GOLD & ENERGY ADVISOR
Vol. VII, No. 3

March 2010

$19

“Three Myths About the Coming
Crude Oil Crisis…”
“And how we’ll use them to take
massive proﬁts in the next 2-5 years!
“Don’t be deceived by today’s
oil prices. In the next few years,
the oil market is facing severe
disruptions.
“Here’s a preview of what’s
coming… how to get ready for
it… and what will happen to you
if you don’t!”

I

started predicting $100 oil when it was in the
$30s. Later I adjusted my prediction to $150.
Everybody laughed.
When oil hit $147, suddenly everybody agreed
with me.
Then the ﬁnancial crisis rocked the economy.
Many markets melted down, including oil. Media
commentators breathed a sigh of relief. They said
it was all a false alarm—just a temporary bubble.
They instructed everybody to forget about oil stocks
and get back to the usual “conventional” investments.
As I warned back then, this turned out to be
terrible advice. Those who listened to it missed
out on some fabulous proﬁt opportunities (the ones
that gave our two GEA portfolios returns of 45.0
and 55.4 percent last year).
Not only that, these unfortunate investors will
be slapped in the face again and again in the next
few years. I believe oil prices are going to roar back
up. Investors who aren’t on board are going to take
heavy losses—both in terms of missed opportunities, and possibly in collateral damage to the ‘con-
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ventional’ markets as well.
In this issue, we’ll dispel some of the misinformation being peddled by the media today. Despite
their optimism, the oil markets are headed for
some violent changes.
If you’re prepared, you can make a killing. If
you’re not, you’ll take a beating. The choice is up
to you.
Let’s start with a fantasy that sounds convincing but is ultimately hollow…

Myth #1: Natural Gas Will
Solve Our Energy Problems
Natural gas has been all over the news lately.
The energy majors are making a big push into
gas. BP recently announced a “dash for gas.” Shell
is cutting back its Canadian oil sands operations
in favor of gas elsewhere. Exxon Mobil bought gasrich XTO Energy in a $31 billion deal. (Long-time
GEA readers are very familiar with XTO. We’ve
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proﬁted from XTO in the GEA portfolio multiple
times.)
There have also been lots of announcements of
big gas ﬁnds. Cambridge Energy Research Associates (CERA) just ran a multiple-page ad in the
Wall Street Journal about the “shale gale”—the disruptive impact that new sources of shale gas will
exert on the natural gas market. CERA is hopeful
that all this gas will take over much of oil’s role in
transportation.
Also, the US apparently has a lot more gas than
previously thought. The Potential Gas Committee
recently estimated that our future recoverable
resources could supply the US for 100 years at current levels of consumption.
On the surface, these optimistic stories sound
good. But there are lots of problems the media are
‘forgetting’ to mention.

Why Gas Won’t Signiﬁcantly
Replace Oil Any Time Soon
It’s true that the US apparently has a lot of gas.
But little of it can replace oil—at least not yet.
For example, CERA hopes we can start using
gas to power our cars and trucks. If this were to
occur, we could slash our oil consumption. But this
can’t occur in the way CERA describes.

I

n the GEA portfolios, we tend to focus on oilrich stocks. We’re careful to avoid getting
suckered when companies spin their gas ﬁnds
into “equivalent barrels” of oil.
As I’ve written about before, many companies report their discoveries in terms of the
energy they contain—i.e., the amount of oil the
energy represents—rather than their actual
volume and composition. This allows energy
ﬁrms to make it seem like they’re replacing
their oil reserves, even when they ﬁnd mostly
gas.
I’m not saying we’ll never buy gas-rich
stocks, because we’ve made a lot of money from
them in the past. (XTO is just one example.)
But unlike most analysts, we carefully select
stocks based on their actual reserves and discoveries, not on the “equivalent” barrels of oil
they report.
This is one of the reasons our GEA portfolios outperform our competitors.

