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Abstract

Real estate development is cyclical, and even capable sponsors encounter stress: a portfolio that has
become over-leveraged, a project stalled by a sales slowdown or a cost overrun, a wall of maturing
debt that cannot be refinanced on the original terms. Stress is not the same as failure, and a sponsor
that recognises and addresses it early can frequently recapitalise its way back to health, preserving
value, reputation and ownership that a disorderly collapse would destroy. This paper sets out a
sponsor playbook for recapitalising stressed Gulf Cooperation Council (GCC) development
portfolios. Using an indicative dataset calibrated to 2026 conditions, it distinguishes liquidity stress
from genuine insolvency, sets out the recapitalisation toolkit of new equity, rescue debt, asset sales
and liability restructuring, and provides a sequenced playbook of triage, stabilisation, restructuring
and recovery. It examines the central role of new money and the seniority it requires, the negotiation
with existing lenders, the choice between asset-level and portfolio-level recapitalisation, and the
perspective of the special-situations capital that funds these situations. The analysis finds that the cost
of inaction rises steeply with delay, so that early action preserves far more value than late; that the
right recapitalisation depends on whether the stress is one of liquidity or solvency; and that a sponsor
that addresses stress proactively, with a clear playbook, can frequently recover while retaining a
meaningful stake, whereas a sponsor that delays loses both value and control. Three indicative case
studies, a sensitivity analysis, an international comparison, and an implementation roadmap support
the playbook, which is framed throughout as a tool for value preservation rather than a counsel of
despair.

Keywords: Amend-and-extend, distressed real estate, recapitalisation, rescue capital, restructuring,
special situations, UAE, value preservation

1. Introduction

Real estate development is a cyclical business, and stress is a normal, if unwelcome, part of it. A
portfolio assembled in a buoyant market can become over-leveraged when conditions turn; a
project can stall when sales slow or costs overrun; a wall of debt can mature at a moment when
refinancing is unavailable on the original terms. These situations are not the same as failure, and
the sponsors that navigate them best are those that recognise stress early, address it with a clear
plan, and recapitalise their way back to health, preserving the value, the reputation and the
ownership that a disorderly collapse would destroy.

This paper sets out a playbook for that process. It is written for the sponsor facing stress, and its
premise is that recapitalisation is a structured, manageable process rather than a counsel of
despair, provided it is begun early and pursued with discipline. The playbook distinguishes the
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kinds of stress, sets out the tools available to address each, and sequences their use, so that a
sponsor confronting a stressed portfolio has a clear path from diagnosis to recovery. The tone
throughout is practical and forward-looking: stress is a problem to be solved, and the sponsor that
approaches it as such, rather than denying it or despairing of it, can frequently emerge with its
business and much of its value intact.

The central argument has three parts. First, the cost of inaction rises steeply with delay, so that a
sponsor that addresses stress early preserves far more value than one that delays, and the single
most important determinant of the outcome is often the speed with which the sponsor acts.
Second, the right recapitalisation depends on whether the stress is one of liquidity, a viable
portfolio that is temporarily short of cash, or of solvency, a portfolio whose value no longer
covers its debt, and confusing the two leads to the wrong remedy. Third, a sponsor that acts
proactively with a clear playbook can frequently recover while retaining a meaningful stake and
its reputation, whereas a sponsor that delays into a disorderly process loses both value and
control.

The figures used throughout are indicative, calibrated to observable GCC conditions in early
2026 but not drawn from any specific transaction. The paper proceeds from the anatomy of
development stress (Section 2), through the conceptual foundations of distress and restructuring
(Section 3), the diagnosis of the stress (Section 4), the recapitalisation toolkit (Section 5), the
sequencing of the recapitalisation (Section 6), the role of new money and seniority (Section 7),
the negotiation with existing lenders (Section 8), the asset-versus-portfolio choice (Section 9), the
special-situations capital perspective (Section 10), governance in a recapitalisation (Section 11),
GCC-specific considerations (Section 12), three case studies (Section 13), sensitivity analysis
(Section 14), an international comparison (Section 15), value and reputation preservation (Section
16), common errors (Section 17), an implementation roadmap (Section 18), a strategic
perspective (Section 19), a conclusion (Section 20) and limitations (Section 21).

2. Anatomy of Development Stress in the GCC

Development stress arises from a recognisable set of causes, illustrated in Figure 1, and
understanding which cause or combination is at work is the first step to addressing it. The most
common cause is over-leverage: a portfolio financed with more debt than it can comfortably
service or refinance, which becomes stressed when conditions tighten and the debt burden,
manageable in a buoyant market, becomes unsustainable. Over-leverage is frequently the
underlying vulnerability that other shocks expose, and it is the cause most within the sponsor
control to avoid in the first place.
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Figure 1. Principal Causes of Development Stress
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The second common cause is a sales slowdown, in which the absorption of completed or off-plan
units slows, reducing the cash flow that services the debt and funds the construction, and
lengthening the period over which the portfolio must be carried. A sales slowdown can turn a
comfortably leveraged portfolio into a stressed one by impairing the cash flow on which the
financing depends. Cost overruns, in which construction costs exceed the budget, similarly stress
a portfolio by requiring more capital than was planned, and a maturity wall, in which a large
quantum of debt matures at once and cannot be refinanced on acceptable terms, can precipitate
stress even in an otherwise viable portfolio. Stalled entitlement, in which a project cannot proceed
because the necessary approvals are delayed, ties up capital without generating returns.

