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The COVID-19 pandemic has impacted few 
industries as severely as the restaurant indus-
try. Before the pandemic, the industry was 

nearing record highs in annual sales, with 2020 pro-
jected sales of $899 billion, an estimated 1 million 
individual restaurant locations and nearly 16 million 
employees nationwide. Exhibit 1 shows actual and 
projected restaurant industry growth. Due to the size 
of this industry and the lending opportunities that 
it presents, commercial banks and nonbank lenders 
have significant credit exposure to this sector. 
 As a result of the pandemic, the industry’s 
2020 sales of $659 billion were only 73 percent 

of pre-pandemic projections. Large fast-casu-
al chains and quick-service restaurant (QSR) 
operations have gained market share due to 
their ability to simply remain open during the 
pandemic while leveraging access to capital 
and drive-thru operations. Meanwhile, casual 
sit-down, “mom and pop”-style restaurants and 
franchisees of mid- and lower-tier casual chains 
were the hardest hit due to dining room closures, 
and they will be the last to recover as the pan-
demic fades. This segment experienced approxi-
mately 20 large chapter 11 filings in 2020 (see 
Exhibit 2), and some estimate that as many as 
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Exhibit 2: Restaurant Chapter 11 Filings

2020 Restaurant Chapter 11 Filings

Bar Louie Il Mulino Brio/Bravo Village Inn/Baker’s Square

Krystal Garbanzo Le Pain Quotidien By Chloe

Sweet Tomatoes K&W Cafeterias Ruby Tuesday Cosi

California Pizza Kitchen Maison Kayser Chuck E. Cheese Logan’s Roadhouse

Sizzler Friendly’s Numerous Franchisees

Exhibit 1: Restaurant Industry Sales (in Billions $)

Source: National Restaurant Association.



one in three1 restaurants might be shuttered in 2021 due 
to the impact of the pandemic. 
 As government-funded industry-support programs wind 
down, this sector is expected to continue to experience dis-
tress in 2021 and beyond. Minimum-wage pressures are 
expected to continue while cleaning and other COVID-
related expenses remain high. As a result, it is reasonable 
to assume that lenders will continue to experience high 
levels of problematic credit in this industry.2 This article 
provides insight into the intricacies observed in restructur-
ing underperforming restaurant operators and focuses on 
the “top six restructuring issues” that are often seen in a 
restaurant workout. 

Working-Capital Deficit
 It is common for restaurant operators to maintain a 
working-capital deficit because restaurants have minimal 
current assets while maintaining a normal level of current 
liabilities, particularly accounts payable and employee 
expenses. A restaurant’s working capital has unique com-
ponents that make it a primary focus during a restruc-
turing. Typically, most current liabilities cannot be left 
behind in a bankruptcy reorganization plan, or a buyer 
will require that they be assumed by the seller or settled in 
satisfaction because of the unique short-term impractical-
ity of replacing employees and key suppliers in a multi-
location restaurant operation. 
 It is common for a working-capital deficit to consume a 
significant portion of the proceeds from a chapter 11 § 363 
or out-of-court sale. In addition, working-capital deficits are 
exacerbated in periods of distress, as cash balances shrink 
and deferred payables/expenses increase. 
 Primary balance-sheet accounts that drive a restaurant’s 
working-capital deficit are accounts payable, accrued expens-
es, accrued wages, accrued vacation time/benefits, deferred 
lease payments, and sales taxes payable. In addition, pay-
ments to franchisors, marketing commitments and prepaid 
soda rebates may also have a significant impact. On the other 
hand, current asset accounts are often less than 20 percent 
of current liabilities in these scenarios. Cash is scarce, and 
credit card receivables usually represent only two to three 
days of transactions. Also, due to its quick turnaround, inven-
tory is not a large component. Lastly, prepaid expenses are 
often immaterial.
 Particularly during the beginning of the pandemic, it 
was not uncommon for an operator to defer payments on 
most expenses (excluding payroll) to preserve liquidity. 
Moving forward, many of these deferred expenses will 
have to be paid in full or at a discount for the operator to 
continue without disruption. Lastly, in a § 363 or out-of-
court sale, a buyer will require a seller to pay in full all 
employee expenses, along with key vendor and landlord 
liabilities that have accrued up to the date of closing for 
going-forward locations. 