First of all, natural gas has an energy density
that’s a small fraction of an equivalent volume of
gasoline or diesel. Any vehicle powered directly
by natural gas has a much smaller range—which
greatly reduces its attractiveness for traveling
anything more than a few miles at a time.
Second, as CERA admitted, we would need
“massive new investments” in infrastructure to
make the gas usable by cars and trucks in the
United States. Obviously, nobody will build or buy
gas-powered vehicles until we have a network of
refueling stations to supply them.
At the same time, nobody will build a refueling network until there are vehicles to support it.
That’s the third problem.
Then there’s the fourth problem—the issue that
politically correct analysts don’t want to talk about.
‘Green’-minded commentators often speculate excitedly about ‘clean’ gas-ﬁred electrical plants, powering a national ﬂeet of electrical vehicles.
But even though gas is much cleaner than coal,
it still produces signiﬁcant emissions when burned.
And Democratic politicians have been threatening
to enact carbon-cap legislation, which will strictly
limit emissions—and therefore, restrict the use of
natural gas.
The natural result of this is that…

Utility companies don’t want
to invest billions
in natural-gas plants,
when Washington is
threatening to restrict
their use.
So even though the US has lots of natural gas,
its future potential is uncertain. And as the CERA
report admitted, even if gas were to successfully
provide a growing share of America’s energy needs,
“the transformation will not be instantaneous—it
will require effort and investment and will unfold
over years, even decades.”
Finally, there’s one more problem to discuss.
Ironically, the move toward ‘clean’ forms of energy
might reduce the demand for gas.
Electricity from gas-ﬁred power plants tends to
be more expensive than nuclear power, coal, wind,
and other sources. Thus, as new sources of energy
come online, gas consumption can decline.
A great example of this is happening in Texas
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today. In the past three years, wind power has
tripled its portion of the Texan electricity market,
going from 2 percent of supply to 6 percent. This
increase in market share came at the expense of
natural gas. Gas power has fallen from 46 percent
of supply down to 42 percent.
Add it all up, and gas is a highly questionable
investment today. There’s lots of new supply, and
demand is uncertain. That’s why its price has been
chopped in half since the summer of 2008.
To sum up my view on gas: it’s true the US has
a lot of it. Potentially, it could solve much of our
energy problems.
But that’s not going to happen for years. First,
oil has to reach excruciatingly painful highs, and
stay there for a while. Only then can the capital
and political will become available to construct the
necessary infrastructure, and to allow electrical
utilities to use gas without environmental restrictions.
Long-term, I’m an optimist. Once oil prices go
to the moon, the market will provide alternatives.
But there will be several years of violent price
upheavals ﬁrst.
As always, where there is crisis, there is opportunity. And we plan to make a lot of money during
this time.
Onward. Let’s now discuss…

Myth #2: New Oil Discoveries
Are Solving the Oil Crisis
Along with new gas ﬁnds, there have been many
media reports about oil discoveries.
Again, the media reports make them sound
good. Again, the full truth is not being told.
A great example of this is the news about…

The Bakken Formation
There’s been a lot of buzz lately about the Bakken Shale formation in the northern Midwest
(primarily in North Dakota and Montana, stretching up into Canada). The US Geological Survey
recently announced a massive expansion of its estimated size.
Previously, the Bakken was thought to contain
151 million barrels of recoverable oil. Now geologists expect the formation to have up to 4.3 billion

barrels of oil—over 25 times more than previously
thought.
Why the sudden expansion? For decades, geologists have known about the oil there. But most of
it was unobtainable at reasonable prices, at least
with conventional vertical drilling techniques.
However, recent advances in technology have
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made new techniques possible. Several years ago,
oil companies started drilling horizontally into the
formation, and “frakking” (fracturing) the underground rock with high-pressure blasts of water and
other materials. As the rock splits and cracks, oil
can ﬂow more easily into the wells.
Thanks to the Bakken, North Dakota has shot
up to become the fourth-largest oil-producing state
in the US. This deposit is justiﬁably being called

one of the most important discoveries in America
for the last several decades.
Pollyanna analysts are now pointing to the
Bakken as a huge new discovery that will provide
lots of energy to the US. Here again we see a lot of
chest-beating in the media that covers up what’s
really going on.
It’s true that the Bakken contains a lot of oil.
But it’s miniscule compared to total oil demand.