These causes frequently combine and compound. A sales slowdown reduces the cash flow, which
strains an over-leveraged balance sheet, which makes refinancing a maturity wall harder, which
forces asset sales into a weak market, and so on, in a spiral that can accelerate if not arrested. The
interconnection of the causes is why stress, once it begins, can deepen quickly, and why early
action to break the spiral is so important. A sponsor that addresses the stress while it is still
confined to one cause has a far easier task than one that allows it to compound across several,
which is the central reason the playbook emphasises speed.

The GCC market has its own features that shape development stress. The off-plan model and the
escrow regime mean that a sales slowdown directly impairs the escrow-released cash that funds
construction, tightening liquidity quickly. The prevalence of bank debt with defined maturities
creates maturity walls that must be refinanced or restructured. And the depth of the regional
capital market, including the growing special-situations and private credit pools, means that
recapitalisation capital is available to a sponsor that addresses its stress in time, which is the
opportunity the playbook exploits. The GCC sponsor facing stress is therefore not without
options, provided it acts before the stress becomes a crisis.
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3. Conceptual Foundations: Distress, Time and Option Value

The conceptual heart of recapitalisation is the distinction between distress and insolvency, and the
related distinction between a liquidity problem and a solvency problem. A portfolio is distressed
when it is under financial strain, but it may still be fundamentally viable, its assets worth more
than its debt, in which case the problem is one of liquidity or of an unsustainable capital structure
that can be fixed. A portfolio is insolvent when its assets are worth less than its debt, in which
case the problem is one of solvency, and the remedy must involve a reduction of the debt or a
change of ownership, not merely an injection of liquidity. Confusing the two leads to the wrong
remedy: injecting liquidity into an insolvent portfolio merely delays the reckoning, while
restructuring the debt of a merely illiquid portfolio concedes value unnecessarily.

The second conceptual point is the central role of time. The recoverable value of a stressed
portfolio erodes with delay, as carrying costs accrue, as the stress compounds across causes, as
stakeholders lose confidence, and as the sponsor options narrow. Figure 7, presented later,
illustrates this erosion: the recoverable value falls steadily with the months of delay, while the
cost of inaction rises. This erosion means that time is the enemy in a stressed situation, and that
the value preserved by acting early can be substantial. The sponsor that acts in the first months of
stress preserves far more than one that delays a year, by which time the value may have eroded
beyond recovery and the options narrowed to a disorderly process.

The third conceptual point is the option value that a recapitalisation preserves. A sponsor that
recapitalises a viable but stressed portfolio preserves the option to recover its value as conditions
improve, an option that a disorderly collapse would extinguish. The recapitalisation, in effect,
buys time and stability for the portfolio to recover, and the value of that option, the upside the
sponsor retains if conditions improve, is part of what makes recapitalisation worthwhile even at
the cost of new money or conceded terms. The sponsor that recapitalises is buying an option on
recovery; the sponsor that allows a collapse forfeits it. This option framing explains why
preserving a viable portfolio, even at some cost, is usually preferable to a forced liquidation that
crystallises the loss.

4. Diagnosing the Stress

The recapitalisation begins with an honest diagnosis, because the right remedy depends on the
nature and severity of the stress. Figure 2 sets out a diagnostic that locates the portfolio on two
dimensions: its liquidity, from liquid to illiquid, and its solvency, from solvent to insolvent.
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Figure 2. The Liquidity-Solvency Diagnostic
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A portfolio that is solvent but illiquid, viable assets temporarily short of cash, has a liquidity
problem, and the remedy is to provide liquidity, through a bridge, an asset sale or an amendment
of the debt terms, while preserving the sponsor ownership and the portfolio value. A portfolio
that is marginally solvent has a more serious problem requiring new money and a right-sizing of
the debt, and the sponsor may have to concede some control or value to attract the new capital. A
portfolio that is deeply insolvent, its debt materially exceeding its asset value, requires a
fundamental restructuring, a debt reduction or a change of ownership, and the sponsor stake may
be substantially diluted or eliminated.

The honesty of the diagnosis is critical, because sponsors have a strong tendency to diagnose their
stress as a liquidity problem when it is in fact a solvency problem, hoping that a bridge will tide
them over until conditions improve. This optimism is natural but dangerous, because injecting
liquidity into an insolvent portfolio merely deepens the eventual loss, and it delays the
fundamental restructuring that the situation requires. A sponsor that diagnoses honestly,
distinguishing a genuine liquidity problem from a solvency problem dressed up as one, can apply
the right remedy; a sponsor that deceives itself applies the wrong one and worsens its position.
The diagnostic should therefore be conducted with rigour and, ideally, with independent input
that counters the sponsor optimism.

The diagnosis also requires a realistic view of the portfolio underlying value and prospects, which
is harder than it sounds in a stressed situation. The value of the assets must be assessed on
realistic, not hopeful, assumptions about the sales pace, the prices achievable, and the cost and
time to complete, because an over-optimistic valuation will lead to a recapitalisation that proves
inadequate. A sponsor that values its portfolio realistically can size the recapitalisation correctly;
a sponsor that clings to hopeful valuations sizes it too small and finds itself back in stress shortly
after. The discipline of a realistic, even conservative, valuation is the foundation of a
recapitalisation that actually solves the problem rather than merely postponing it.

Chennakeshav Adya | Recapitalising Stressed GCC Development Portfolios | 2026



5. The Recapitalisation Toolkit

The sponsor has a toolkit of recapitalisation tools, illustrated in Figure 3, spanning equity, debt,
asset and liability measures, and a recapitalisation typically combines several. Table 1 sets out the
principal tools and when each is appropriate.

