
REAL ESTATE:
Actions to Take Now and Later



Introduction
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The worldwide disruption of businesses and supply chains through government-suggested or 
government-mandated social distancing and other measures has created a heightened 
uncertainty in economic forecasts, tightening credit markets and increased volatility in the global 
financial markets. These effects may lead companies that own, operate, or rent real estate to 
assess their portfolios, valuations, operations, and financing arrangements.

In this challenging environment, Houlihan Lokey stands ready to assist occupiers and landlords 
as they consider taking the following actions:
• Review lease and debt agreements for relevant clauses, covenants, and remedies
• Consider the effect of rent relief discussions and potential modifications to existing leases on 

valuation, accounting, and legal matters
• Review insurance policies and business continuity plans with your legal counsel
• Consider near-term liquidity needs and potential alternative sources for liquidity

This article will discuss the effects of the COVID-19 crisis on lessees and lessors as well as 
highlight key accounting, valuation, legal, and financial issues to consider.
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The Last Economic Disruption
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The retail sector is putting similar pressures on landlords to provide rent abatements and 
deferrals, as last observed during the Great Recession of 2008. At that time, weakened 
consumer buying led to store closures and a shrinking demand for retail space, and an overall 
decline in real estate prices occurred. Similar but more dramatically presented trends are 
occurring now. Instead of reduced foot-traffic levels, retailers and their respective landlords are 
contending with the elimination of foot traffic altogether. 

Sources: MarketWatch and NAREIT

During the current COVID-19 crisis, we are seeing quarantines and lockdowns across the 
United States as well as unemployment claims hitting record highs. Coupled with voluntary or 
government-mandated store closures, this lack of mobility and loss of income has put enormous 
operational and liquidity pressure on many industries, with the effects being most severely felt 
within the retail, travel, and hospitality sectors. Given the unprecedented nature of the situation 
and uncertainty around how long the shutdown will continue, it is likely that the downturn will 
soon affect other sectors of the commercial real estate industry. Both landlords and tenants will 
need to be proactive and innovative in this rapidly changing climate. 
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The Initial Wave
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Over the past few weeks we have witnessed only the initial shock of 
the COVID-19 outbreak on the real estate industry. Not surprisingly, 
one of the early-hit sectors was retail, due to government-
suggested (or government-mandated) closures of non-essential 
businesses, a reduction in travel, and various effects from social 
distancing measures. Many were quick to point out the effect to the 
restaurant industry; however, with major retailers closing storefronts 
and large mall owners closing nationwide portfolios, broader effects 
were felt shortly thereafter. These closures have led many retailers 
to push for rent reprieves during this time. While some landlords are 
proactively offering rent relief, such as Irvine Co. announcing a 
three-month rent delay for tenants in their retail centers in mid-
March, a wave of negotiations with landlords is forthcoming. 

Many outside the retail space are also affected by the crisis in one form or another: office 
landlords concerned about whether their tenants will be able to stay solvent in this crisis, 
landlords inundated with rent relief demands from tenants, and hotel owners and operators 
pursuing cost-containment strategies to mitigate the dramatic declines in occupancy. As noted in 
a recent publication by Cohen & Steers, the crisis may hit all real estate sectors.

SECTORS EXPECTED TO BE MOST AND LEAST NEGATIVELY AFFECTED 

While it is unknown how long this crisis will last, its effect on the real estate industry will clearly 
be a substantial one, and there are many factors lessees and lessors will need to consider to 
survive this difficult period.
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Valuation and Accounting

Immediate Effects
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It may be most obvious to observe the effect on lessees, as they are immediately and directly 
affected by the loss of sales and the loss of access to their rented space. As a result, many 
retailers and other lessees are seeking rent relief from their landlords to help bridge a near-term 
liquidity crunch. Our discussions with tenants and landlords, and a review of publicly made 
statements by retailers around the globe, indicated that exact relief measures vary—some 
lessees are seeking one month of relief, while others are seeking up to 12 months (with most 
initially seeking one to three months of relief). Still others are seeking creative arrangements 
(e.g., a 50/50 split of rent during the crisis). No matter the length or type of rent relief being 
sought, there are accounting, legal, and liquidity effects to consider:

LESSEES

Potential Effects on a Lessee’s Right-of-Use Asset and Lease Liability

Rent Concessions
Under ASC 842, changes to a lease contract that affect the contractual rental payments may 
result in (i) accounting for the change as a rent concession under the original lease agreement 
(i.e., a change in variable rent payments) or (ii) accounting for the change as a lease 
modification. These rent concessions can take many forms, such as rent reductions, rent 
deferrals, or rent abatements.