Portfolio Updates

I

n Update #830, we issued hedging instructions for subscribers who own Pioneer Natural Resources (symbol PXD) and EOG Resources
(EOG). On PXD, we sold the Mar. $50 calls (symbol PXD100320C50). On EOG, we sold the Mar.
$100 calls (EOG100320C100).
In Update #831, we issued hedging instructions for subscribers who own Apache Corp.
(APA), Energy Exploration and Production ETF (XOP), and ATPG Oil & Gas Corp
(ATPG). On APA, we sold the Mar. $110 calls
(APA1003029C110). On XOP, we sold the Apr.
$44 calls (XOP100417C44). On ATPG, we sold
the March $21 calls (HKU1003020C21).
In Update #832, we issued hedging instructions for subscribers who own Devon Energy
(DVN), Bill Barrett Corp. (BBG), and Hess
Corp. (HES). On DVN, we sold the Apr. $75 calls
(DVN100417C75). On BBG, we sold the Apr. $35
calls (BBG100417C35). On HES, we sold the Apr.
$65 calls (HES100417C65).
In Update #838, we issued instructions for
subscribers who hedged Forest Oil Corp. (FST),
Pioneer Natural Resources (PXD), and Talisman
Energy (TLM). On FST, we rolled up our Mar.
$22.50 calls (FAH100320C22.50) to the Apr. $24
calls (FAH100417C24). On PXD, we rolled up the
Mar. $50 calls (PXD100320C50) to the Apr. $50
calls (PXD100417C50). On TLM, we rolled up
the Mar. $17.50 calls (TLM100320C17.5) to the
Apr. $17.50 calls (TLM100417C17.5).
In Update #839, we moved our position in
Pioneer Natural Resources (PXD) from the original GEA portfolio to the GEA 2 portfolio.
In Update #840, we listed the stocks that
would be called away from us as a result of options
we sold. We made large proﬁts on each stock.
• Conocophillips (COP): The March $46 calls
were assigned. Our total return was about
131 percent.

•

Anadarko Petroleum (APC): The March $65
calls were assigned. Our total return was
about 2,111 percent (that’s not a typo).
• Noble Corp. (NE): The March $39 calls were
assigned. Our total return was about 35 percent.
• Pengrowth Energy (PGH): The March $10
calls were assigned. Our total return was
about 15.31 percent.
We also noted that DVN was close to
its strike price and might be called away. As it
turned out, it was not.
In Update #841, we noted that our options
on Apache Corp. (APA), ATPG Oil & Gas Corp
(ATPG), Denbury Resources (DNR), and EOG
Resources (EOG) were expiring. We kept the premiums of about $245, and used them to lower the
cost bases of our underlying positions.
In Update #842, we noted that our March
$30 put options on Berry Petroleum (BRY) would
be assigned. We bought the stock below market
price.
In Update #843, we issued instructions to
sell Devon Energy Corp. (DVN) and Gulf Island
Fabrication (GIFI) from the original GEA portfolio. Our proﬁt on DVN was about 25.60 percent.
On GIFI, we incurred a loss of about 44 percent.
This is only the second long-term position that
has been a loss for us in over six years.
In Update #844, we recommended adding to
our positions with Devon Energy Corp. (DVN) and
Quicksilver Resources (KWK). On DVN, we sold
the Apr. $65 puts (DVN100417P65). On KWK,
we sold the Apr. $14 puts (KHP100417P14).
In Update #845, we recommended adding to
our positions with Anadarko Petroleum (APC)
and Suncor Energy (SU). On APC, we sold the
Apr. $65 puts (APC100417P65). On SU, we sold
the Apr. $30 puts (SU100417P30).
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Last year, the Bakken produced 80 million barrels
of oil. That sounds like a lot, but it’s less than one
day of global oil consumption.
Other heavily promoted deposits are ﬁzzling out
too. Shale oil in Colorado is being bandied about in
the media again, but it’s no better now than it was
30 years ago (when the Rocky Mountain shale oil
bubble burst, and many oil companies went under).
This stuff isn’t actually oil—it’s kerogen, a thick
waxy substance that does not ﬂow into wells. (And
even if it did, the pores in shale are too small to let

it through.) Instead the rock has to be mined and
ground up, and the kerogen melted out and heated,
before any oil is obtained.
Can America get oil from this? Yes. But only at
much higher oil prices—$150 or even $200 seems
about right. Until then, it’s just not economical.
The same is turning out to be true for the Canadian oil sands. This ‘miraculous’ deposit also contains a huge amount of oil. But as I mentioned earlier, the bubble there is deﬂating too. For example,
Shell is scaling back its plans to increase oil-sand

Buy Gold at WHOLESALE
...while you still can!

