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“How to Buy Oil for 15 Cents 
on the Dollar!”

“It’s been a while since we did an  
in-depth review of the best energy companies. 
In this issue, I’ll reveal the results of my 
new analysis of the top firms.

“Oil is at $80 right now. But with 
the right stocks, you can buy their oil 
reserves for $14.67… $12.39… as low 
as $11.37 per barrel. That’s less than 
15 percent of market price!

“In this issue: my analysis, and four 
new stock recommendations!”

I’ve written a lot about oil in the last couple of 
years—not only in my book, Global War for Oil, 
but also in many GEA issues.
In this issue, I’m going to assume you under-

stand why I believe oil is headed to $200 or higher. 
(If not, you can catch up by reviewing the January, 
March, and April 2010 issues.)

Usually, I issue stock recommendations in my 
email Updates, and I explain broader trends here 
in the monthly issues. This month we’ll deviate 
from that—I’m dedicating this entire issue to an 
in-depth review of the best energy companies.

We want to make sure that we’re positioned 
properly, to make the maximum amount possible 
as oil prices rise. So let’s see which stocks are the 
best in the current market!

Choosing the Best Companies

There are literally hundreds of energy stocks 
available. Evaluating them requires lots of data—

information that must be mined from company 
websites, annual reports, Wall Street analyst 
reports, and other sources.

To rank the stocks, we’ll use several criteria. 
The ideal energy company would have all these 
characteristics:

• A healthy level of oil reserves

• A high percentage of oil in its reserves (as 
opposed to natural gas)

• A good record of replacing its production each 
year with new reserves

• Low costs for finding and developing new 
reserves

• Low valuation of its reserves by the market

• A good rating of financial health

• And a minimal level of hedging.

Of course, no company is perfect, and no 
company meets all of our ideal characteristics.

So we’ll rank the stocks according to these cat-
egories, and find the best ones.

James DiGeorgia, Editor
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 Meet the Candidates

For this analysis, we’ll start with 24 explora-
tion & production companies. Here they are in 
alphabetical order:

• Anadarko Petroleum (symbol APC)
• Apache Corp. (APA)
• Berry Petroleum (BRY)
• Bill Barrett Corp. (BBG)
• Canadian Natural Resources (CNQ)
• Chesapeake Energy (CHK)
• Compton Petroleum Corp. (CMZ)
• Denbury Resources (DNR)
• Devon Energy (DVN)
• EOG Resources (EOG)
• Forest Oil Corp. (FST)
• Hess Corporation (HES)
• Newfield Exploration (NFX)
• Nexen Inc. (NXY)
• Nobel Energy (NBL)
• Occidental Petroleum (OXY)
• Pioneer Natural Resources (PXD)
• Plains Exploration (PXP)
• Quicksilver Resources Inc. (KWK)
• SandRidge Energy, Inc. (SD)
• Suncor Energy (SU)
• Talisman Energy (TLM)
• Ultra Petroleum (UPL)
• Whiting Petroleum (WLL)

Many of these companies are already in the 
GEA portfolio. I’m including them in this review to 
make sure they deserve to stay there.

You’ll notice that this list doesn’t include the 
mega-firms like British Petroleum, Exxon Mobil, 
and so on. Although they have large energy 
reserves, we aren’t interested in these companies. 
These are integrated companies with other busi-
nesses that dilute the enterprise value of their 
reserves. (Enterprise value is discussed later.)

Note: OXY, SU, and HES are also considered 
integrated companies. However, since they get the 
lion’s share of their profits from exploration and 
production, we’ll keep them as candidates.

DVN is unusual for a different reason. This 
company is going through a major restructuring, 
shedding some of its high-cost international oppor-
tunities in favor of a larger domestic presence. DVN 
has been a long-term favorite in the GEA portfolio, 
and we currently own 200 shares with a cost basis 
almost 33 percent below market price. We’ll keep 
it in our list.

So that’s where we get our 24 candidates. Let’s 
examine them and see which are the best.
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Total Reserves

Here are the total energy reserves for these 
companies.

Company Proved Reserves 
(millions of BOE)

SU 27,400
OXY 2,978
DVN 2,600
APC 2,430
CHK 2,380
APA 2,366
CNQ 1,969
EOG 1,800
HES 1,430
TLM 1,410
NXY 1,011
PXD 898
NBL 820
NFX 603
UPL 586
DNR 428
KWK 400
PXP 360
FST 350
WLL 275
BRY 246
SD 220

BBG 161
CMZ 97

(Note: These are proved reserves, except for SU, 
which includes possible reserves as well.)

