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Above all, this cycle reinforced a timeless truth: 
success depends as much on emotional discipline 
as technical skill. Fear, stress, and decision paralysis 
destroyed value. Conviction, discipline, and 
execution preserved. 

As we move into 2026, early headwinds will persist. 
But disciplined underwriting, creative structuring, 
and anticipated rate relief suggest that the next 
phase of this cycle will reward conviction, not 
hesitation.

The long-running extend and pretend era has 
ended. Lenders are foreclosing, deploying 
internal asset management teams, and taking 
control of assets. Proactive owner teams who 
structured exits or sales before foreclosure 
consistently achieved better outcomes.

Unlike 2008, this is not a liquidity crisis. Capital 
remains available. The dislocation was driven 
primarily by Federal Reserve policy aimed 
at combating inflation, with commercial real 
estate openly acknowledged as an unintended 
casualty. This is a repricing cycle, not a 
systemic failure. Looking ahead, interest rates 
are more likely to decline than rise, creating 
meaningful opportunity for rate arbitrage. 
Assets acquired today at decompressed cap 
rates, when underwritten conservatively, 
are positioned for outsized returns as rates 
normalize.

The extension of 100 percent bonus deprecia-
tion through 2032 further enhances after-tax 
returns and strengthens the investment case 
for commercial real estate. At the same time, 
litigation from deals closed between 2020 and 
2023 will continue for years, creating a long 
tail of uncertainty across the market.
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THE QUARTER AT A GLANCE
The 2025 commercial real estate market served 
as a decisive stress test. It rewarded discipline, 
punished complacency, and forced a fundamental 
reset in how transactions are sourced, structured, 
and executed.

During the past year, Kelley | Clarke, PC 
structured, assisted, and closed transactions 
involving more than $2 billion in assets, providing 
a ground-level view of how lenders, sponsors, 
and capital are operating in this cycle. Several 
conclusions are clear.

This is now a lender-driven market. The 
most compelling opportunities originate 
directly from lenders and special servicers, 
not traditional broker channels. Sponsors 
who have not adapted their sourcing 
strategies or built lender relationships are at 
a material disadvantage.

Alternative and creative deal structures 
are no longer optional. Conventional 
transactions frequently failed to close. 
Successful sponsors embraced discounted 
payoffs, note purchases, recapitalizations, 
preferred equity, lender joint ventures, and 
negotiated exits. Adaptability is the price of 
admission in this cycle.

Conservative underwriting and stable 
capital sources proved essential. Aggressive 
leverage, floating-rate exposure without 
adequate buffers, and unrealistic exit 
assumptions were exposed quickly. 
Sponsors with patient, aligned capital 
preserved optionality and control.
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5. Preserve necessary insurance tail coverage 
only if applicable.  

6. Pay only minimal state franchise taxes (if 
required).  

7. Maintain basic corporate governance records.  

This keeps the entity legally alive but reduces 
costs to a negligible level.

B. Why this works  

Courts look for ongoing formalities, not 
operational activity, when evaluating corporate 
separateness. A shell entity still satisfies legal 
standards necessary to preserve the liability 
shield.

C. Costs comparison  

Dissolution now:  

- Low short‑term cost   
- High long‑term risk of personal liability   
- Potential litigation costs if individuals must 
defend claims  

Maintaining a shell entity:  

- Minimal annual cost   
- Maximum protection   
- Preserves the liability firewall  

4. RISKS ARE NOT ELIMINATED BY 
DISSOLUTION — THEY ARE TRANSFERRED 
TO OWNERS

Dissolution does NOT eliminate liability!  
Dissolution merely removes the legal container 
that holds the liability shield. Claims continue to 
exist, but now creditors and/or plaintiffs can turn 
their attention to individuals. 