Broadline Service and Soda Vendors
 Medium-sized restaurant operators typically have one pri-
mary broadline service vendor and one soda vendor. These 
vendors are critical to operations, as they provide the major-
ity — if not all — of a restaurant’s primary food and bever-
age ingredients and other related supplies (such as packag-
ing). Both are practically impossible to replace without many 
months of supplier-transition planning. 
 In a restructuring scenario, relationships with these ven-
dors are often key to avoiding disruption in food and soda 
deliveries, and they can be a source of liquidity (e.g., a strong 
relationship with these vendors could provide an operator 
with the ability to stretch payments for an extended time 
frame). Early and often communication with these vendors 
is critical. Broadline vendors deliver ingredients on a weekly 
(if not daily) basis and often require payment terms of seven 
to 20 days. It is risky to defer payments to these vendors 
without negotiating a payment plan up front, as a plan is 
critical to ensuring continued delivery to the operator’s loca-
tions. These vendors are aware of their critical nature to the 
operations of a chain and will utilize this leverage to limit 
discounts, settlements or long-term deferments. 
 In addition, broadline vendor receivables may be partial-
ly covered by the Perishable Agricultural Commodities Act 
(PACA) and therefore cannot be left unpaid or discounted 
in a bankruptcy plan. Also, soda vendors often pay upfront 
rebates to chains that are then earned based on gallons of 
soda consumption. The soda vendors will require a pro rata 
refund of their upfront rebates if the operations are sold, or 
the buyer will require that a portion of the sale proceeds be 
deducted to cover the refund. The bottom line is that most 
restaurant trade vendors almost always get paid in full (unlike 
in most other industries) if a restaurant chain continues to 
operate, even in the case of a chapter 11 § 363 asset sale or a 
reorganization plan.

Deferred Expenses
 As previously mentioned, it was not uncommon for res-
taurant operators to defer a significant number of payments 
to noncritical vendors during the pandemic. Out of neces-
sity and on behalf of clients, the author’s firm has negoti-
ated significant discounts to deferred expenses, often ranging 
up to 50 percent or more. These discounts were achievable 
due to the overwhelming effects of the pandemic throughout 
the restaurant sector, as nearly every mid-level operator was 
faced with a similar dilemma. This fact provided vendors 
with the assurance that they were not being singled out. 
 In addition, the successful negotiation of these discounts 
can provide operators with the necessary flexibility to avoid 
an expensive bankruptcy filing, which many mid-level opera-
tors cannot fund in this environment. It also allows the opera-
tors to stretch their Payment Protection Plan loan proceeds 
further. An operator should stay in constant communications 
with all vendors, landlords and creditors, as this will make 
it easier to negotiate discounts on these deferrals when tim-
ing is appropriate. This can be a painstaking process, but 
successfully negotiating discounts is critical to providing the 1 “One-Third of U.S. Restaurants Likely to Close This Year as COVID-19 Keeps Diners Away,” The National 

(Aug 2, 2020), available at thenationalnews.com/business/one-third-of-us-restaurants-likely-to-close-
this-year-as-covid-19-keeps-diners-away-1.1057373 (last visited June 28, 2021).

2 The author’s firm has unique experience within the restaurant industry, having worked on more than 
10 cases over the last five years. 
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operator with the necessary liquidity to maintain viable oper-
ations until customer traffic returns to pre-pandemic levels 
and/or additional funding can be made available. 

Quantity of Leases and Individual Landlords
 Negotiating with landlords on a restaurant lease restruc-
turing is a difficult and time-consuming process. If a debtor 
has more than 100 locations, it is common to have mostly 
individual restaurant landlords. For example, the author’s 
firm advised a debtor with approximately 130 locations. In 
this case, the debtor had only two landlords with three or 
more leases, and one landlord with two leases. The remaining 
locations all had leases with individual landlords. 
 In addition, landlords can be either individual investors, 
family trusts, real estate investment trusts or large property-
management firms, all of which react differently to lease-
restructuring attempts. It is always valuable to engage pro-
fessional help to handle the complexity and objectivity of 
multiple lease restructurings. 