Obviously, it’s important to know the amount 
of energy reserves a company has. However, this 
is incomplete information. We also have to know 
what the reserves consist of.

A Crucially Important Fact 
About Energy Reserves

Note that reserves are reported as “BOE,” or 
‘barrels of oil equivalent’. This number combines 
barrels of oil with ‘barrels’ of natural gas. (The lat-
ter represent the equivalent amount of oil, accord-
ing to energy content.) 

BOE metrics are supposed to simplify statisti-
cal reporting for energy companies. Instead, they 
obscure some vital information.

Let’s say there are two companies, each with 
the same number of BOE in reserves. One has 100 
percent gas, the other 100 percent oil.

According to the BOE, the two companies have 

the same amount of energy. Therefore, you might 
expect their reserves to be worth the same amount 
too.

But that’s not true at all. The value of the oil 
is almost three and a half times the value of the 
natural gas.

As I write this, the market price of one MMBtu 
(million British thermal units) of natural gas is 
$3.99. Meanwhile, a barrel of liquid crude costs 
$80. Since a barrel of crude contains 5.8 MMBtu, 
each MMBtu of oil sells for $13.79—almost 3.5 
times the value of the gas.

Do you see why the composition of reserves is 
so important? Buying a company on the basis of 
BOE alone is a recipe for failure.

To properly evaluate a stock, we need to know 
more than its total reserves. We also need to know 
the percentage of oil in the reserves, and how well 
the company replaces its oil reserves as production 
occurs.

Percentage of Oil in Reserve

We just saw that oil is much more valuable 
than natural gas. Therefore, if all else is equal, the 
higher the percentage of oil a company has in its 
reserves, the more valuable its stock becomes.

Here are the top 15 candidates in our list, when 
ranked by the percentage of oil in their reserves:

Company Percentage of oil 
in reserves

NXY 92.6
SU 89.0
WLL 81.0
OXY 73.0
DNR 71.0
CNQ 69.0
HES 68.0
PXP 64.0
BRY 55.0
PXD 54.0
SD 50.0
APA 45.0
APC 44.0
DVN 41.0
NBL 40.9

At 92.6 percent, NXY is the closest to being a 
“pure” oil company. We don’t own this stock in the 
GEA portfolio: its presence in this list makes it a 
good candidate for addition. The same is true for 
WLL, CNQ, and to a lesser extent NBL.

We own all the other stocks already, except 
for APC (for which we sold a put option), and PXP. 
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(However, although PXP has a good percentage of 
oil, it is less than ideal for other reasons. More on 
PXP later.)

Replacing Reserves

As an oil company produces and sells oil, its 
reserves go down. A healthy company will continue 
to find and develop new reserves, to replace the oil 
it produces.

It seems that this isn’t a problem for the com-
panies on our list. Most of them report increases in 
their energy reserves each year.

However, that fact can be deceptive. 
Oil is getting more and more difficult to find—

this is one of the reasons I’m so bullish on its price. 
It turns out that although reported reserves are 
going up, most of the new reserves are natural gas, 
not oil.

This is an industry-wide problem. It’s one of 

the reasons why companies report their reserves 
as BOE—so the companies can imply that they’re 
replacing their oil reserves. In reality, they’re add-
ing a lot more gas to their reserves than crude oil.

In 2006, the top 19 energy companies (18 of 
which appear in this month’s analysis) had an 
average of 62 percent of reserves as oil. Today that 
number has dropped to 44.8 percent. Again, most 
companies are replacing their reserves with less-
valuable natural gas. 

Knowing this, we look beyond reported 
increases in BOE. We prefer companies that truly 
are replacing or even increasing their oil reserves. 
Their stocks should outperform their peers as the 
oil bull resumes.

Increasing Oil Share  
of Reserves

If a high percentage of oil in reserve is good, 
then a continual increase in this metric is even 
better. Of the 24 companies in our list, only five 
managed to increase their oil percentage over the 
last three years. 

Company % Oil 2009 % Oil 2006

NXY 92.6 86.0
WLL 81.0 78.63
PXD 54.0 46.0
APC 44.0 42.0
EOG 17.0 10.40

Of these five, we already have PXD, APC, and 
EOG in our portfolio.

The two we do not yet have are NXY and WLL. 
Their increasing oil share makes them attractive 
candidates to buy.

Low Cost for F&D (Finding 
and Developing New Reserves)

How much does a company spend to find and 
develop new energy deposits? The F&D cost tells 
us this (expressed in dollars per BOE). The lower 
the F&D number, the more attractive a company 
becomes.