Determination of how to account for rent concessions generally requires the lessee to consider 
the terms of the original lease agreement, whether the lessee had an enforceable right to such 
rent concession, and if any other terms have been modified in connection with the rent 
concession. Due to the number of technical inquiries the FASB has been receiving recently and 
the unprecedented nature of COVID-19, the FASB recently provided interpretative guidance on 
the matter. The FASB noted that a company can make a policy election to either treat the 
concession as variable rent or a lease modification as long as the total cash flows from the 
concession are substantially the same or less than those in the contract before the concession. 
If accounted for as variable rent, no remeasurement of the right-of-use (ROU) asset or lease 
liability is required. However, if accounted for as a lease modification, the ROU asset and lease 
liability may need to be remeasured. Any other modifications to the lease made in connection 
with the rent concession should also be assessed. 
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Impairment Considerations
ROU assets may be impaired if the asset groups to which they belong are impaired. Store 
closures (voluntary or involuntary) and broader economic effects, such as changes to market 
rent as a result of volatile demand and other factors, are examples of triggering events that may 
require a lessee to assess one or more of its asset groups for impairment under ASC 360. 

Additionally, some lessees may determine that they can no longer make use of the asset and 
abandon all or a portion of the ROU asset. Committing to a plan to abandon will trigger the need 
to assess and recognize an impairment of the abandoned ROU asset in accordance with ASC 
360.

Change in Incremental Borrowing Rate
A lessee’s incremental borrowing rate, which is generally the rate used to determine the lease 
liability for accounting and financial reporting purposes, may be affected by the current 
environment. Changes in market interest rates, a lessee’s cost of capital, or a lessee’s credit 
rating may have effects on the incremental borrowing rate. Lessees should consider working 
with their valuation experts to assess if a change to the incremental borrowing rate is 
appropriate.

Those entities that plan to adopt ASC 842 in 2021 should keep in mind that the trends 
discussed in this study may affect current ASC 840 lease accounting; however, any specific 
effects are not within the scope of this article. Our Accounting and Financial Reporting team 
stands ready to discuss ASC 840 effects as needed.

Legal

Specific legal issues to consider in the current environment for lessees include, among 
others, (i) whether the lessee has an enforceable right to rent relief (discussed above), (ii) 
if closure of buildings by landlords in the current environment is the result of force 
majeure, and (iii) the effect of non-performance under a lease contract on future lease 
payments or other agreements in place that may have covenants related to a lease or 
store performance.

Immediate Effects (cont.)



Valuation and Accounting

Immediate Effects (cont.)
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Travel restrictions, building closures, potential loss of rent, and tightening of the capital markets 
have already negatively affected—and will continue to negatively affect—the commercial real 
estate industry. The amount and timing of the effect on landlords will likely vary by sector, but 
most landlords should be considering the following:

LESSORS

Public companies and those that have adopted historical cost accounting should be 
considering the effects of potential impairment to their owned assets and collectability of lease 
payments from their tenants. ASC 360 requires a two-step evaluation that is first informed by 
the presence of a “triggering event.” Step one of this standard considers the results of an 
undiscounted cash flows analysis, as expected by management. Step two is based on a fair 
value measurement (as defined under ASC 820) to estimate the amount of the impairment. If 
the COVID-19 crisis is prolonged and the negative economic effect continues, or if an owner 
now plans to dispose of an asset that is underperforming, landlords will most likely need to 
consider potential impairment charges under ASC 360.

For those reporting fair value financial statements, the effect of COVID-19 may come much 
sooner, as ASC 820 requires one to use market participant assumptions, which, in the current 
environment, may be significantly less optimistic than the assumptions observed in the prior 
reporting period. For example, the decline in retail sales may lead to decreases in future 
achievable rent, and tightening of the capital markets may lead to a smaller pool of buyers with 
a higher cost of capital, both of which would have a negative effect on real estate values.

The effect on a lessor’s financial statements may largely depend on their basis of 
accounting; however, valuation will certainly be a discussion for all owners. Regarding 
valuation, it is important to keep in mind that there is likely a mismatch between published 
transaction prices/rates and the current environment, as those deals closing today were 
likely negotiated 30 or more days earlier. Lessors should consult with their valuation 
advisors and be mindful that these historical indicators may not reflect current market 
conditions or assumptions.



