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Introduction:  

 

The two principal types of security interests available in El Salvador to lenders are pledges and 

mortgages. The nature and specific characteristics of said securities vary depending on the assets to 

be encumbered (e.g. movable goods, real property, personal property, receivables, etc.). 

 

- Pledges:  

 

Pledges are a security interest through which movable assets (e.g. equipment, receivables, etc.) may 

be encumbered as collateral of an obligation. Two types of pledges operate locally: (i) pledge with 

physical delivery of the asset, whereby the secured party personally and physically receives the 

encumbered asset and shall keep the same in deposit as a guarantee of his credit; and (ii) pledge 

without physical delivery, whereby the pledgor continues to hold the encumbered asset in deposit 

(thereby liable before the secured lender for all fiduciary duties as a result of said deposit). This 

pledge is available when the pledged asset is deemed indispensable for the performance of the 

pledgor’s business activities. 

 

- Mortgages: 

 

Mortgages are a security interest through which either real property, companies, aircraft or ships 

may be encumbered as collateral of an obligation. There are also two types of mortgages locally: (i) 

closed mortgage, whereby the encumbered asset serves as collateral of a specific obligation(s) of the 

debtor; and (ii) open mortgage, whereby the encumbered asset serves as collateral of all present 

and/or future obligations of the debtor in general. 

 

A. Creation and Perfection:  

 

1. Rules and restrictions: 

  

Pledges without physical delivery of the asset, and mortgages, are created and perfected by (i) 

the execution of a public deed before a Salvadoran notary public by the parties thereto, and (ii) 

registration of the deed in the relevant Salvadoran Public Registry. Pledges with physical 

delivery of the asset require less formality, as the simple delivery of the asset in pledge may be 

sufficient to establish the guarantee. Generally, there are no special rules or restrictions 

applicable to foreign creditors seeking to take interest in property in El Salvador. 

 



   

 

2. Time limits: 

 

The time limits of security on assets are established freely by the parties thereof. Usually, the 

same are valid until the secured obligation has been paid in full.  

 

3. Costs involved in registering a security interest: 

 

Registration fees vary depending on the type of security and the registry where such security 

shall be recorded.  

 

The fee for registering a pledge without physical delivery in the Registry of Movable Guarantees 

is calculated upon the value of the security interest, at a rate of US$1.00 per each US$100.00 or 

fraction thereof, with a maximum registration fee (cap) of US$12,000.00. 

 

The fee for registering a closed mortgage in the Real Estate Registry is also calculated upon the 

value of the security interest, at a rate of US$0.38 per each US$100 or fraction thereof, with a 

maximum registration fee (cap) of US$5,400. In the case of an open mortgage, the rate is 

US$0.63 per each US$100 or fraction thereof, with the same applicable cap. 

 

Note that the local currency in El Salvador is the US Dollar.   

 

4. Consents: 

 

Generally, the making of loans and/or the granting of security in connection therewith do not 

require any regulatory, tax or governmental consent, or other third-party consent. 

 

However, as noted, guarantees that do not involve physical delivery (e.g. mortgages or pledges 

without delivery), require registration before the relevant local public registry to become valid 

and enforceable vis-à-vis third parties. For such registration purposes, the respective lender(s) 

require a personal filing/registration with the Ministry of Treasury to obtain a Tax Identification 

Number.   

 

B. Enforcement:  

 

1. Average time and costs required to enforce a security interest: 

 

The enforcement of a mortgage security in El Salvador usually takes 8-10 months; while the 

enforcement of a pledge security may take 4-8 months. The costs associated with the same are in 

general (i) attorneys’ fees, (ii) executor’s officer fees, (iii) public auction costs, (iv) valuation 

fees, and (v) transfer and registry fees (in the event of a judicial adjudication of the asset in lieu 

of payment).   

 

 

 

 



   

2. Proceeding:  

 

Subject to the conditions and requirements set forth in the respective loan and security interest 

agreement, in general terms, upon a breach by a local borrower of its obligations under the same, 

causing an acceleration of the outstanding loan amount, to enforce on the security interest, a 

lender will have to file a formal claim before a local court, seeking payment of the outstanding 

loan amount from the borrower and requesting the attachment of the underlying security interest 

(e.g. pledge or mortgage).  

 

As part of the process, the local court shall order the attachment -as a preliminary measure (this 

would occur upon admittance of the lawsuit and prior to delivering notice to the local borrower)-, 

and the same would be performed by an executor appointed by the judge, and would first fall 

upon the security interest granted as collateral, and subsequently, if necessary to cover the 

outstanding obligation, on other available assets of the local borrower (assets are deemed 

available for attachment, if no prior security interest has been granted on the same in favor of 

another creditor, and/or no prior attachment of the same has occurred and is outstanding).  

 

Upon a final judgment issued in favor of the lender (a final judgment would be issued only after 

the proceeding has completed all its phases (e.g. the borrower has been notified of the lawsuit, 

the evidence-delivery phase has concluded, etc.)), the attached security interest and other assets 

(if any) would have to be sold in public auction under the supervision and authorization of the 

local court, for the lender’s credit to be satisfied with the proceeds thereof.  

 

If the attached security interest and assets cannot be sold in the auction (because no bidders are 

present or there are no acceptable bids according to law), the lender could request either (i) that a 

new public auction be performed, or (ii) the judicial adjudication of the assets in lieu of payment. 

