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The intersection of 
distress and stability

Timothy Sloan, head of commercial real estate debt at Fortress Investment Group, 
says the fi rm sees the strongest long-term outlook for senior loans. But in today’s 

market, its history as a distressed investor will still be critical. By Samantha Rowan

F
ortress Investment Group 
has both a near-term and a 
long-term investment the-
sis, and the two are inter-
secting in today’s market. 
This includes the impact of 

a higher-for-longer rate environment, 
increased regulation for commercial 
banks and a $2.9 trillion wall of matur-
ities through the end of 2028. 

“Over the next two to fi ve years, we 
will see a signifi cant number of distressed 
opportunities because of that matu-
rity wall,” Tim Sloan, vice-chairman 
and head of commercial real estate 
debt, tells PERE Credit in an interview 
at the fi rm’s global headquarters in 
New York in late August. “In addition 
to that, today we are seeing opportu-
nities to provide senior debt for com-
mercial real estate borrowers. We think 
that will be the fastest-growing part of 
our business.” 

Fortress, which got its start in 1998 
as a diversifi ed investment manage-
ment company, will be using every 
facet of its platform as it seeks to help 
commercial real estate sponsors and 
institutional investors solve problems. 

For sponsors, the fi rm can step into 

a variety of stressed and performing sit-
uations while seeking to align the loans 
it originates with the income needs of 
its investor base. 

“We have always had a very broad 
and diversifi ed real estate strategy at 
Fortress, both debt and equity,” Sloan 
adds. “We have diff erent products we 
can provide to our customers, borrow-
ers and partners.” 

None of this is new for the fi rm, with 
Sloan noting Fortress has always been a 
lender and investor in commercial real 
estate, working via diversifi ed domestic 
and global debt and equity strategies to 
allocate capital across geographies, as-
set classes and capital structures. 

“We don’t have a dedicated com-
mercial real estate debt strategy in the 
US. Historically, when we have provid-
ed credit, preferred equity or mezza-
nine, we have done that through both 
open-ended and closed-ended cred-
it-oriented lending strategies,” Sloan 
says.  

“The fi rm can be creative in terms 
of how we structure those products, 
providing lower-cost senior debt if 
a borrower wants to bring in a larger 
amount of equity and reducing their 

leverage levels,” Sloan adds. “We can 
also provide a higher level of debt or 
originate preferred equity, mezzanine 
or common equity. We can solve a va-
riety of needs.” 

Basel’s new lending order
Fortress has long been a provider of 
senior debt and anticipates increasing 
its origination levels as the expected 
July 2025 implementation of Basel III 
comes into focus.  

“I think what has exacerbated the 
longer-term issue of Basel III is that in 
the short-term, there is a $1 trillion wall 
of commercial real estate loans that are 
maturing,” Sloan says. “It also provides 
opportunity because it creates a fi nite 
event – the maturity date – for us to step 
in and refi nance a loan from a bank.” 

Originating senior debt today will 
mean working with borrowers to make 
loans of $25 million or more with loan-
to-value ratios of 50-70 percent at what 
Sloan believes will be very competitive 
pricing. 

“Most of the loans we will originate 
will be fl oating-rate loans of general-
ly three years with two one-year ex-
tensions that are performance-based. 
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Transaction snapshot

Fortress has been actively 
deploying capital across a 
wide range of real estate 
strategies, including 
the acquisition of loan 
portfolios, the origination 
of construction loans 
and the funding of credit 
facilities

Market Street
Acquired a $22.2 million performing loan secured by 
an offi  ce and retail asset in downtown San Francisco

Aug 2023

Dec 2023

Feb 2024

Debt acquisitions
Capital One
Acquired a portfolio of 26 offi  ce 
loans with an aggregate balance of 
$895 million

Carroll Portfolio
Acquired a portfolio of six performing NYC multifamily 
loans to one sponsor with an aggregate balance of 
$62 million
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Preferred equity and mezzanine will 
be structured a little diff erently; some-
times there is a term or some kind of 
redemption,” Sloan adds.  

While borrowers are certainly more 
aware of alternative lenders than they 
were prior to the global fi nancial cri-
sis, there is still a learning curve, Sloan 
explains. “There is defi nitely an educa-
tion process for the private real estate 
credit industry as we continue to grow 
our real estate debt platforms to make 
sure borrowers, their advisers and loan 
brokers know we are open for business, 
and it takes a co-ordinated eff ort to get 
the word out,” Sloan adds.  

One thing that has helped is the 
fi rm’s long-standing relationships with 
banks, which they are working with 
to refi nance maturing debt or acquire 
notes on specifi c properties.  