Legal

Immediate Effects (cont.)
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As noted above, there are specific legal issues to consider in the current environment. 
Based on tenants’ increased demand for rent relief and a lack of clarity as to when the 
crisis may end, we expect increased discussions between tenants and landlords—and 
some of these may end up in legal or financial disputes. We would expect these disputes 
to primarily arise from clauses in certain leases or a lack of clarity as to a landlord’s or 
tenant’s rights in the current situation. Landlords are encouraged to review their lease 
agreements at this time to identify their rights and potential covenants related to a lease 
or store performance. 

Liquidity

The situation for landlords is further complicated by their relationships with mortgage 
lenders and the need to make interest payments on debt. Most commercial mortgage 
agreements contain debt covenants requiring certain coverage ratios that are primarily 
affected by the landlord’s ability to collect rental payments. It is expected that the loss of 
rent for 1–12 months will trigger a breach of these covenants. While certain sectors are 
preemptively trying to mitigate this effect—the International Council of Shopping Centers 
announced that they have asked the government to require all regulated mortgage 
lenders to offer a 90-day forbearance on all commercial loan obligations—currently, this 
overall effect is unknown. Therefore, during this crisis, landlords should be proactive in 
working with their lenders to reach an accord and avoid unnecessary breaches and 
potential foreclosures. Once these arrangements are solidified, landlords will be better 
positioned to potentially abate or restructure tenant lease agreements. 



Time to Reassess
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In the few short weeks since the onset of COVID-19, its effects have already raised important 
issues for tenants and landlords. Some of the concerns are as follows:

Liquidity concerns (seeking near-term cash relief) 

Legal questions around renegotiating leases and forced closures

Valuation, financial, accounting, and tax effects

The effect on debt covenants and the commercial mortgage market

For players that have a plan in place to deal with such issues, the current environment may also 
be an opportunity for them to assess their portfolios to identify potential cost savings or revenue-
enhancement opportunities going forward. For those that do not have a plan, it may be prudent 
to have discussions with third-party experts who can help navigate these waters. 



Take Action
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While it’s difficult to see past the pessimistic tone in the media today surrounding the retail 
industry, hospitality industry, and overall real estate market, the current situation may provide an 
opportunity for certain lessees and lessors to exit the crisis in an advantageous position. Times 
of challenge lead companies to seek out cost-reduction measures but also provide an 
opportunity to strategically reassess one’s footprint and where right-size opportunities are 
present. 

Houlihan Lokey’s group of real estate industry experts stand ready to assist lessees (occupiers) 
and landlords in navigating these turbulent times and can assist with any of the potential 
courses of action shown below.

In the immediate term, we suggest occupiers and landlords take the following actions:
• Review lease and debt agreements for relevant clauses, covenants, and remedies
• Consider the broader effect of rent relief discussions and potential modifications to existing 

leases—this may be a time to seek changes in rent structures, lease terms, etc.
• Review insurance policies and discuss potential remedies with your legal counsel
• Consider near-term liquidity needs and potential alternative sources for liquidity

Occupiers and landlords may consider taking the following actions over the next 3–12 months:
• Leverage industry experts and third parties in a strategic assessment of occupied or owned 

real estate against business objectives, considering if there are certain locations that could be 
shut down, disposed of, sold under a sale-leaseback, etc.

• Work with disputes and property tax appeal experts to identify assets for potential tax appeal 
given the change in market conditions and certain properties’ operating performance (e.g., 
lower occupancy, reduced rents), as there may be an opportunity for owners to reduce their 
property tax burden (now or come the next lien date)

• Engage your accounting and valuation specialists now to start understanding the effect on 
your financial statements

• Work with real estate specialists to reassess rent reimbursement calculations and methods, 
as there may be effects to consider as a result of voluntary property closures, a lack of 
availability of common areas and services provided for in a lease, a tenant voluntarily closing 
its store, or government-mandated closures

• Have a discussion with tax professionals to consider provisions in the Coronavirus Aid, Relief, 
and Economic Security (CARES) Act that may be beneficial to your business

Houlihan Lokey does not provide accounting, tax, or legal advice. The information and material presented herein is provided for informational purposes only and is 
not intended to constitute accounting, tax, or legal advice or to substitute for obtaining accounting, tax, or legal advice from an attorney or licensed CPA.