Figure 3. The Recapitalisation Toolkit

The Recapitalisation Toolkit

Equity tools New equity Rescue equity V recapitalisation
Debt tools Rescue / super-senior debt Mezzanine Amend-and-extend
Asset tools Asset sales Bulk inventory sale Portfolio break-up
Liability too|s Debt haircut Discounted payoff Debt-for-equity swap

Indicative grouping of equity, debt, asset and liability tools. Not transaction-specific.

The equity tools inject new ownership capital: new equity from the sponsor or existing partners,
rescue equity from a new investor willing to fund a stressed situation in exchange for attractive
terms, or a joint-venture recapitalisation in which a partner provides capital for a stake. The debt
tools provide or restructure borrowing: rescue or super-senior debt that funds critical needs with a
priority claim, mezzanine that fills a gap, or an amend-and-extend that revises the terms of
existing debt to make it sustainable. The asset tools generate cash by selling assets: an asset sale,
a bulk inventory sale of the kind examined in a companion paper, or a break-up of the portfolio.
The liability tools reduce the debt burden: a haircut in which lenders accept less than par, a
discounted payoff, or a debt-for-equity swap in which debt is converted to ownership.

Table 1. The Recapitalisation Toolkit

Tool Type ‘ When appropriate
New / rescue equity Equity Viable portfolio needing capital
JV recapitalisation Equity Partner provides capital for stake
Rescue / super-senior debt Debt Critical liquidity, priority needed
Amend-and-extend Debt Maturity wall, viable assets
Asset / bulk sale Asset Generate cash, reduce exposure
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Portfolio break-up Asset Realise stronger parts

Debt haircut / DPO Liability Debt exceeds value

Debt-for-equity swap Liability Deep restructuring, ownership change

A recapitalisation typically combines several tools. Not transaction-specific.

The selection of tools follows from the diagnosis. A liquidity problem calls for the liquidity-
providing tools, a bridge, an asset sale, an amend-and-extend, that tide the viable portfolio over
without conceding value unnecessarily. A solvency problem calls for the value-restructuring
tools, a debt haircut, a debt-for-equity swap, new money with priority, that reduce the debt to a
level the portfolio value can support. A recapitalisation typically combines tools from several
categories, for example new money to fund critical needs, an amend-and-extend to address a
maturity wall, and an asset sale to reduce leverage, assembled into a coherent plan that addresses
the specific stress. The art is in selecting and combining the tools to fit the diagnosis, which the
sequencing in the next section organises.

6. Sequencing the Recapitalisation

A recapitalisation is most effective when sequenced deliberately, and Figure 4 sets out a four-
stage sequence: triage, stabilise, restructure and recover.

Figure 4. Sequencing the Recapitalisation

Sequencing the Recapitalisation

1 Triage Diagnose liquidity vs solvency Identify critical needs Engage stakeholders
2 Stabilise Standstill with lenders Bridge critical liquidity Stop value leakage
3 Restructure New money + seniority Amend-and-extend Right-size the debt
4 Recover Resume delivery Rebuild value Plan exit / refinance

Indicative four-stage sequence. Not transaction-specific.

The first stage, triage, diagnoses the stress, identifies the critical needs, and engages the key
stakeholders, the lenders, the partners, the potential new capital, so that the sponsor understands
its situation and who must be involved in addressing it. The second stage, stabilise, stops the
immediate deterioration: securing a standstill with lenders so that they do not enforce while a
solution is found, bridging the critical liquidity needs so that the portfolio does not fail for want
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of cash, and stopping the value leakage, the avoidable costs and losses that drain a stressed
portfolio. Stabilisation buys the time and stability needed to develop and execute the fuller
restructuring.

The third stage, restructure, implements the fundamental solution: bringing in new money with
the seniority it requires, amending and extending the existing debt to a sustainable profile, and
right-sizing the debt to the portfolio value through whatever combination of new equity, asset
sales and liability reduction the diagnosis requires. The fourth stage, recover, executes the
restructured plan: resuming the delivery of the projects, rebuilding the portfolio value as
conditions and the restructured balance sheet allow, and planning the eventual exit or refinancing
that realises the recovered value. The sequence moves from stopping the bleeding to fixing the
structure to rebuilding the value, and each stage depends on the one before.

The sequence emphasises that stabilisation must precede restructuring. A sponsor that attempts to
negotiate a complex restructuring while its portfolio is still deteriorating, with lenders threatening
enforcement and liquidity running out, negotiates from weakness and against a clock. A sponsor
that first stabilises, securing a standstill and bridging the immediate needs, creates the time and
stability to negotiate the restructuring properly, from a more secure position. The discipline of
stabilising first, even at some cost, before attempting the fuller restructuring is one of the most
important lessons of the playbook, and it is frequently neglected by sponsors who rush to a
comprehensive solution before stopping the immediate deterioration.

7. New Money and the Seniority Question

Most recapitalisations require new money, capital injected to fund critical needs, complete stalled
projects or reduce unsustainable debt, and the central question about new money is its seniority.
New money will not come without priority: an investor or lender providing rescue capital to a
stressed situation requires that its capital rank ahead of the existing claims, because it is taking
the risk of funding a troubled situation and must be protected if the recapitalisation fails. This
priority for new money, often structured as super-senior debt or a priority equity position, is the
price of attracting the capital that the recapitalisation needs.