5. BEST PRACTICE: AVOID DISSOLUTION 
UNTIL RISK PERIODS EXPIRE

We recommend delaying dissolution until:

1. All statutes of limitation have expired such as 
contract, tort, and/or lender deficiencies.  

2. All investor reporting, accounting, and 
distribution issues are finalized.  

3. All K‑1s and tax returns are completed for every 
year of activity.  

4. No lender obligations remain, including 
deficiencies or guarantor exposure.  

5. No vendor, Property Manager, or construction 
claims remain possible.  

CONCLUSION

An entity continues to provide vital protection for 
its owners even after operations cease. Premature 
dissolution removes that protection and increases 
the chance of personal liability. Maintaining the 
entity as a low‑cost shell allows clients to preserve 
the corporate liability shield while minimizing 
ongoing expenses.

If you would like a dissolution‑readiness review, 
Kelley | Clarke can evaluate your entity’s risk status 
and advise when dissolution is legally appropriate.



6

As we move into 2026, tax planning remains a 
critical value-creation lever in commercial real 
estate transactions—particularly in a capital-
constrained environment where yield compression, 
refinancing risk, and lender leverage continue to 
shape deal economics. Two tax strategies warrant 
special attention: (i) IRC §1031 like-kind exchanges, 
and (ii) accelerated depreciation through 100% 
bonus depreciation paired with cost segregation 
studies, following the passage of the “Big Beautiful 
Bill.”

I. §1031 LIKE-KIND EXCHANGES (FORWARD 
AND REVERSE)

Overview and Market Scale

§1031 continues to allow investors to defer 
recognition of capital gains and depreciation 
recapture when exchanging real property held for 
investment or productive use in a trade or business 
for other qualifying real property. Despite periodic 
legislative scrutiny, §1031 remains intact and widely 
utilized across asset classes.

Forward Exchanges

A forward exchange typically involves the sale 
of a relinquished property, followed by the 
identification of replacement property within 45 
days and acquisition within 180 days. Forward 
exchanges allow investors to defer capital gains 
and depreciation recapture, preserve equity, and 
reposition portfolios geographically or by asset 
class. 

Reverse Exchanges

Reverse exchanges allow investors to acquire 
replacement property before selling the 
relinquished asset, with title temporarily held 
by an Exchange Accommodation Titleholder. 

Reverse exchanges provide acquisition certainty in 
competitive or lender-driven scenarios, including 
pre-foreclosure and post-foreclosure opportunities. 

II. 100% BONUS DEPRECIATION AND COST 
SEGREGATION (POST–“BIG BEAUTIFUL BILL”)

The reinstatement of 100% bonus depreciation 
under the “Big Beautiful Bill” has continued to drive 
capital to commercial real estate despite general 
weakness in the overall broader market. When 
paired with a properly executed cost segregation 
study, investors may significantly accelerate 
depreciation deductions, often creating substantial 
near-term tax sheltering.

Cost Segregation Studies

Cost segregation studies reclassify qualifying 
components of a building from 39-year property 
into shorter recovery periods, such as 5-, 7-, 
or 15-year property. Accelerated depreciation 
improves early-year after-tax cash flow and can 
materially enhance internal rate of return. The 
quality of the study provider and methodology is 
critical. Engineering-based studies with defensible 
documentation reduce audit exposure. Aggressive 
assumptions or unsupported allocations could 
increase IRS audit risk and potential clawbacks.

100% Bonus Depreciation

Qualifying assets identified through cost 
segregation may be fully expensed in the year 
placed in service, generating significant first-year 
depreciation deductions.  Bonus depreciation 
is commonly used to offset passive income 
from other real estate holdings and to enhance 
early-year tax efficiency. Note that accelerated 
depreciation can increase tax liability upon sale, 
particularly for shorter hold periods.

Disclaimer

This document is provided for educational and 
informational purposes only and does not constitute 
legal, tax, or investment advice. This material does not 
create an attorney-client relationship and should not 
be relied upon as a solicitation or recommendation 
regarding any specific transaction.

TAX BENEFITS AND STRUCTURING 
OPPORTUNITIES FOR COMMERCIAL 
REAL ESTATE HEADING INTO 2026
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As real estate securities, private credit, and 
structured investment vehicles continue to 
grow in complexity, sponsors and managers are 
increasingly expected to deploy institutional-grade 
technology to manage investor engagement, 
capital structures, compliance, and reporting. In 
2025, investor expectations shifted meaningfully 
toward transparency, automation, and secure 
self-service access. These trends are expected to 
accelerate into 2026.