Earlier I said we wouldn’t be recommending 
PXP at this time. One of the reasons is its high 
F&D cost. See how it compares to the other compa-
nies on our list.

Portfolio Update
In Update #858, we rolled up several options. 

On EOG Resources (symbol EOG), we rolled up 
the Apr. $105 calls (symbol EOG100417C105) 
to the May $105 calls (EOG100522C105). On 
Pioneer Natural Resources (PXD) we rolled 
up the Apr. $50 calls (PXD100417C50) to the 
May $50 calls (PXD100522C55). On Forest 
Oil Corp. (FST), we rolled up our Apr. $24 
calls (FAH100417C24) to the May $24 calls 
(FAH100522C24).

In Update #860, we issued instructions for 
subscribers who hedged Energy Exploration 
and Production ETF (XOP) and ATPG Oil & 
Gas Corp (ATPG). On XOP, we rolled up the 
Apr. $44 calls (XOP100417C44) to the May $44 
calls (XOP100522C44). On ATPG, we allowed 
the stock to be called away. Our return was 
105.76%.

In Update #863, we listed the 12 options 
which expired on April 16, allowing us to keep 
$998 in premiums.

In Update #864, we added to our positions by 
selling short puts. On Talisman Energy (TLM), 
we sold the June $15 puts (TLM100619C15). On 
SandRidge Energy (SD), we sold the May $7 puts 
(SD100522C7). On Anadarko Petroleum (APC), 
we sold the May $70 puts (APC100522C70). 

(continued on page 6)
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Company Finding & Dev.
Cost

PXP $40.19
SU $33.95
APC $31.09
DNR $24.67
TLM $24.30
APA $23.84
HES $19.86
DVN $17.95
WLL $16.97
OXY $15.10
NXY $13.33
CNQ $13.14

Company Finding & Dev.
Cost

PXD $9.15
BRY $8.30
SD $2.63
FST $2.53
EOG $2.15
CHK $2.05
BBG $1.76
NFX $1.50
UPL $1.39
KWK $1.06

With an F&D cost of over $40, PXP is paying 

Buy Gold at WHOLESALE
Gold investors often face a tough choice: 

choose numismatic coins with high 
premiums and high collector value, or bullion 
coins with low premiums but little collector 
value?

Certifi ed Gem quality US Gold coins are a 
good solution to this dilemma. They have low 
premiums (especially when you can buy them 
at wholesale—one of the benefi ts of being 
a GEA reader). Yet their high grading and 
third-party certifi cations mean they are not 
ordinary bullion coins. 

In 2006, the US Mint made a historic 
announcement. For the fi rst time in the 
history of the United States, the government 
would mint and issue pure 24-karat gold 
coins. The coins are known as Buffalos, 

named after the Bison 
design on the 

reverse.

Ever since 
the fi rst coin 
was sold, 
Buffalos have 
been wildly 
popular. Each 

issue has sold 
out. Moreover, 
the ongoing 
shortage of 

physical gold has strictly limited the Mint’s 
ability to satisfy demand.

We recently obtained a small cache 
of  Buffalos. We have only a few of these 
beautiful coins. They’re available on a fi rst-
come, fi rst-served basis.

US Gold Buffalos are 24-karat gold, .999 
pure. The ones we’re offering have been 
graded at Mint State 70—perfect!—by NGC, 
one of the two major coin grading services.

We’re offering these coins at WHOLESALE 
to GEA readers. The price is so low, I can’t 
even print it here. You’ll have to call and ask.

I believe we’re headed for gold at $2,500 
and then $5,000. MS70 Gold Buffalos promise 
to rise even faster than gold itself, thanks to 
their premiums, beauty, and scarcity.

You should also 
consider putting 
gold into your 
IRA. Call the 
number below 
for details.

These coins 
will vanish 
quickly. To 
reserve yours, 
call Finest 
Known toll-free: 
(866) 697-4653.

by James DiGeorgia

Coins enlarged to show detail. Actual diameter 1.287 in.
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Enterprise value is essentially the market 
value (shares outstanding times current price, the 
cost to acquire the company) plus long-term debt 
divided by its proven BOE.

This allows us to see in one metric how com-
panies are being valued for their reserves by the 
market. The lower this number is, the better.

Here are the top 10 companies with high oil 
reserves and low enterprise value:

Company Enterprise Value 
($/Barrel)

PXD $11.37
SU $12.39

DVN $13.81
CNQ $14.67
TLM $15.65
EOG $16.25
APA $16.77
HES $17.35
NBL $17.82
DNR $18.04

(Note that EOG has a lot of natural gas, but is 
increasing its oil reserves.)