The seniority of new money is frequently the most contentious issue in a recapitalisation, because
it subordinates the existing lenders, who naturally resist being pushed down the priority order.
The existing lenders must weigh their resistance to subordination against the alternative, which is
that without the new money the portfolio fails and they recover less than they would after the new
money has rescued it. A rational existing lender will accept the subordination if the new money
genuinely improves its recovery, because a smaller, more secure claim after a successful rescue is
worth more than a larger claim in a failed portfolio. The negotiation over new-money seniority is
therefore, at its heart, a negotiation about whether the new money improves the existing lenders
position enough to justify their subordination, which it usually does if the portfolio is genuinely
viable.

For the sponsor, the new-money seniority question is also a question about its own stake and
control. The new money, with its priority, dilutes the sponsor and the existing equity, and the
more new money required and the more senior its terms, the greater the dilution. A sponsor that
addresses its stress early, when less new money is needed and the terms are less punitive, retains
more of its stake; a sponsor that delays until the situation is dire, when more new money is
needed on more punitive terms, is diluted more heavily. This is a further reason for early action:
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the cost of the new money, in dilution and control, rises with the severity of the stress, so the
sponsor that acts early preserves more of its ownership as well as more of the value.

8. Negotiating with Existing Lenders

The negotiation with existing lenders is central to most recapitalisations, because the lenders hold
claims that must be addressed, and their cooperation is usually necessary for any solution. The
negotiation typically seeks one or more of a standstill, in which the lenders agree not to enforce
while a solution is developed; an amend-and-extend, in which the maturity and terms of the debt
are revised to a sustainable profile; and, where the portfolio is insolvent, a haircut or a debt-for-
equity swap that reduces the debt to a level the value can support. The lenders agree to these
because the alternative, enforcement against a stressed portfolio, usually recovers less than a
consensual restructuring.

The key to the negotiation is to demonstrate to the lenders that the consensual restructuring leaves
them better off than enforcement. A lender enforcing against a stressed development portfolio
faces a forced sale into a weak market, the cost and delay of enforcement, and the destruction of
value that a disorderly process causes, and it frequently recovers far less than par. A consensual
restructuring that stabilises the portfolio, brings in new money, and allows the value to recover
offers the lender a better recovery, even if it requires the lender to extend its maturity, amend its
terms, or accept a haircut. The sponsor task is to present a credible plan that makes this case,
supported by a realistic valuation that shows the lender its recovery is improved by cooperation.

The negotiation is easier and more successful when begun early and conducted in good faith.
Lenders respond better to a sponsor that comes to them early, before the stress is a crisis, with an
honest assessment and a credible plan, than to a sponsor that conceals its stress until enforcement
is imminent and then seeks a rescue. Early, honest engagement builds the lender confidence and
cooperation that a consensual restructuring requires, while late, defensive engagement breeds the
mistrust that pushes lenders toward enforcement. The relationship with the lenders, and the
credibility the sponsor maintains with them, is therefore a critical asset in a recapitalisation, and it
is built through the honesty and the early engagement that the playbook emphasises.

9. Asset-Level versus Portfolio-Level Recapitalisation

A stressed sponsor must decide whether to recapitalise at the level of individual assets or at the
level of the whole portfolio, and the choice has significant consequences. An asset-level approach
addresses each project separately, recapitalising or selling each according to its own situation,
which allows the sponsor to save the strong projects and let the weak ones go, but which can be
piecemeal and can miss the benefits of a coordinated solution. A portfolio-level approach
addresses the whole portfolio together, with a single recapitalisation that spans all the projects,
which is more coordinated and can cross-support the weaker projects with the stronger, but which
is more complex and ties the fate of the strong projects to the weak.

The choice depends on the structure of the stress and the portfolio. Where the stress is
concentrated in particular projects while others are healthy, an asset-level approach that addresses
the stressed projects without dragging in the healthy ones may be preferable, preserving the value
of the healthy projects and concentrating the restructuring on the troubled ones. Where the stress
is portfolio-wide, perhaps from over-leverage at the portfolio level or a maturity wall affecting
the whole, a portfolio-level approach that addresses the whole is necessary. The portfolio break-
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up, in which the portfolio is divided and the stronger parts realised or refinanced separately from
the weaker, is a hybrid that can capture the benefits of both.

A particular consideration is the cross-collateralisation and cross-default provisions that may link
the projects in a portfolio. Where the projects are financed together, with cross-collateralisation
and cross-default, the stress in one project can trigger defaults across the portfolio, forcing a
portfolio-level solution even where an asset-level one would be preferable. A sponsor whose
portfolio is cross-linked in this way has less freedom to address its projects separately, which is a
reason to avoid excessive cross-linking when the portfolio is assembled. The structure of the
existing financing therefore shapes the recapitalisation options, and a sponsor diagnosing its
stress must understand how its projects are linked before it can choose between an asset-level and
a portfolio-level approach.

10. The Special-Situations Capital Perspective

The new money in a recapitalisation frequently comes from special-situations capital, investors
and funds that specialise in funding stressed and distressed situations, and understanding their
perspective is essential to attracting them. Special-situations capital underwrites the recovery: it
assesses whether the portfolio is fundamentally viable, what it will take to stabilise and recover it,
and what return the situation offers for the risk, and it provides capital where it sees a viable
portfolio that can be recovered at an attractive return with the protection of priority. It is
comfortable with complexity and stress that conventional capital avoids, which is why it is the
natural funder of recapitalisations, but it requires a return and a priority commensurate with the
risk.