1. INVESTOR PORTALS & FUND 
ADMINISTRATION PLATFORMS

Investor portals are no longer optional. For most 
real estate and private credit sponsors, they have 
become a baseline expectation among limited 
partners. Key functions include secure delivery 
of offering materials, capital call and distribution 
tracking, performance reporting, tax document 
access, and centralized investor communications.

Looking ahead to 2026, sponsors should prioritize 
platforms offering real-time dashboards, asset-
level reporting for equity and debt, custom 
permissions, API integrations, and audit-friendly 
exports.

2. CAPITAL STACK, CAP TABLE, AND 
WATERFALL MANAGEMENT

Real estate securities frequently involve layered 
capital structures. Manual spreadsheet tracking 
presents growing operational and fiduciary risk. 
Dedicated platforms allow accurate ownership 
tracking, automated waterfall calculations, scenario 
modeling, and faster investor reporting. In 2026, 
flexibility in modeling preferred returns, promotes, 
and restructuring events will be critical.

3. INVESTOR CRM & COMMUNICATION 
SYSTEMS

Investor relationship management has evolved 
beyond fundraising tools into lifecycle management 
systems. These platforms track investor history, 
engagement, and responsiveness while enabling 
automated and compliant communications.

Future-facing systems will integrate directly with 
investor portals and use AI-assisted drafting 
for routine updates, while preserving sponsor 
oversight and compliance controls.

4. PRIVATE CREDIT & LOAN ADMINISTRATION 
TECHNOLOGY

Private credit strategies require loan-level 
administration tools that support payment 
tracking, interest accruals, covenant monitoring, 
and restructuring documentation.

In 2026, sponsors should expect deeper integration 
between loan administration systems and investor 
portals, as well as improved stress-testing and 
maturity risk modeling.

5. EMERGING TECHNOLOGY 
CONSIDERATIONS

AI-driven automation is increasingly used 
to generate summaries, identify reporting 
inconsistencies, and streamline investor 
communications. Tokenization concepts are being 
explored but remain experimental and should not 
replace traditional legal ownership structures at 
this stage.

6. KEY EVALUATION CRITERIA

Sponsors should evaluate technology solutions 
based on data security, integration capabilities, 
investor experience, flexibility for bespoke 
economics, and data portability.

CONCLUSION

As investor expectations rise and structures grow 
more complex, thoughtful technology adoption will 
be critical for sponsors heading into 2026.

TECH TOOLS AND TIPS!4
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DUGAN’S DESK
A YEAR-END PERSPECTIVE: HARD LESSONS, CLEAR 

SIGNALS, AND WHY 2026 WILL REWARD CONVICTION

The 2025 market did not reward complacency. It 
rewarded clarity, discipline, and execution.

Over the past year, Kelley | Clarke, PC structured, 
assisted, and closed transactions involving 
more than $2+ billion in assets, providing a 
comprehensive, ground-level view of how this 
market truly functions - not how it is discussed 
on panels or in pitch decks. That perspective 
makes one conclusion unavoidable: this cycle has 
fundamentally reset expectations, behavior, and 
opportunity.

THIS IS A LENDER’S MARKET - FULL STOP

2025 confirmed what many were reluctant to 
accept: this is a lender-dominated market. The 
most actionable opportunities are no longer 
brokered in the traditional sense. They originate 
from lenders - special servicers, balance-sheet 
lenders, and institutions managingnon-performing 
or transitional assets.

Sponsors who fail to build lender relationships or 
who misunderstand lender motivations are simply 
not seeing the best deals. In this environment, 
access matters more than marketing, and 
execution matters more than optics.

CREATIVITY IS NO LONGER A 
DIFFERENTIATOR - IT IS THE PRICE OF 
ADMISSION

The notion that deals can be completed through 
conventional structures alone is outdated. 
Tenacity and creative structuring are now baseline 
requirements, not competitive advantages.