In any event, if the attached security interest and assets sold in public auction or judicially 

adjudicated to the foreign lender do not cover the outstanding debt in full, further assets of the 

local borrower could be attached. 

 

Local law prohibits the incorporation of any provision into the loan and/or security agreement 

that would allow the secured lender to privately seize the collateral in the event of a default. 

However, after a default by the local borrower, the secured lender and borrower may reach a 

private agreement to settle the debt (including the transfer of ownership of the collateral in lieu 

of payment, or its sale in private auction). 

 

3. Competent court for enforcement: 

  

The contracting parties may freely select a specific competent court in El Salvador for the 

enforcement of a local security interest (i.e. a borrower may waive its right to be sued in the 

courts of its legal domicile, and submit to the jurisdiction of an alternative court). 

 

4. Foreign-language/foreign-executed loan agreements and enforcement of an underlying 

local security:   

 

 



   

In general terms, foreign-loan agreements are valid and any local security arising thereof, would 

be enforceable locally; provided that if the agreement is executed abroad, the signature(s) of the 

parties shall be duly notarized and legalized with an Apostille or by a Salvadoran Consulate, and 

then -when/if enforcement becomes necessary- the document is officially translated into Spanish. 

 

Further, a separate formal acknowledgment deed may be executed before a Salvadoran notary in 

Spanish, where the borrower acknowledges the terms, conditions and obligations of the foreign-

loan agreement. This deed could serve as the executory instrument to foreclose on the local 

security interest. 

 

5. Foreign judgment recognition:   

 

A judgment rendered by a foreign court against a local borrower -in respect of a loan agreement 

subject to foreign jurisdiction/courts-, would generally be enforceable against the local borrower 

in the courts of El Salvador, provided that the court in which enforcement is sought determines 

that: 

(i) such foreign judgment is not subject to any further appeals, and has been 

issued by a competent court; 

 

(ii) process in the foreign  action has been properly served on the defendant;  

 

(iii) the foreign judgment fulfills the necessary requirements to be considered 

authentic in the jurisdiction of issuance and in El Salvador;  

  

(iv) the obligation for which enforcement is sought is licit in El Salvador and 

does not violate any law, constitutional principle or public policy of El 

Salvador; 

 

(v) no current litigation or final judgment exists in El Salvador with respect to 

the matter resolved in such foreign judgment; and 

 

(vi) the applicable procedure under the laws of El Salvador to the enforcement 

of foreign judgments (including attainment of an authorization from the 

Supreme Court of Justice of El Salvador) is complied with.  

 

 

C. Additional considerations on Creditors’ Rights generally:  

 

1. Insolvency test in El Salvador: 

 

Pursuant to the Salvadoran Commercial Code, the following situations may put a person in an 

insolvency state: (i) default on due and payable obligations; (ii) insufficient assets to cover for 

third-party credits; (iii) business absence for 15 days or more, without designation of a legal 

representative; (iv) voluntary closure of the commercial establishment; (v) assignment of assets 

with an adverse effect to a creditor; (vi) failure to reach a timely agreement with creditors under 



   

a stay period (payment suspension arrangement)
1
, or failure to timely fulfill this agreement; and 

(ix) any other similar situation.  

 

2. Netting of obligations (offset) under an insolvency (i.e. bankruptcy) state:  
 

In general terms, and subject to the specific conditions contemplated under the respective loan/ 

security agreement, pursuant to local regulations, the ability to net/offset the obligations under 

said agreement would be restricted upon the local borrower’s state of bankruptcy -or payment 

suspension. The Salvadoran Commercial Code prescribes that upon a formal declaration of 

bankruptcy, the debts of the bankrupt may not be compensated, regardless of any regulation or 

agreement between the parties. Similarly, equal treatment would apply under a payment 

suspension event, where any netting provisions under a private agreement (e.g. loan) would 

become subordinated to the payment suspension arrangement reached with other creditors of the 

local borrower. 

    

Without prejudice to the foregoing, under local bankruptcy rules generally, the outstanding 

obligations of the debtor are accelerated and deemed due and payable to its creditors. All secured 

credits against the debtor shall be repaid with the proceeds resulting from the underlying secured 

assets. If these assets are not sufficient to cover the outstanding liabilities, or, for the case of 

unsecured credits, the remaining assets may be judicially allocated following the order of 

priority established under local law, which in summary is: (i) labor obligations, (ii) secured 

credits (either through mortgage or pledge) with respect to the secured asset; (iii) judicial costs, 

(iv) tax obligations, and finally (v) unsecured credits, proportionally to the remaining assets of 

the debtor. 

 

 

                                                 
1 Note that prior to the initiation of a bankruptcy proceeding, a debtor may seek the suspension of his payment obligations, by 

recognizing his insolvent state and entering into a voluntary agreement with its creditors, whereby the creditors and the 

debtor agree to a schedule for the repayment of the outstanding debts (a payment suspension arrangement). During this 

period, the enforceability of the outstanding credits/obligations against the debtor are suspended, and except for certain 

special credits (e.g. labor, alimony, secured credits), judicial proceedings against the debtor are also suspended. Local law 

prescribes that during this period, the debtor shall keep the ordinary administration and operations of its business, under the 

supervision of a receiver (síndico), and all acts that are gratuitous in nature or that exceed the ordinary administration 

(including the granting of collateral) shall be void, unless a prior judicial authorization is obtained thereof.  
 