Oil is currently about $80 per barrel. Over time, 
I believe it will exceed its previous high of $147. 

When we consider future oil prices, these stocks 
are cheap. By buying them, we are effectively buy-
ing oil at 15 or 20 cents on the dollar, even at today’s 
prices. And if oil hits $150 or $200 or more, these 
stocks have great potential.

We already own all the names on this list except 
for NBL and CNQ. This metric is a strong reason 
to add them to our portfolio.

Low Undeveloped Reserves

The Proved Undeveloped (PUD) metric mea-
sures the percentage of proven reserves that have 
not been developed. The lower this number, the 
better. Here are the top 10 companies with the low-
est PUD.

Company PUD

OXY 26.0
DVN 28.0
APA 31.0
NBL 31.0
KWK 32.0
WLL 33.0
NXY 36.0
PXP 36.0
SD 37.0
APC 38.0

over half the current market price of oil. And F&D 
is expressed in BOE, so some of its discoveries are 
gas, which is worth much less than oil.

Not only that, PXP’s percentage of oil in reserves 
has been cut sharply over the last three years. In 
2006, it was 94.6 percent; by the end of 2009, it had 
fallen to 64.0 percent.

We won’t be recommending PXP at this time.

Low Enterprise Value

Now we come to one of the most important met-
rics for evaluating an energy company.

(continued from page 4)
In Update #866, we issued hedge instructions 

for subscribers who own Occidental Petroleum 
(OXY) and Hess Corp. (HES). On OXY, we sold 
the May $90 call (OXY100522C90). On HES, 
we sold the May $70 call (IGG100522C70).

In Update #870, we added to our positions 
by selling short puts on Apache Corp. (APA), 
ATPG Oil & Gas Corp (ATPG), and Quicksilver 
Resources (KWK). On APA, we sold the May 
$90 put (APA100522P90). On ATPG, we sold 
the $16 put (ATPG100522P16). On KWK, we 
sold the $14 put (KWK100522P14).

In Update #872, we added to our positions 
by selling short puts on Hess Corp. (HES) and 
Occidental Petro. (OXY). On HES, we sold the 
May $60 put (HES100522P60). On OXY, we 
sold the May $75 put (OXY100522P75).

In Update #873, we issued instructions 
for subscribers who hedged Pioneer Natural 
Resources (PXD), Energy Exploration and Pro-
duction ETF (XOP), and EOG Resources (EOG). 
We closed our hedges. On PXD, we bought 
back the May $55 calls (PXD100522C55). We 
had sold for $6.90, and we bought back at 
$4.25. On XOP, we closed the May $44 calls 
(XOP100522C44). We had sold for $1.45, we 
bought back at $.55. On EOG, we closed the 
May $105 calls (EOG100522C105). We had sold 
for $5.20, we bought back at $2.65.

In Special Report #55, we issued buy recom-
mendations for Canadian Natural Resources 
(CNQ), Nexen Inc. (NXY), Nobel Energy (NBL), 
and Whiting Petroleum (WLL). We bought 100 
shares of each of the first three, and sold short 
May puts on all four.
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Again, NBL, WLL, and NXY are stocks that we 
don’t yet own, that look good.

Good Financial Health and 
Investment Quality

There are many ways to evaluate the financial 
health of a company. In this report I’ll focus on the 
S&P quality ranking. 

Here are the companies on our list with S&P 
ratings.

Company S&P Quality 
Ranking

APA A
BRY A-
NXY A-
OXY A-
SU A-
APC B+
CNQ B+
EOG B+
HES B+
NBL B+
TLM B+
DNR B
DVN B
PXD B
UPL B
CHK B-
NFX B-
FST C

NXY, CNQ, and NBL continue to be strong can-
didates for the GEA portfolio.

Low Hedging

Hedging allows a resource company to sell 
tomorrow’s production at today’s prices. It can be 
used for many purposes, including insuring cash 
flow, protection against currency fluctuations, pro-
tection against falling resource prices, and so on.

Hedging can be a great strategy when prices 
fall. However, it’s a terrible strategy when prices 
rise, because the company is obligated to sell its 
production at a below-market price.