Take Action
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Houlihan Lokey has a successful track record in assisting its real estate occupiers and 
owners through times of extreme volatility and exogenous events. 

Please reach out to one of the team members below for more information.

Tom Puricelli
Managing Director
Co-Head of REVS
404.495.7026
TPuricelli@HL.com

REAL ESTATE VALUATION AND ADVISORY SERVICES

Jeffrey Andrews, MAI, MRICS
Director
Co-Head of REVS
310.788.5364
JAndrews@HL.com

Michael P. Hedden, MAI, CRE, FRICS
Director
212.497.7936
MHedden@HL.com

DISPUTES AND LITIGATION 

ACCOUNTING AND FINANCIAL REPORTING ADVISORY

Lawson Smith, CPA
Managing Director
312.462.6484
LSmith@HL.com

Additional Contributors: Nick Way, Eric Jourdan, Coley Knust, Matt Bohlin, and Ashton Looney.
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© 2020 Houlihan Lokey. All rights reserved. This material may not be reproduced in any format by any means or 
redistributed without the prior written consent of Houlihan Lokey. 

Houlihan Lokey gathers its data from sources it considers reliable; however, it does not guarantee the accuracy or
completeness of the information provided within this presentation. The material presented reflects information
known to the authors at the time this presentation was written, and this information is subject to change. Houlihan
Lokey makes no representations or warranties, expressed or implied, regarding the accuracy of this material. The
views expressed in this material accurately reflect the personal views of the authors regarding the subject securities
and issuers and do not necessarily coincide with those of Houlihan Lokey. Officers, directors, and partners in the
Houlihan Lokey group of companies may have positions in the securities of the companies discussed. This
presentation does not constitute advice or a recommendation, offer, or solicitation with respect to the securities of
any company discussed herein, is not intended to provide information upon which to base an investment decision,
and should not be construed as such. Houlihan Lokey or its affiliates may from time to time provide investment
banking or related services to these companies. Like all Houlihan Lokey employees, the authors of this presentation
receive compensation that is affected by overall firm profitability.

Houlihan Lokey is a trade name for Houlihan Lokey, Inc., and its subsidiaries and affiliates, which include those in (i)
the United States: Houlihan Lokey Capital, Inc., an SEC-registered broker-dealer and member of FINRA
(www.finra.org) and SIPC (www.sipc.org) (investment banking services); Houlihan Lokey Financial Advisors, Inc.
(financial advisory services); HL Finance, LLC (syndicated leveraged finance platform); and Houlihan Lokey Real
Estate Group, Inc. (real estate advisory services); (ii) Europe: Houlihan Lokey EMEA, LLP, and Houlihan Lokey
(Corporate Finance) Limited, authorized and regulated by the U.K. Financial Conduct Authority; Houlihan Lokey
S.p.A.; Houlihan Lokey GmbH; Houlihan Lokey (Netherlands) B.V.; Houlihan Lokey (España), S.A.; and Houlihan
Lokey (Corporate Finance), S.A.; (iii) the United Arab Emirates, Dubai International Financial Centre (Dubai):
Houlihan Lokey (MEA Financial Advisory) Limited, regulated by the Dubai Financial Services Authority for the
provision of advising on financial products, arranging deals in investments, and arranging credit and advising on
credit to professional clients only; (iv) Singapore: Houlihan Lokey (Singapore) Private Limited, an “exempt corporate
finance adviser” able to provide exempt corporate finance advisory services to accredited investors only; (v) Hong
Kong SAR: Houlihan Lokey (China) Limited, licensed in Hong Kong by the Securities and Futures Commission to
conduct Type 1, 4, and 6 regulated activities to professional investors only; (vi) China: Houlihan Lokey Howard &
Zukin Investment Consulting (Beijing) Co., Limited (financial advisory services); (vii) Japan: Houlihan Lokey K.K.
(financial advisory services); and (viii) Australia: Houlihan Lokey (Australia) Pty Limited (ABN 74 601 825 227), a
company incorporated in Australia and licensed by the Australian Securities and Investments Commission (AFSL
number 474953) in respect of financial services provided to wholesale clients only. In the European Economic Area
(EEA), Dubai, Singapore, Hong Kong, and Australia, this communication is directed to intended recipients, including
actual or potential professional clients (EEA and Dubai), accredited investors (Singapore), professional investors
(Hong Kong), and wholesale clients (Australia), respectively. Other persons, such as retail clients, are NOT the
intended recipients of our communications or services and should not act upon this communication.
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