking charge ranks
ahead of others.

Consensual sale A sale of collateral agreed between lender and borrower without contested
court enforcement.

Creditor rights The legal protections that allow a lender to enforce its claim and realise its
security.

DIFC Dubai International Financial Centre, a financial free zone with its own common-law
courts and commercial laws.

Enforcement The legal process by which a lender realises its security after a default.

Forced-sale discount The reduction in price when collateral is sold quickly in distress rather
than in an orderly sale.

Free zone A jurisdiction within the UAE, such as DIFC or ADGM, with its own legal and court
system.

Guarantee A promise by a third party to meet a borrower's obligations if the borrower does not.

Loss given default (LGD) The fraction of an exposure a lender loses when a borrower defaults,
after recoveries.

Mortgage A security interest over real property; a registered mortgage is recorded with the
relevant authority.

Net recovery The value a lender actually realises after valuation shortfalls, discounts, costs and
delay.

Onshore The UAE jurisdiction outside the financial free zones, governed by federal and emirate
law.

Perfection The legal steps, such as registration, that make a security interest valid and
enforceable against others.

Recovery rate The fraction of a claim a lender recovers after default; one minus the loss given
default.

Sale discount See forced-sale discount; the gap between distressed and orderly sale value.

Security interest A legal right over a borrower's asset that a lender can enforce if the loan is not
repaid.

Share pledge A security interest over the shares of a company, giving indirect recourse to its
assets.

Step-in rights A lender's right to take over a project or asset on default to protect its position.

Time value of delay The reduction in the present value of a recovery caused by the time taken to
realise it.

Title Legal ownership of an asset, which must be confirmed before security over it can be relied
upon.

Unsecured claim A claim with no specific security, ranking with general creditors and
recovering least.

Valuation shortfall The gap between the value assumed at origination and the value realisable
at default.

Chennakeshav Adya | Security and Enforcement in the UAE | 2026



Waterfall The ordered sequence of deductions from a claim that yields the net recovery.

Cross-border enforcement Enforcement that requires recognition or action in more than one
jurisdiction, often slower and costlier.
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