We consistently saw better outcomes from 
sponsors willing to pursue discounted payoffs, note 
purchases, structured recapitalizations, preferred 
equity, lender joint ventures, or negotiated exits. 
Those who clung to legacy deal models often ran 
out of time, leverage, or credibility.

In this cycle, alternative structures are not optional 
- they are essential.

CONSERVATIVE UNDERWRITING IS THE ONLY 
VIABLE UNDERWRITING

The market has little tolerance for aggressive 
assumptions. Conservative underwriting and stable 
capital sources separated survivors from casualties 
in 2025.

Over-levered capital 
stacks, thin interest-
rate cushions, and 
unrealistic exit 
assumptions were 
exposed quickly. 
Sponsors with patient, 
aligned capital and 
realistic downside 
planning retained 
optionality. Everyone 
else was forced into 
reactive decision-
making.

DUGAN KELLEY
SHAREHOLDER
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“EXTEND AND PRETEND” IS OVER - AND 
THAT’S A GOOD THING

A defining feature of 2025 was the end of 
widespread “extend and pretend.” Lenders 
stopped kicking the can. Foreclosures increased, 
and lenders began deploying internal asset 
management teams to take control of assets rather 
than prolong uncertainty.

Importantly, the best outcomes did not come from 
denial or delay. Owner teams that engaged early, 
structured exits, or repositioned assets through 
negotiated sales materially outperformed those 
who allowed foreclosure to become the default 
outcome. Proactivity mattered.

THIS IS NOT 2008 - CAPITAL IS AVAILABLE

This market downturn has been widely 
misunderstood. This is not a liquidity crisis. Capital 
exists. The system is functioning.

The dislocation was driven primarily by Federal 
Reserve policy aimed at combating inflation, with 
commercial real estate openly acknowledged as an 
unintended casualty. That distinction matters. This 
is a repricing cycle - not a systemic collapse.

RATE RELIEF WILL CREATE ENORMOUS  
OPPORTUNITY

With a new administration in Washington, 
optimism has returned - not irrational exuberance, 
but measured confidence. In our view, rates are far 
more likely to move lower than higher.

That matters because rate arbitrage will be one of 
the most powerful value-creation mechanisms in 
commercial real estate over the next several years. 
Assets acquired today at decompressed cap rates 
- underwritten conservatively - are positioned to 
benefit disproportionately as rates normalize.

Ironically, capital raising has been more challenging 
because many investors were burned between 
2020 and 2023. Floating-rate debt exploded, 
cap rates expanded, and losses followed. That 
experience created skepticism. Yet, objectively, this 
entry point is structurally more attractive than the 
pre-2022 environment, when ultra-low cap rates 
left no margin for error.

TAX POLICY IS ONCE AGAIN A TAILWIND

The passage of the “Big Beautiful Bill” materially 
improved the investment landscape. The extension 
of 100% bonus depreciation through 2032 gives 
investors exactly what they seek: the ability to 
enhance after-tax returns while maintaining 
exposure to real assets.

For many investors, this alone meaningfully shifts 
the risk-reward equation back in favor of CRE 
allocations.

LITIGATION WILL BE THE LONG TAIL OF  
THIS CYCLE

There is no avoiding it: litigation from deals closed 
between 2020 and 2023 will continue for years. 
Lenders pursuing borrowers and guarantors. 
Investors pursuing sponsors. Many of these 
disputes are only now entering formal proceedings.

Resolution will take time. Litigation - and even 
arbitration - moves slowly. This overhang will 
remain part of the backdrop well into the next 
cycle.

FEAR, STRESS, AND THE REAL  
DIFFERENTIATOR

Every market cycle is shaped by fear. FOMO, 
paralysis, and emotionally driven decisions 
destroyed value in countless deals.

One of the most accurate lessons I ever received 
came from my father more than a decade ago: 
your success will largely depend on how you 
manage stress. That truth applies universally - to 
entrepreneurs, sponsors, investors, and operators 
alike. Technical competence is assumed.

Emotional discipline is decisive.