Special-situations capital is demanding but constructive. It demands priority for its new money, a
return that reflects the risk, and often governance rights and protections appropriate to a stressed
situation, and it will dilute the sponsor and subordinate the existing lenders to obtain them. But it
is also constructive, because it brings not only capital but expertise in restructuring and recovery,
and its interest, like the sponsor, is in recovering the portfolio value, since that is how it earns its
return. A sponsor that engages special-situations capital gains a partner with the capital and the
expertise to execute the recovery, at the cost of the dilution and the terms the capital requires. The
sponsor that approaches special-situations capital should therefore see it as a constructive, if
demanding, partner in the recovery rather than as a predator.

The terms on which special-situations capital is available depend heavily on the timing and the
sponsor position. A sponsor that engages early, with a viable portfolio and a credible plan,
attracts special-situations capital on better terms, because the situation is less risky and the capital
competes to fund it; a sponsor that engages late, with a deteriorating portfolio and few options,
attracts it on worse terms, because the situation is riskier and the sponsor has less leverage. This
is the recurring theme of the playbook applied to the new money: the earlier the sponsor acts, the
better the terms on which it can recapitalise, and the more of its value and control it preserves.
The cost of delay is paid, in part, in the worse terms the special-situations capital demands as the
situation deteriorates.

11. Governance and Control in a Recapitalisation

A recapitalisation almost always involves a change in governance and control, because the new
money and the restructured claims bring new parties with rights, and the sponsor must navigate
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this change while preserving as much control as the situation allows. The new-money provider
will require governance rights appropriate to its priority capital and the stressed situation, often
including board representation, reserved matters, and rights that strengthen if the recovery falters.
The existing lenders, if they extend or amend, may require enhanced monitoring and controls.
The sponsor, in turn, seeks to retain enough control to execute the recovery, which it is best
placed to do, while conceding the governance the new parties require.

The degree of control the sponsor retains depends on the severity of the stress and the timing of
the action. In a liquidity stress addressed early, the sponsor may retain substantial control,
conceding only the monitoring and protections that a bridge or an amend-and-extend requires. In
a solvency stress requiring substantial new money and a deep restructuring, the sponsor may have
to concede significant control, and in a deep insolvency the sponsor may be substantially or
wholly diluted, with control passing to the new-money provider or the lenders. The control the
sponsor retains is, again, a function of how early and how well it acts, which is the recurring
lesson of the playbook.

A constructive approach to the governance change can preserve the sponsor role even where its
stake is diluted. A sponsor that has the expertise to execute the recovery is valuable to the new-
money provider and the lenders, who need someone to run the recovery, and a sponsor that
engages constructively can frequently retain an operational role and an incentive, such as a
recovery-linked stake, even where its ownership is diluted. A sponsor that fights the governance
change destructively, by contrast, may find itself removed entirely, as the new parties conclude
that the recovery is better executed without it. The sponsor that approaches the governance
change as a necessary adjustment to be navigated constructively, rather than a loss to be resisted,
frequently preserves more of its role and its upside than one that resists.

12. Considerations Specific to the GCC

12.1 The insolvency and restructuring framework

The GCC has developed its insolvency and restructuring frameworks considerably, with modern
regimes in the principal financial centres that provide for consensual and, where necessary, court-
supervised restructuring. These frameworks shape the recapitalisation by defining the legal
alternatives to a consensual solution, the enforcement rights of lenders and the protections
available to a restructuring debtor. A sponsor and its advisers must understand the applicable
framework, because it determines the parties bargaining positions: the existence of a credible
restructuring framework that protects a viable debtor strengthens the sponsor hand in negotiating
a consensual solution, while a framework that favours creditor enforcement strengthens the
lenders. The maturation of these frameworks in the region has, on the whole, made consensual
restructuring more achievable.

12.2 Escrow and the off-plan model in stress

The escrow regime that governs off-plan development has specific implications in a stressed
situation. The escrow protects buyer payments and ring-fences them for the project, which
constrains how the sponsor can use the cash but also protects the buyers and the project from the
sponsor wider stress. In a recapitalisation, the escrow and the buyer interests must be respected,
and the recapitalisation must ensure that the projects can be completed and delivered to the
buyers, both because the buyers are protected and because completing and delivering the projects
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is usually the path to recovering value. The regulator interest in protecting buyers and ensuring
projects are completed can be an ally in a recapitalisation that delivers the projects, and a sponsor
that frames its recapitalisation around completing and delivering the projects aligns itself with
that interest.

12.3 The depth of regional recapitalisation capital

The GCC market has a growing pool of special-situations and private credit capital able to fund
recapitalisations, which means a sponsor with a viable but stressed portfolio has genuine options
for new money. This depth is a significant advantage relative to markets where recapitalisation
capital is scarce, and it is part of why a GCC sponsor that addresses its stress in time can usually
find the capital to recapitalise. The sponsor that understands and can access this pool, directly or
through advisers, has the means to execute the playbook; the sponsor that does not may fail for
want of capital that was in fact available. Maintaining awareness of and access to the
recapitalisation capital market is therefore part of a sponsor preparedness for stress.

13. Indicative Case Studies

Three indicative cases show the playbook applied to different severities of stress. The figures are
synthetic and constructed for analytical clarity, not drawn from any specific transaction.

13.1 Case A: over-levered portfolio, amend-and-extend

Case A is a fundamentally viable portfolio that has become over-leveraged and faces a maturity
wall it cannot refinance on the original terms, but whose assets are worth more than its debt, a
liquidity and capital-structure problem rather than a solvency one. The sponsor acts early, secures
a standstill, and negotiates an amend-and-extend that revises the maturity and terms of the debt to
a sustainable profile, supported by a modest asset sale to reduce leverage. The portfolio recovers
a high proportion of its value and the sponsor retains most of its stake, because the early action
and the viability of the portfolio allowed a relatively gentle solution.

