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WHEN CRE STRESS HITS THE
BANK'S BOOKS
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For the past two years, much of the commercial
real estate market has operated under a quiet
policy often referred to as “extend and pretend.”
Lenders granted extensions. Borrowers bought
time. Assets were given a chance to stabilize.

But that phase of the cycle is beginning to
change.

Across the banking sector, CRE stress is
increasingly showing up on bank balance sheets.
Loan loss reserves are rising. Regulators are
paying closer attention. And non-performing loans
are beginning to surface in CRE portfolios. When
loans move from a “watch list” to a balance sheet
problem, lenders have fewer options to delay the
outcome.

At that point, the conversation shifts from
extension to resolution.
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When CRE stress hits bank balance sheets, markets
typically move from delay to price discovery.

That resolution can take several forms:

e recapitalizations

e loan sales

» discounted payoffs

e note purchases

e lender-driven restructurings

Historically, this is also the moment when

transaction activity begins to accelerate. Assets that
were frozen during uncertain periods start moving
again as lenders work to clean up portfolios. In
other words, when lenders begin clearing balance
sheets, the market finally begins to reset.
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From the negotiations we are seeing right now,
lenders are becoming increasingly focused on
credible solutions—not indefinite extensions.
Borrowers who come to the table early—with
realistic plans, new equity, or restructuring
proposals—are often able to maintain control of
the process.

Borrowers who wait too long may find the
conversation shifting quickly from workout
discussions to enforcement discussions. This
stage of the cycle also attracts a new set of
market participants: distressed investors, note
buyers, recapitalization capital, and opportunistic
acquirers. When that capital shows up, markets
begin to move again.
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Sponsors and investors should be watching for
early signals that resolution activity is increasing.
Those signals often include:

* lenders quietly exploring loan or note sales
» discounted loan payoffs being negotiated
e recapitalization capital entering deals

* lenders encouraging sponsors to bring in new
equity

For borrowers, the key is simple: engage lenders
early—before problems escalate. For investors with
dry powder, this phase of the cycle often produces
some of the most compelling opportunities.
Because once distress hits bank balance sheets,
the market rarely stays frozen for long.


















A resilient fund administrator in a tough market
behaves like that fox:

 The fox is always scanning the landscape.
Good administration keeps a live view of cash,
covenants, capital activity, and upcoming
obligations—not just at quarter-end.

« The fox uses cunning to survive, not to deceive.
We may structure capital calls creatively,
negotiate with lenders, or adjust pacing, but we
do it transparently, explaining the rationale and
the risks rather than hiding them.

e The foxis light on its feet. When markets move,
we adjust models, update scenarios, and refresh
investor materials quickly, instead of waiting for
the “perfect” answer while investors sit in silence.

The point is not to be cute or crafty with investors. It
is to be agile and intentional on their behalf, while
being brutally straightforward with them about
what we're seeing and what it means.
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In difficult quarters, there is a strong temptation to
say less: shorter letters, fewer charts, softer language.
I'd argue the opposite is needed. This is when our
communication has to do the hardest and most
important work:

< Naming the headwinds plainly instead of
burying them in boilerplate.

e Distinguishing between temporary noise and
genuine impairment.

e Showing, not just telling, how decisions align
with the fund’s stated mandate.

e Sharing what is not yet known and how we are
working to reduce those unknowns.

Candid communication does not mean pessimism,
and it does not mean melodrama. It means
respecting investors enough to trust them with the
unvarnished version of reality—and inviting them
into the logic of how we are navigating it. When
we do that consistently, investors don’t just feel
informed; they feel vested in the journey, including
the hard parts.
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We all prefer to report clean audits, smooth
distributions, and strong IRRs. But the truth is that
some of the most durable investor relationships
are forged in the quarters when things are messy,
valuations are under pressure, and nothing feels
easy.

If, in those conditions, investors still experience:
e Accurate numbers.

e Predictable processes.

e Clear explanations.

e Awillingness to own mistakes and fix them.

Then they walk away with a deeper conviction:
“These are the people | want stewarding my capital
when the next cycle gets rough.”

In that sense, fund administration in a tough market
is not just about surviving the present. It is about
proving—through quiet, disciplined work and open
communication—that the trust our investors placed
in us was well-founded. That is resilience. And like
the fox that endures winter by staying watchful and
resourceful, not by pretending it is still summer,
resilient funds will come out of this environment
leaner, clearer, and with investor relationships that
are stronger than when they started.
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