“These banks have borrowers with 
loans coming due and we can work with 
the bank and the borrower to make that 
occur,” Sloan says. “We’re also work-
ing with banks that want to reduce 
their commercial real estate exposure 
on a portfolio or one-off  basis. We’re 
also doing this with insurance compa-
nies, mortgage real estate investment 
trusts and any commercial real estate 
lender which, regardless of how they’re 
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regulated or capitalized, may have sim-
ilar issues in terms of too much con-
centration or challenging loans.” 

Rising rates, falling values
While there have been some distressed 
transactions, Sloan believes the bulk of 
these deals are yet to come.  

“Values haven’t bottomed yet, re-
gardless of product type, and we haven’t 
gotten through the maturity wall yet. 
Regulated lenders have not gotten their 
portfolios down from a concentration 
standpoint,” Sloan says. “That means 
there will be a distressed opportunity 
that could last as long as fi ve years.” 

There is a common problem that is 
aff ecting many commercial real estate 
sponsors: the impact of the more than 
500-basis point increase in interest 
rates from March 2022 to July 2023.  

“Investors who purchased or refi -
nanced properties in a lower-rate en-
vironment [are in a place where] the 
underlying real estate was valued at a 
lower cap rate. As rates then rose, you 
discounted those future cashfl ows and 
the value of a property, even if it is per-
forming well, has gone down,” Sloan 
says.  

While the exact decline depends on 
the underlying asset, performing real 
estate projects have seen a 10 to 30 
percent diminution on value simply be-
cause rates are been higher, Sloan adds. 

“[In addition to value declines] the 
cost of the capital structure for real es-
tate projects has increased signifi cant-
ly. When rates were lower, the cost of 
debt was lower,” Sloan adds. “This cost 
has more or less doubled now.” 

The fi nal issue borrowers are grap-
pling with is infl ation and its impact on 
operating costs. 

“The cost of employees and all sorts 
of products and services, the inputs to 
commercial real estate property, have 
gone up at a very similar level to infl a-
tion,” Sloan says. “The one cost that 
has gone up at a much higher rate than 
average infl ation is insurance costs.” 

All these issues become part of the 
underwriting process for Fortress.  
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“I think what has 
exacerbated the longer-
term issue of Basel III is 
that in the short-term, 
there is a $1 trillion wall 
of commercial real estate 
loans that are maturing”

Parkview
Provided a $146 million senior credit facility to Parkview 
Financial. The facility is secured by a portfolio of seven 
construction loans with a total commitment of $224 million

Sep 2024 

Jul 2024 

Feb 2024

High-yield originations

Monmouth Mall
Originated a $303 million construction loan for the residential 
development component of the de-malling of the Monmouth 
Mall in Eatontown, New Jersey

Colts Neck
Closed on a $95 million construction loan to the Kushner 
Companies for the development of Livana Colts Neck in 
New Jersey

Continued over page
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Sep 2022

Jun 2023  

Low-yield originations

Hilton Times Square
Funded a $69 million, or $145,000 per 
key, loan to a joint venture between 
Apollo, Newbond Holdings and Witkoff  
Group to acquire the leasehold interest in 
the 478-key Hilton Times Square hotel

Sony Culver City 
Acquired a $100 million Culver City offi  ce 
loan at an 88-cent price

Dec 2023

Dec 2023  

JVs/lines/co-GP high-yield

Entered a $500 million, 70/30 joint 
venture with Derby Copeland Capital 
to pursue small-balance, mid-
market multifamily debt investment 
opportunities in New York City

Makes $142 million LP investment 
within Forum Investment Group’s 
Structured Finance Fund

“We underwrite the borrower in 
terms of their industry and operat-
ing experience, and then we develop 
a structure that we think makes sense 
to solve their needs,” Sloan says. “We 
tend to be agnostic to what’s hot and 
what is interesting. From our perspec-
tive, given our credit focus and the 
fact that we have been involved in dis-
tressed real estate for decades, we are 
looking across the broad [landscape]. 
There is no product type or geography 
that is off -limits to us.” 

Fortress, like many of its peers, 
is taking a cautious but open view to 
opportunities in the offi  ce sector. The 
fi rm in August acquired an approx-
imately $1 billion portfolio of offi  ce 
loans from Capital One and is willing 
to look at other deals, Sloan says. 

“The offi  ce sector is the one that is 
obviously the most distressed. It’s just 
more challenging to look at providing 
debt or buying a note at a discount 
from a bank on an offi  ce,” Sloan says. 
“We bought a large portfolio from 
Capital One – so while it’s not as if we 
have no interest in offi  ce, we take a par-
ticularly careful approach.”  