Liquidation
 The restaurant industry looks like a product business (i.e., 
selling food), but in reality, it is a service business (i.e., food ser-
vice). There are few tangible restaurant assets that can be sold 
for any significant value. This means that restaurant businesses 
that do not own real estate liquidate for a low value such that 
liquidation is not a viable loan exit option for a secured lender. 
 Many mid-tier restaurant chains lease all of their real 
estate locations but own the building leasehold improve-
ments, and the furniture, fixtures and equipment (FF&E). In 
a liquidation scenario, significant recoveries are difficult to 
achieve due to the following factors: 

• Buildings are often in need of remodeling or refresh-
ing due to deferred maintenance capital expenditures and 
require additional capital investment. In addition, build-
ing styles are hard to transfer from brand to brand, limit-
ing potential buyers. 
• Lease terms provide for the transfer of the building 
and leasehold improvements to the landlord, often at the 
end of the lease. 
• The net proceeds from selling FF&E can be limited by 
(1) an oversaturated restaurant equipment market due to 
pandemic-related restaurant closures; (2) a lack of uni-
form restaurant layouts throughout a chain, which can 
result in irregularly sized refrigerators, fryers, ovens, 
etc., which can be unappealing to bulk buyers; (3) costs 
due to removal and storage of restaurant equipment; and 
(4) substantial broker commissions and auction costs. 

Same-Store Sales
 A common performance metric in the restaurant industry 
and any retail industry is a comparison of same-store sales 

(SSS) over similar periods for the prior year. Comparing 
daily/monthly/annual sales in the current year to prior year 
periods is an indicator of location performance and an 
important input in the evaluation of potential store closures. 
However, this metric will have limited value in 2021-22 due 
to the distortionary impact of the pandemic on sales volumes 
in 2020-21. A more in-depth analysis is required to accu-
rately determine how each restaurant location is perform-
ing, which locations should be closed and which ones should 
remain open. As a result, the following factors have greater 
importance in determining whether a store should remain 
open or be closed as soon as possible:

• Due to indoor dining closures in the first half of 2020, 
SSS comparisons to the first half of 2021 can overstate 
revenue increases for poorly performing locations.
• Poorly performing locations that faced significant local 
competition heading into the pandemic may have signifi-
cantly less competition in 2021 due to competitor restau-
rant closures.
• Locations that experienced sales increases during the 
pandemic may attribute a significant portion of that 
increase to higher delivery and takeout volume. However, 
margins on delivery sales are significantly minimized due 
to costly third-party delivery providers. The cost of third-
party delivery can often be up to 25 percent of an order’s 
value, though it is expected that delivery fees will decline 
in the future. 
• Significant increases in delivery sales can prop up 
overall SSS comparisons and present misleading data 
about restaurant performance because profitable in-store 
sales get replaced by significantly less profitable deliv-
ery sales. 

Conclusion
 Restaurant operators are expected to face continued 
pandemic and other industry headwinds, such as higher 
operating costs, rising wages and the typical low barriers 
to entry. As a result, it is expected that there will be an 
elevated level of restaurant chains in need of restructur-
ing from an operational and financial standpoint. As previ-
ously discussed, restructurings in the restaurant industry 
often have issues and considerations that are only present 
in a restaurant workout, and the pandemic has exacerbated 
these issues. For example, (1) working-capital deficits can 
be significant, and buyers will deduct the deficit from the 
sale price; (2) broadline vendors hold significant leverage 
even in bankruptcy and typically will get paid 100 percent; 
(3) substantial discounts on deferred expenses are achiev-
able through tough negotiations; (4) lease negotiations are 
time-consuming and done landlord by landlord, so profes-
sional help is advisable; (5) liquidation proceeds are usu-
ally zero; and (6) the COVID-19 pandemic has lessened the 
value of SSS comparisons for 2021-22.  abi
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