Table 2. Case A: Over-Levered Portfolio

Attribute Detail Note
Diagnosis Solvent, illiquid Maturity wall
Action timing Early Strong position
Tools Standstill, amend-and-extend, Gentle solution

asset sale
Value recovered ~78% of par High
Sponsor stake ~85% Control preserved
retained

Early action on a viable portfolio preserves value and control. Not transaction-specific.

13.2 Case B: stalled project, rescue equity

Case B is a project stalled by a cost overrun and a sales slowdown, marginally solvent, that needs
new money to complete and recover. The sponsor brings in rescue equity from a special-
situations investor, which provides the new money with priority and governance rights in
exchange for a significant stake, and the project is completed, delivered and its value recovered.
The sponsor is diluted by the rescue equity but retains a meaningful stake and an operational role,
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and the project is saved from the failure that would have followed without the new money. The
case illustrates a solvency-edge situation requiring new money and accepting dilution to save the

project.

Table 3. Case B: Stalled Project Rescue

Attribute Detail Note
Diagnosis Marginally solvent Stalled, needs capital
Action timing Prompt Before deep deterioration
Tools Rescue equity with priority New money
Value recovered ~72% of par Project saved
Sponsor stake ~60% Diluted but meaningful
retained

New money with priority saves the project at the cost of dilution. Not transaction-specific.

13.3 Case C: portfolio break-up

Case C is a deeply stressed portfolio, parts of it insolvent, where the sponsor acted late and the
options have narrowed. The solution is a portfolio break-up: the stronger projects are
recapitalised or sold to realise their value, the weaker are restructured through debt-for-equity
swaps or surrendered to lenders, and the portfolio is divided so that value can be recovered where
it exists. The sponsor retains only a minority stake in the recovered parts, having been heavily
diluted by the new money and the debt-for-equity swaps, and the case illustrates the cost of late
action and deep stress: value is recovered where possible, but the sponsor loses much of its stake

and control.

Percent

Figure 5. Value Recovered and Sponsor Stake Retained by Case

85
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amend-extend rescue equity
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Emm Sponsor stake retained (%)

Portfolio
break-up

Synthetic figures for analytical comparison. Not a forecast.

Figure 5 compares the three cases on the value recovered and the sponsor stake retained. The
pattern is clear and instructive: the early-action, viable-portfolio case recovers the most value and
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retains the most sponsor control; the prompt-action, marginal case recovers well but dilutes the
sponsor more; and the late-action, deep-stress case recovers least and dilutes the sponsor most.
The comparison encapsulates the central lesson of the playbook: the value recovered and the
control retained both decline as the stress deepens and the action is delayed, so the sponsor that
acts early on a viable portfolio preserves far more of both than the sponsor that delays into deep
stress.

14. Sensitivity and Scenario Analysis

A tornado analysis identifies the variables that most influence the recovered equity value in a
recapitalisation. Figure 6 presents the result.

Figure 6. Sensitivity of Recovered Equity Value to Key Variables
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Each bar shows the recovered value when the labelled variable moves to its low or high case. Dashed line is the base case.
Indicative.

The analysis shows that the sales recovery and the debt haircut achieved dominate the recovered
equity value, with the new-money cost, the time to stabilise and the asset quality also significant.
The sales recovery matters because it determines whether the portfolio value rebuilds, which is
the ultimate source of the recovery; a strong sales recovery rebuilds the value and a weak one
does not. The debt haircut matters because reducing the debt directly increases the equity value
that remains after the debt is satisfied. The new-money cost and the time to stabilise matter
because they determine how much value the recapitalisation itself consumes, and the asset quality
determines the underlying value available to recover.

Chennakeshav Adya | Recapitalising Stressed GCC Development Portfolios | 2026



Figure 7. The Cost of Delay: Value Erosion and Cost of Inaction
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Recoverable value falls and the cost of inaction rises with delay. Not a forecast.

Figure 7 returns to the central theme of the playbook, the cost of delay. It shows the recoverable
value falling steadily with the months of delay in addressing the stress, while the cost of inaction
rises, so that a sponsor that delays a year recovers far less than one that acts in the first months.
This relationship is the quantitative heart of the playbook: it shows that the single most valuable
action a stressed sponsor can take is to act early, because the value preserved by early action
dwarfs the value preserved by any refinement of the recapitalisation structure. A sponsor that
takes one lesson from this paper should take this one: act early, because delay destroys value
faster than any structure can recover it.

Table 4. Scenario Matrix for Recovery

Scenario ’ Action timing ‘ Sales recovery ‘ Recovered value
Best case Early Strong ~80% of par
Base Prompt Moderate ~65% of par
Delayed Late Moderate ~45% of par
Worst case Very late Weak ~25% of par

Indicative scenarios. Recovery falls sharply with delay and weak sales. Not a forecast.