2026 WILL REWARD CONVICTION, NOT  
HESITATION

As we enter 2026, many of the same headwinds 
from 2025 will persist early in the year. Over time, 
interest-rate relief should stabilize pricing and 
values, while markets work through absorption of 
new supply.
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QUARTERLY COMMERCIAL REAL 
ESTATE OUTLOOK – Q1 2026. 

EXECUTIVE SUMMARY

As we close out 2025, we are 
mindful of the remaining volatility in 
the capital markets and interest rate 
movement.  Many of the commercial 
real estate sectors for our clients 

are heavily dependent on the cost of debt 
and capital.  As we peer into our crystal ball for 
this upcoming 2026 Q1, please find a few of our 
prognostications. The objective is not to forecast 
market tops or bottoms, but to identify relative 
opportunity and risk across major commercial real 
estate asset classes.

ASSET CLASS ANALYSIS

I. MULTIFAMILY

Tier 1: Core Growth & Liquidity Markets 
(Primary Buy Focus)

Atlanta; Dallas–Fort Worth; Jacksonville; Tampa / 
Orlando; Charlotte / Raleigh.

These markets continue to attract population 
growth, employment expansion, and institutional 
capital. While elevated new supply remains a near-
term headwind in certain submarkets, transaction 
liquidity, scale, and long-term demographic trends 
support continued multifamily investment activity. 

Tier 2: Scarcity & Re-Pricing Opportunities 
(Selective Buy)

Chicago; Minneapolis–St. Paul; Bay Area (free-
market and value-add only).

These markets are not traditional multifamily 
hot spots; however, limited new supply, durable 
renter demand, and pricing dislocation relative to 
replacement cost may present opportunities for 
patient capital with longer hold horizons.

Neutral / Opportunistic (Regulatory-Sensitive)

New York City Metro.

Despite deep renter demand, New York City 
presents elevated political and regulatory risk 
following recent electoral developments and 
expanded affordability mandates. Investment 
opportunities, where they exist, are limited to free-
market assets, conversion strategies, or situations 
where regulatory exposure is clearly understood 
and priced.

Sell / De-Risk Markets

Austin; Phoenix; Denver; Las Vegas.

These markets are experiencing near-term supply 
pressure that has outpaced absorption, resulting 
in rent compression, elevated concessions, and 
extended stabilization timelines.

II. OFFICE

Buy: New York City (Class A); Washington, D.C.; 
Boston; Nashville (medical and owner-user); Dallas 
(medical office).

Sell / Avoid: San Francisco; Los Angeles; Chicago 
(commodity office); Houston (non-medical); 
secondary CBD office nationwide.

Office performance is increasingly driven by 
tenant quality, building functionality, and capital 
expenditure requirements rather than geography 
alone.

MARKETS, CAPITAL, AND RISK ALLOCATION.  
SEE WHAT OUR CRYSTAL BALL SAYS 

HEADING INTO 2026?  
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CONTACT US TODAY

SCHEDULE YOUR LEGAL  
CONSULTATION

SECURITIES — REAL ESTATE — MERGER AND ACQUISITIONS — LITIGATION — 
CORPORATE AND COMMERCIAL TRANSACTIONS — FUND ADMINISTRATION

PROSPER, TX
603 E. BROADWAY STREET 

PROSPER, TEXAS 75078

P: 972-253-4440

F: 866-611-9852

SANTA BARBARA, CA
P: 805-884-9922

F: 866-611-9852

It’s been great working with the 
Kelley-Clarke firm for all of our real 
estate transactional and securities-
related legal needs. Dugan always 

takes good care of us here at 
PassiveInvesting.com and really 
have our back. One of our best 
decisions was to start using the 

Kelley-Clarke firm.

Dan Hanford 
PassiveInvesting.com

I have never met an attorney that makes 
themselves more available that Dugan 

Kelley. Dugan has never hesitated to take 
a call when I or one of my investors had 
a question. He cares about my investors 

just like they are his own. The Kelley 
Clarke team has become a part of our 
team that we couldn’t imagine doing 

business without.

Whitney Sewell 
Life Bridge Capital