“S

OLD OUT!”: That’s what desperate
Gold buyers are hearing nowadays.
The US Mint has been overwhelmed by
a run on Gold coins. Savvy investors can see
that the Washington deﬁcit-creation machine
is completely out of control.
Our national debt is a runaway train.
Investors know Gold prices are headed to the
moon.
If you want to protect yourself, Gold is
your best option. But good luck getting it from
the Mint.
American Eagle Gold coins were taken off
the market several times last year, because
the Mint kept running out of the yellow metal.
And the popular fractional-size Gold Eagles
have been cancelled completely.
Last month we
offered a small
cache of Gold
Buffalo coins to
our subscribers.
These sold out
immediately.
This month
we’ve managed
to obtain a small
supply of 2010
American Eagle
2006 coins shown as examples.
We’re now accepting orders for $50 Gold Coins.
2010 coins.
These one-ounce

by James DiGeorgia

Gold coins are full legal tender of the United
States Government.
They have been rated as Mint State 70—
perfect!—by Numismatic Guaranty Corporation, one of the two major grading services.
Nobody knows how many 2010 coins the
Mint will be able to produce. The 2009 issue
was far less than the market wanted.
And Washington just passed a $2.4 trillion
healthcare bill. I expect a massive stampede
into Gold this year, as the public wakes up
to what Washington is doing to our country’s
ﬁnances.
I’m offering these coins to GEA subscribers
at a price so low, I can’t even print it here!
These are sure to sell out immediately.
To get one or more of these beautiful coins
at wholesale and protect
your wealth from
the ravages of
inﬂation, call
one of the
coin experts
at Finest
Known.
They’ll be
delighted to
answer any
question you
might have. Call
Coins are enlarged
toll-free today at
to show detail.
Actual diameter 1.287 in.
(866) 697-4653.
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production. Turns out that thick frozen gunk consisting of sand and heavy tar isn’t all that proﬁtable, when the world wants light liquid crude oil at
only $80 per barrel.

F

Quietly Sucking Money
Out of Your Wallet

annie Mae and Freddie Mac—which
together now make up the Uncle Sam Mortgage Company—recently announced a $19.8
billion loss for the fourth quarter.
So far, the bailout of Fannie and Freddie
has cost us taxpayers $126.9 billion. That’s
about $1,153 for every household in this country, including yours and mine.
Unfortunately, this is just a warm-up for the
devastating losses that are coming. You might
remember that late last year, the Treasury
lifted the $400 billion loss cap it had placed on
the two companies.
Now these ﬁrms are free to lose as much as
they want, while we pay for it all.
Fannie and Freddie are bleeding money
as part of the Obama Administration’s Home
Affordable Modiﬁcation Program. They’re pouring tens of billions into a market that is collapsing anyway.
And here’s the worst part of this entire outrage.
These two ﬁrms played a large role in the
mortgage bubble. When the bubble burst and
Fannie and Freddie imploded, they should have
been allowed to fail.
Instead, Washington is using them to vacuum money from your wallet—and give it to
fat-cat bankers and other friends with political
inﬂuence—while hiding the theft from you.
The Fannie and Freddie money isn’t going
to help homeowners. No, this money is going to
the large ﬁnancial institutions that wrote hundreds of billions in bad loans, and now don’t
want to face the music for what they did.
Our leaders know that if they asked taxpayers to cough up $400 billion to rescue bankers from the “liar loans” they made, the public
would scream bloody murder. So Washington
is using Fannie and Freddie to cover up what’s
going on.
Every dollar lost by Fannie and Freddie is
a transfer of wealth from your pocket to the
bankers. They get it now, you pay for it later.

We saw oil sands become popular when oil was
approaching $150. We’ll see energy companies
returning to Alberta once oil hits $150 again. Until
then, it’s not a big deal.
Unconventional sources like sands and shale
will indeed become a signiﬁcant source of oil in the
future. But right now, they’re a good illustration of
why oil prices are heading signiﬁcantly higher.