The scenario matrix reinforces the dominance of timing. Across the scenarios, early action
combined with a sales recovery preserves the most value, while late action combined with weak
sales preserves the least, and the difference between them is the difference between a sponsor that
emerges with most of its value and one that emerges with little. The matrix also shows that timing
and the sales recovery interact: early action gives the portfolio time to benefit from a sales
recovery, while late action may miss it, so the sponsor that acts early not only preserves value
directly but positions the portfolio to benefit from any improvement in conditions. The playbook
lesson is to act early and to position for recovery, which together give the best chance of
preserving value.
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15. International Comparison

The recapitalisation of stressed real estate is a well-developed discipline in the mature markets,
with established practices, specialised special-situations investors, and legal frameworks that
support both consensual and court-supervised restructuring. The tools of the playbook, the
standstill, the amend-and-extend, the new money with priority, the debt-for-equity swap, the
portfolio break-up, are standard in these markets, refined through repeated cycles of stress and
recovery, and the GCC playbook draws on this established practice while adapting it to the
regional frameworks and the off-plan model.

The lesson from the mature markets is that recapitalisation is a normal, repeatable response to
cyclical stress, not an admission of failure, and that the sponsors and investors that navigate it
best are those that approach it professionally, with the established tools and an understanding of
the process. The mature markets also demonstrate the value of acting early and engaging
constructively, which the most successful restructurings consistently exhibit, and the cost of
denial and delay, which the failures consistently exhibit. As the GCC market matures through its
own cycles, these lessons are being absorbed, and the development of the regional special-
situations capital pool and the restructuring frameworks is making professional recapitalisation
increasingly achievable. The GCC sponsor can draw on the mature-market playbook while
benefiting from the deepening regional capacity to execute it.

16. Preserving Value and Reputation

Beyond the financial recovery, a recapitalisation is also about preserving the sponsor reputation,
which is a valuable and fragile asset. A sponsor that navigates stress professionally, engaging its
stakeholders honestly, treating its lenders and partners fairly, and delivering a recovery that
protects their interests, preserves and may even enhance its reputation, demonstrating that it can
be trusted in difficulty as well as in success. A sponsor that handles stress badly, by denial, by
treating stakeholders unfairly, or by allowing a disorderly collapse, damages its reputation in
ways that outlast the financial loss and impair its ability to raise capital and do business in the
future.

The reputational dimension is particularly important in the close-knit regional market, where
conduct in difficulty is observed and remembered, and where a sponsor reputation travels through
the community of lenders, partners and investors. A sponsor that is known to have navigated
stress professionally and fairly finds that lenders and partners are willing to work with it again,
because they trust its conduct; a sponsor known to have handled stress badly finds them wary.
The way a sponsor behaves in stress is therefore a long-term investment in its reputation, and the
sponsor that protects its stakeholders interests in a recapitalisation, even at some cost to itself, is
building the reputation that will serve it in the future. This is a further reason to approach
recapitalisation constructively rather than destructively.

Preserving value and preserving reputation are, fortunately, largely aligned, because the conduct
that preserves value, acting early, engaging honestly, treating stakeholders fairly, delivering a
recovery, is also the conduct that preserves reputation. A sponsor that pursues the value-
preserving playbook is, in the process, protecting its reputation, and a sponsor that protects its
reputation is, in the process, pursuing the value-preserving course. The alignment of the two
means that the sponsor does not face a trade-off between recovering value and protecting its
reputation; the same professional, constructive approach serves both. The sponsor that
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internalises this can approach stress with the confidence that doing the right thing financially is
also doing the right thing reputationally.

17. Common Errors and How to Avoid Them

A recognisable set of errors recurs among stressed sponsors, each flowing from denial, delay or a
failure to follow the playbook.

e Denial and delay. Denying or delaying the recognition of stress allows the value to erode and
the options to narrow, the single most costly error. The remedy is to diagnose honestly and act
early.

e Misdiagnosing the stress. Misdiagnosing a solvency problem as a liquidity problem leads to
injecting liquidity that merely postpones the reckoning. The remedy is an honest, rigorous
diagnosis distinguishing the two.

e Restructuring before stabilising. Attempting a complex restructuring before stabilising the
immediate deterioration negotiates from weakness against a clock. The remedy is to stabilise
first, then restructure.

e Concealing from lenders. Concealing stress from lenders until enforcement is imminent
breeds the mistrust that pushes them toward enforcement. The remedy is early, honest
engagement that builds cooperation.

o Fighting the governance change. Resisting the governance change destructively can lead to
removal, whereas a constructive approach preserves a role. The remedy is to navigate the
governance change constructively.

Each of these errors flows from the natural but dangerous human responses to stress, denial,
optimism, defensiveness, and each is avoided by the professional, early, honest, constructive
approach the playbook prescribes. The sponsor that masters its instincts and follows the
playbook, diagnosing honestly, acting early, stabilising first, engaging constructively, preserves
far more value and reputation than the sponsor that succumbs to the instincts. The playbook is, in
this sense, as much about managing the sponsor own responses to stress as about the financial
structures, and the discipline to follow it is the sponsor most valuable asset in difficulty.

18. Implementation Roadmap

1. Diagnose the stress honestly and rigorously, distinguishing a liquidity problem from a
solvency problem and valuing the portfolio realistically, ideally with independent input.

2. Act early, recognising that the value recovered and the control retained both decline steeply
with delay.

3. Stabilise first, securing a standstill, bridging critical liquidity and stopping value leakage,
before attempting the fuller restructuring.

4. Engage the lenders early and honestly, presenting a credible plan that demonstrates their
recovery is improved by cooperation rather than enforcement.

5. Attract new money with the priority it requires, recognising that early action secures it on
better terms and with less dilution.

6. Choose between an asset-level and a portfolio-level approach according to the structure of the
stress and the linkages in the existing financing.

