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Hurricanes Are Just One Kind Of
Disaster
Never mind the idea of a 100-year storm —
Hurricane Harvey which dumped more than 50
inches of rain on Houston has been called a
1,000-year storm. In its wake at least 60 people
lost their lives, more than a million others were
uprooted as some 200,000 homes and as many
as 500,000 cars were damaged or destroyed.

George Schultze Contributor

I wrote the book on vulture investing.

Opinions expressed by Forbes Contributors are their own.

https://www.forbes.com/
https://www.forbes.com/investing
https://www.googleadservices.com/pagead/aclk?sa=L&ai=CKLZv_w24Wb6lA8qF3QHZtbCYDp-v15NMrqzloN8FnbCD7AEQASD-1PUXYMnmrovApNgPoAHJ4JjNA8gBAuACAKgDAcgDmQSqBPIBT9CvAAflbBRZGB8xHBG4yL0_lTnhteHld1en3YSKw6bxZNWlFimfoxqTjVfX_kCx8Je6qrGfw3-cZiuN9ALYxxNuNVrAHbTzsNs7tA_CpiDrqRWiRrh0KP66eS_-7mySBvqP-EI7j4rm3JOW4RAy3jRPMGNz73Qrl8uKoslyLwq4ohr88fJY3LM5GzGakitHoELlQbf6lazIpd2rXDXGCsqV1ODQ0srMuPzZzmxmFwcLxdli8Lc-1_vGzbzVnr2LFGgz_xB9ur0rt4TyGgj01KlJTcikDwYcbd1NE3HXN6QhNWtgbcYiOxThWDvi-u_gGmjgBAGgBgKAB4H4wSeoB6a-G9gHAdIIBwiAYRABGAGxCXGMlLSmgYO62BMC&num=1&cid=CAASEuRoljadbyN_gVi62-UPIZ1Gsg&sig=AOD64_0EWN9h46WZGXv99GzjJqe95Rc9dQ&client=ca-pub-4111763448220873&adurl=https://www3.icims.com/mktg/18-tips-for-2018/%3Fp%3D1%26t%3D4145%26n%3D1148%26mkwid%3Dc7MZ1k0D8_dc%26pcrid%3D216060917409%26pmt%3D%26pkw%3D%26pmid%3Dwww.forbes.com%26slid%3D%26adpos%3Dnone%26targetid%3D%26utm_content%3DBanner%2B-%2B18%2BTips%2Bfor%2B2018%2B-%2B300x250
https://www.forbes.com/sites/georgeschultze/
https://www.forbes.com/sites/georgeschultze/


Photo Credit: Getty Images

The total bill for all this economic devastation
could be as high as $180 billion. Just one week
later, Hurricane Irma hit Florida and left about
65% of that state without power. As of this
writing, Irma was estimated to have caused
another $20-40 billion in damages to those in its
path. In the coming months, businesses in the
affected areas will struggle to recover, but this
will be a more difficult process for some than for
others. As an investor, I know that even the best
business plan can fail to account for every
potential negative occurrence. A seemingly one-
time natural disaster, like Harvey or Irma, makes
that point all too clearly but companies can also
be affected by other unforeseen disasters that
have nothing to do with weather. And those



companies that have relied too much on leverage
and stretched their borrowing to the limit will
find it difficult to get back on their feet.

We saw this scenario unfold previously after
Hurricane Katrina and Superstorm Sandy, and
after other events like the BP oil spill in the Gulf
of Mexico and the 9/11 terrorist attacks. The
companies that are best prepared to manage
through situations like this, simply have better
balance sheets, by which I mean they borrowed
much less money and so they have flexibility to
literally weather a storm.

Unforeseen catastrophes of this magnitude can
cause ripple effects — plants are forced to shut
down, shipping and delivery schedules are
thrown into chaos, raw materials are unavailable,
customers are lost to relocation — all of which
adds up to lower revenue and reduced cash flow
for affected companies.  Any scenario like that
could spell disaster for a firm that is over-
leveraged and doesn’t have the flexibility to
manage and deal with dramatic or unexpected
change.

If the company’s balance sheet is out of whack
due to too excessive leverage, and it’s well-known
that lots of companies over-borrowed during the
last 10 years, it could be positioned for potential
distress. If the distressed situation lasts too long



because the company can’t attract additional
financing or the insurance recoveries from the
disaster take longer than expected, then the
company may wind up in bankruptcy court trying
to negotiate with creditors.

But as if to prove the old adage that one man’s
ceiling is another man’s floor, when companies
have failed to prepare for rising waters, the
patient investor with an appetite for distressed
debt can sometimes identify significant new
opportunity. There are numerous examples in
recent years of companies experiencing a disaster
which led to a bankruptcy that created an
undervalued company with upside potential for
future investors.

We saw one such case with Energy Partners, Ltd.
after the August and September hurricanes in
2008. Those disasters caused third-party
production pipelines to shut down and thereby
caused Energy Partners to lose significant
production revenues.  Ultimately, Energy
Partners was forced into bankruptcy in May of
2009 and emerged from corporate
reorganization after eliminating about $540
million in liabilities subject to compromise. Years
later, this company was acquired by another
firm, Energy XXI, but in the meantime it created
interesting opportunities for post-distress equity
investors. A similar crisis occurred for many



other overleveraged oil and gas companies
operating in the Gulf of Mexico after the BP oil
spill when the U.S. government issued a
deepwater drilling moratorium. 
 
The takeaway for investors should be that
disaster can take many forms. It doesn’t have to
be weather-related or an act of terrorism, it could
be even be something more mundane, like a
drastic change in commodity prices or a shift in
governmental regulation. And the lesson from
this is that the companies that are best prepared
to deal with these kinds of changes in their
industry, whether they’re acts of God or any
other type of disruptive change, are those with
cleaner balance sheets and less debt. That’s one
of the reasons why I encourage investors not to
just blindly throw money at companies in an
ETF, but rather to spend some time analyzing the
balance sheets of the companies they’re
considering for investment. Think about whether
a company is well-positioned for the long term
and whether it is ready to handle unforeseen
event like the ones we’ve seen in Texas and
Florida. Even if the next crisis isn’t a super-
storm, simple analysis can help you pick long-
term winners and losers while the proverbial seas
are calm.
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George Schultze is a hedge fund manager and the
founder of Schultze Asset Management.  He is
the author of The Art of Vulture Investing:
Adventures in Distressed Securities
Management.
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