Myth #3:
Peak Oil Has Been Disproved
As I mentioned at the beginning of the issue,
Peak Oil has gone from commonly-accepted wisdom to being associated with Chicken Little.
But oil tanked because of the ﬁnancial crisis,
not because peak oil was wrong. And once the
ﬁnancial mess gets straightened out, I expect oil
prices will roar back up.
Here are just some of the reasons why.

The Dominant Oil Producers
Are Peaking
About 85 percent of the world’s oil is produced
by just 21 nations. These are the big dogs; as they
go, so go global oil supplies.
Many of these have already peaked and turned
down. The list includes the US (formerly the world’s
largest producer), OPEC member Indonesia, Venezuela, the UK, Norway, Libya, and Mexico.
Together, the world has lost almost 20 million
barrels of daily oil production because of these
declines.
The only reason global oil supplies haven’t
tanked during the last couple of years is that supply was forced up to compensate. The extra came
mostly from Saudi Arabia, Russia, and China, with
a little more from Brazil and Angola.
Unfortunately, little extra capacity is left today.
Russian and Chinese production has plateaued.
The Saudis claim to have a little extra capacity
left, but many ofﬁcials (like famed oil analyst Matt
Simmons) warn that the Saudis are covering up
growing problems at Ghawar, the world’s largest
oil ﬁeld.
This is especially ominous because of how the
Saudis increased production at Ghawar. Water
injection and other techniques force production up
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in the short term, but at the expense of long-term
stability. Once Ghawar ﬁnally turns down, its
decline will not be gradual; its output will fall off a
cliff. Simmons says that day is not far off.

Oil CEOs Warn:
Peak Oil is Here
I’m not alone in warning about peak oil. The
world’s energy CEOs are doing the same.
In December, Petrobras CEO Jose Gabrielli
said, “the world needs oil volumes the equivalent
of one Saudi Arabia every two years to offset future
world oil decline rates” (emphasis added).
His presentation included a supply/demand
projection of the next few years. The world has
enough excess capacity (present and future) to
meet demand for about two more years. Then supply falls off sharply, even as demand continues to
climb.
Two years before the oil market turns upside
down. That’s not much time.

L

Banking System Facing
a Wave of Failures

ast year, 140 banks went under. That’s a
grim statistic, but politicians put on their
happy faces and said the banking system’s
health would improve.
Now the FDIC is admitting that its “troubled bank” list—the list of banks on the brink
of collapse today—contains a whopping 702
names.
And that list promises to grow. As consumers and businesses fall into bankruptcy, banks
are hemorrhaging.
Banks wrote off $53 billion in loans in the
fourth quarter of 2009. That’s the highest number the FDIC has ever recorded. And loans and
leases past due by three months or more have
shot up to $391.3 billion.
Plus, we have yet to see the impact of the
coming wave of commercial real estate failures.
Some analysts expect this to be even worse than
the implosion of residential real estate, which
has wounded the national economy so badly.
Where would you rather store your wealth:
in paper assets that are part of this collapsing
system, or in solid gold coins that are inherently valuable, and can’t be defaulted upon?
The answer is clear.

Even then, it might even be too optimistic.
Christophe de Margerie, CEO of international oil
giant Total, doubts global oil production will ever
exceed 89 Mbpd (million barrels per day).
Global production in December was 86.5 Mbpd.
So de Margerie believes we have less than three
percent spare capacity left. Once that’s gone, the
market inverts.

Saudi Oil Exec Warns:
the Arabs Can’t Help Us
A few years ago, Sadad al-Huseini, the former head of exploration and production at Saudi
Aramco, said global production has reached its
maximum sustainable plateau.
He also said Saudi Arabia can’t produce more
than 12 Mbpd. That’s only about 2 Mbpd above
current production—far short of the 10-12 Mbpd
the International Energy Agency (IEA) says the
Saudis must provide, to avoid a runaway ‘meltup’
in oil prices.
Obviously, the world is in serious trouble. But
the Arabs can’t pull petroleum out of thin air. As alHuseini warned, the world can’t expect the Saudis
to “pull everybody’s chestnuts out of the ﬁre.”