7. Navigate the governance change constructively, preserving an operational role and an
incentive where possible, and protect the sponsor reputation by treating all stakeholders fairly.
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19. Strategic Perspective: Building Resilience

The best response to stress is to build the resilience that reduces its likelihood and its severity,
and a sponsor that has navigated stress, or observed it in others, should draw the lessons for how
it structures its business in good times. Avoiding excessive leverage, particularly the portfolio-
wide cross-linked leverage that turns a single problem into a portfolio crisis, is the foremost
lesson, because over-leverage is the underlying vulnerability that most stresses expose.
Maintaining liquidity buffers, staggering debt maturities to avoid a maturity wall, and preserving
relationships with the capital providers that would fund a recapitalisation all build the resilience
that allows a sponsor to weather stress.

Resilience also comes from the capability to act when stress arises, which is built in advance. A
sponsor that has the relationships with special-situations and restructuring capital, the advisers
who can execute a recapitalisation, and the internal discipline to diagnose honestly and act early
is far better placed to navigate stress than one that must assemble these capabilities in the midst
of a crisis. Building this capability in good times, when it is not urgently needed, is an investment
in resilience that pays off when stress arrives, and a sponsor that has lived through one cycle
should ensure it is better prepared for the next. The playbook is, in this sense, not only a guide for
navigating current stress but a template for the capabilities a sponsor should build to be ready for
future stress.

The deepest strategic lesson is that stress is a normal part of a cyclical business, to be prepared
for rather than denied, and that the sponsors who endure are those that build resilience in good
times and respond professionally in bad. A sponsor that treats stress as an unthinkable failure, to
be denied until it becomes a crisis, is poorly prepared and responds badly; a sponsor that accepts
stress as a recurring feature of the cycle, builds resilience against it, and has a playbook ready to
execute, navigates it professionally and emerges intact. The maturity to accept the cyclicality of
the business and to prepare for its downturns, rather than assuming perpetual good times, is what
distinguishes the sponsors that build durable businesses from those that are destroyed by the first
serious downturn.

20. Conclusion

Stress is a normal part of the cyclical business of real estate development, and it is not the same
as failure. This paper has set out a sponsor playbook for recapitalising stressed GCC development
portfolios, built on three central lessons: that the cost of inaction rises steeply with delay, so early
action preserves far more value than late; that the right recapitalisation depends on an honest
diagnosis distinguishing a liquidity problem from a solvency one; and that a sponsor that acts
proactively, stabilises before restructuring, engages its lenders honestly, attracts new money on
the terms it requires, and navigates the governance change constructively, can frequently recover
while retaining a meaningful stake and its reputation.

The playbook is framed throughout as a tool for value preservation rather than a counsel of
despair, because a stressed but viable portfolio addressed early can usually be recovered,
preserving value that a disorderly collapse would destroy. The sponsor that internalises the
playbook, diagnosing honestly, acting early, following the sequence of triage, stabilisation,
restructuring and recovery, and protecting its stakeholders and its reputation, gives itself the best
chance of emerging from stress intact. And the sponsor that draws the deeper lesson, building
resilience in good times and accepting stress as a recurring feature of the cycle to be prepared for,
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positions itself to endure where less prepared sponsors are destroyed. In a cyclical market, the
capacity to navigate stress is as important as the capacity to grow in good times, and the playbook
in this paper is intended to help sponsors build it.

21. Limitations and Directions for Further Research

This paper is framework-oriented and relies on indicative data, and its conclusions are directional
rather than precise. The recovery figures, value-erosion curves and recapitalisation structures are
calibrated to observable conditions but are not empirical estimates, and they vary with the
severity of the stress, the quality of the portfolio and the market conditions. The legal and
insolvency considerations are described in general terms and require specialist advice for any
specific situation.

Several extensions would strengthen the analysis. An empirical study of recovery outcomes
across a sample of GCC development recapitalisations, correlated with the timing of action and
the tools used, would replace the indicative figures with data and test the central claim about the
cost of delay. A detailed analysis of the regional insolvency and restructuring frameworks and
how they shape recapitalisation outcomes would sharpen the legal dimension. And a study of
how the regional special-situations capital market prices and structures rescue capital would
illuminate the new-money terms that the playbook treats indicatively. Each is a natural subject for
a later paper in this series.

Appendix A. Base Case Assumptions

Table 5. Base Case Assumptions

Parameter ’ Value Parameter ’ Value ‘
New-money priority Super-senior New-money cost ~15-20%
Amend-and-extend Common tool Typical haircut (insolvent) Situation-

specific
Value erosion Steep with Recovery (early action) ~75-80% of
delay par
Recovery (late action) ~25-45% of Sequence Triage-
par stabilise-
restructure-
recover
Diagnosis axis Liquidity vs Currency AED (USD
solvency peg)
Special-situations capital Deepening Reputation Long-term
pool asset

Indicative parameters used to generate the figures and case studies. Not transaction-specific.

Appendix B. Glossary of Terms

Table 6. Glossary of Key Terms

Term Definition
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Recapitalisation Restructuring the capital of a stressed business to restore health.
Liquidity stress A viable portfolio temporarily short of cash.

Solvency stress A portfolio whose debt exceeds its asset value.
Standstill An agreement by lenders not to enforce while a solution is found.
Amend-and-extend Revising the maturity and terms of existing debt.

New money Capital injected to fund critical needs in a recapitalisation.
Super-senior A priority ranking ahead of existing claims for new money.
Debt-for-equity swap Converting debt into ownership to reduce the debt burden.
Discounted payoff Repaying debt at less than par to settle a claim.

Special situations Capital specialising in stressed and distressed investments.

Definitions provided for reference.
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