Fortress is interested in diff erent as-
set classes and capital structures for its 
various investment vehicles. 

While there is substantial interac-
tion between the fi rm’s originators, un-
derwriters and asset managers, there is 

Continued from previous page
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private credit and other aspects of its 
business.  

“When you look at the fastest-
growing category of lending for com-
mercial and investment banks, it has 
been loans to other fi nancial institu-
tions, like Fortress,” Sloan says. “We 
have excellent relationships with banks 
in this country and in Europe who pro-
vide us credit. We get equity from our 
investors and get credit from banks.” 

Managing risk (and distress)
Fortress, as an investment management 
company which has always had a di-
versifi ed portfolio, believes this to be a 
signifi cant asset as the fi rm seeks to ex-
pand its reach. Part of this is the ability 
to apply some of the evolution already 
seen in the broader private credit space 
for commercial real estate, Sloan notes. 

“There is a transformation in terms 
of who is providing real estate lending 
in this country. It’s similar to what’s 
happened in the non-real estate private 
credit world,” he says.  

While there are risks on the ho-
rizon, there are many that Fortress 
cannot control.  “We are very good at 
underwriting commercial real estate, 
borrowers and markets. Are we per-
fect? No, no one is ever perfect, but 
I feel good about our ability to make 
good decisions,” Sloan says. “What I 
worry about most are the risks outside 
of our control: where are rates going to 
go, are we going to have a soft landing, 
is there some kind of geopolitical event 
or other exogenous factor? We’re also 
focused on how real estate will be used 
over the next fi ve to 15 years.” 

But the fi rm is confi dent in the work 
it has already done to build its platform 
over the past 25 years and in its abili-
ty to invest across markets and cycles. 
“The quality of our team and our long 
history of experience positions us in-
credibly well. We want to continue to 
be known as one of the most sophis-
ticated lenders and investors on the 
distressed side – and alongside that, 
continue to grow and diversify the 
business,” Sloan says. 

Aug 2024

Jul 2024 

Low-yield JVs

Given its established relationship with 
Derby Copeland Capital, enters a new 
$500 million, 85/15 joint venture to target 
lower-yielding, higher-quality assets 
with FCR’s lower cost of capital with the 
company

Enters a new $200 million, 90/10 joint 
venture with Keystone National Group 
to pursue mid-market multifamily and 
commercial lending opportunities

The borrower view
The fi rm is always investing, however, 
with the understanding of its dual needs 
to work with its clients and its investors. 

“We wouldn’t have such a broad 
platform if we didn’t have investors 
telling us they wanted that sort of risk 
with the returns we have provided to 
them. Likewise, if there wasn’t de-
mand on the borrower side, then there 
wouldn’t be a lot to do,” Sloan adds. 

Commercial real estate borrowers 
today are in an understandably diffi  cult 
position, he says. “They would love for 
interest rates to come down and very 
quickly. That is their biggest focus to-
day and the biggest question they have 
is what the interest rate environment 
will be six months or a year from now.”   

To the extent a borrower has a view, 
the borrower is more than likely to 
want to engage in a short-term loan. 
“The borrower wants an opportunity 
to not get locked into a long-term capi-
tal structure at higher rate,” Sloan says.  

Borrowers are also concerned about 
the maturity structure of their under-
lying debt, he adds. “When loans are 
coming due, they’re focused on how to 
deal with those situations given the val-
ue of the property might be lower than 
when the originally took the loan out,” 
Sloan adds. 

And Fortress, for its part, is a bor-
rower from banks to fund its real estate 

an equally large number of views. 
“It’s not as if everyone in the real es-

tate platform at Fortress has the same 
opinion and that is a good thing. You 
want that diversity of opinion. 

“In our pipeline calls for our real 
estate debt business, in addition to 
our originators and underwriters, we 
also invite all our asset managers, and 
all our originators are part of our asset 
management review. We want that lev-
el of communication and transparency 
because that is how you make good de-
cisions and prevent yourself from mak-
ing really bad decisions.” 

In addition to debt and equity in-
vestments, the fi rm will also consider 
buying discounted tranches of com-
mercial mortgage-backed securities 
single-asset/single-borrower deals. 
The fi rm has a small team that looks at 
all the SASB deals completed over the 
past seven to 10 years and, from there, 
looks at the properties it believes are 
the strongest in their markets.  

“We develop a view in terms of 
the value of the property and the debt 
tranches, so when one becomes availa-
ble for sale, you can react quickly with 
a lot of information. It is diffi  cult to 
be responsive if you get a call about a 
tranche of a SASB on, for example, an 
offi  ce deal in San Francisco if you ha-
ven’t already underwritten the proper-
ty,” Sloan adds. 