Why New Discoveries
Won’t Matter
Critics often complain that peak-oil advocates
like me ignore the possibilities of new discoveries.
That’s 100% wrong.
I agree that the world can and will make more
oil discoveries. Some of them might even be signiﬁcant. But it’s too late for them to matter, at least
not for the next several years.
First, any new discovery takes many years
before the ﬁrst drop of oil comes to market. As
just one recent example, the huge Kashagan ﬁeld
in Kazakhstan was discovered in 2000. (This was
probably the largest new ﬁnd in 30 years.) Optimists had hoped production would start in 2005.
But according to latest estimates, we won’t see any
oil from it until at least 2013.
Second, new discoveries tend to have problems. For example, the recent Brazilian discoveries are miles deep under ocean water and layers of
salt, and have lots of technical challenges. Other
reserves have political challenges (Iraq) or consist
Gold and Energy Advisor
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of heavy, sulfurous oil (Venezuela). Even conventional deposits are much smaller than the giant
ﬁelds of yesteryear, which changes the economics
of working them.
And then there’s something that few in the
media want to talk about…

Geopolitical Dangers
to Oil Supplies
Iran is racing toward completing its nuclearweapons program. President Obama’s string of
apologies to the Islamic Republic, and his claims of
responsibility for bad US-Iran relations, have all
gone nowhere (surprising nobody but him).
Iranian President Ahmadinejad has continued
to publicly mock the US, and to deﬁantly proclaim
that Iran’s nuclear program is unstoppable and
will be ﬁnished soon.
Obama’s efforts to isolate Iran diplomatically
have been equally unsuccessful. The Chinese are
very supportive of Iran, and are only pretending to
consider Obama’s request for oil embargoes.
Soon our President will be forced to make a
horrible decision. Do we accept an Iran armed with
nuclear weapons, or do we stage a military strike
on Iran to cripple its nuclear facilities before they
are ﬁnished?
The ﬁrst option means a devastating war in the

I

China continues to sell
US Treasuries

n December and January, the Chinese shed
$40 billion of their US debt holdings.
I’ve written before how this is grim news for
the dollar. Chinese purchases of our debt were
the last real life-support the greenback had.
Now the Chinese have pulled the plug.
Unsurprisingly, nobody else is stepping forward to replace them. Net foreign purchases
of US debt were a mere $36.1 billion in January, down from $82.2 billion in December and
$128.9 billion in November.
If January’s low rate continues, net purchases in 2010 will plunge from last year’s
$639.1 billion down to $433.2 billion—a fall of
over one-ﬁfth of a trillion dollars.
Where is Washington going to ﬁnd the $3.5
trillion it needs to raise from the debt markets
this year? Looks like the printing presses are
going to be running 24/7.

Middle East between Iran and Israel, which also
has nuclear weapons. (Ahmadinejad has promised
to “wipe Israel off the map” as soon as he has the
capability.)
The second option means a probable closing of
the Strait of Hormuz as part of an Iranian retaliation. This removes 17 million barrels of oil supply
from world markets each day.
Either way, oil prices would explode upwards
immediately.
Then there’s Venezuela, which is experiencing a power crisis. Its electrical infrastructure
was already grossly inadequate, and an ongoing
drought has slashed output of hydroelectric power.
Its new power plants burn fuel oil, which has led to
a 17 percent decrease in oil exports from February
to December last year.
Despite the new plants, brownouts are still
common. Now rumors are ﬂying that the government will soon cut power to much of its oil industry, in an effort to maintain electrical supply to the
general population. If it does, the US loses up to
800,000 barrels of oil supply per day.
Other threats are less imminent, but just as
dangerous long-term. In particular, Iraq is still
politically unstable, and might collapse into chaos
once US troops pull out. If it does, its substantial
oil reserves (the third largest in the world) will be
removed from global supply.
Add it all up, and we see that…

World oil markets are
dangerously vulnerable
to violent disruptions in
the short-term, and turning
upside-down from peak oil in
as little as two years.
As Will Whitehorn, chairman of a UK task force
on peak oil and energy security, recently noted, “Oil
is going to become too precious just to burn in cars.
Oil is the source of our fertilizer, of our pesticides
and pharmaceuticals, of most of our furnishings. It
is the lifeblood of civilization.”
That’s why in the GEA portfolios, I continue
our laser-focus on oil. I think $80 oil will soon be a
faint memory.
And that means investors who trade our recommendations should continue to reap very handsome rewards over the next few years. Stay tuned
for a wild ride!
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