Since we expect oil prices to rise, we prefer com-
panies that hedge their production as little as pos-
sible. This gives them more potential upside. The 
least-hedged companies on our list are DVN and 
HES (which aren’t hedged at all), OXY (2 percent 
of production hedged), APA (6 percent hedged), and 

TLM (18 percent hedged).
Hedging is an important subject, and I might 

issue a Special Report focusing on it in the future. 
For now, we’ll note that we already own all five 
companies on this list, and move on.

Four New Stock 
Recommendations

Based on all the above, I’m making four new 
recommendations for the GEA portfolio: 

• Canadian Natural Resources (CNQ)
• Nexen Inc. (NXY)
• Whiting Petroleum (WLL)
• Nobel Energy (NBL)

In GEA Special Report #55 (issued May 6, 
2010), I showed the recommendations, technicals, 
and entry points for these stocks. Here’s a quick 
summary.  (continued on next page)

S&P Quality Ranking
If you’re curious what this rating repre-

sents, here’s the description from the S&P stock 
report user’s guide:

“Growth and stability of earnings and divi-
dends are deemed key elements in establishing 
S&P’s Quality Rankings for common stocks, 
which are designed to capsulize the nature 
of this record in a single symbol. It should be 
noted, however, that the process also takes into 
consideration certain adjustments and modifi-
cations deemed desirable in establishing such 
rankings. The final score for each stock is mea-
sured against a scoring matrix determined by 
analysis of the scores of a large and representa-
tive sample of stocks. The range of scores in the 
array of this sample has been aligned with the 
following ladder of rankings:”

Letter Description
A+ Highest
A High
A- Above Average
B+ Average
B Below Average
B- Lower
C Lowest
D In Reorganization
LIQ Liquidation
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selling short the May $65 put (NBL100522P65).
WLL is the strongest of the four recommenda-

tions. In fact, the chart looks so strong (because of 
the fanning and acceleration of the trend line) that 
it might reflect some speculation in the market. We 
don’t want to chase the stock, so I recommended 
selling short the May $75 put (WLL100522P75).

If you missed these recommendations in Spe-
cial Report #55, and these stocks haven’t moved 
by much from these prices, I recommend you add 
them to your portfolio as shown here.

This report is based on information from com-
pany annual reports & websites, S & P stock reports, 
Yahoo Finance, Barclay & Credit Suisse research 
reports.

CNQ has been consolidating for several months. 
It almost broke through resistance recently, but 
pulled back below resistance. I recommended 
buying 100 shares at the market (about $68), 
along with selling short the May $65 put (symbol 
CNQ100522P65).

NXY has the most potential of the four stocks, 
because its performance has been below the others. 
I recommended buying 100 shares at the market 
(about $21.50), along with selling short the May 
$20 put (NXY100522P20).

NBL has a strong chart, with rising tops and bot-
toms lines. (Rallies are going to higher highs, and 
pullbacks to higher lows.) I recommended buying 
100 shares at the market (about $69.30), along with 

Can we really buy oil for 15 cents on the dol-
lar? Yes, we can.

Wall Street is undervaluing these stocks right 
now. There are several reasons for this.

Energy stocks fluctuate in value as the price 
of energy changes. Stock analysts tend to be 
very uncomfortable forecasting energy prices, 
so they often use traditional valuation methods 
instead. And these methods tend to undervalue 
the stocks.

Traditional methods are useful for calculat-
ing certain things about these equities. Many 
typical business indicators still apply to energy 
companies: cash flow, earnings growth, debt, and 
so on. Therefore, many analysts use these indica-
tors for predicting energy stock prices.

However, these methods break down com-
pletely when confronted with two primary driv-
ers of energy stocks: the amount of their reserves, 
and the underlying price of energy.

Smaller companies can see huge shifts in 
reserves overnight. A lucky discovery can add 
massive amounts of oil to a firm’s balance sheet, 
and (by definition) these can’t be foreseen ahead 
of time. 

That makes the energy sector difficult to ana-
lyze. An analyst can predict how many stores Wal-
Mart will open next year, and be fairly close. On 
the other hand, when he’s analyzing a wildcatter 
that’s on the verge of bankruptcy, drilling its last 
couple of holes… he can’t tell if that firm will be 
gone next month, or if it will go up by multiples 
of its market cap instead.

Also, the failure of our oil supplies creates 
other questions. As cheap liquid crude becomes 
scarce, unconventional deposits are becoming 
crucially important. But here’s the clincher: how 
should an analyst value an asset that’s worthless 
at current prices, but will be a gusher of profits 
if oil goes up?

For example, a few years ago the Canadian 
tar sands were just geological curiosities. They 
cost more to mine than the oil itself was worth. 
Today those same deposits are worth billions.

Meanwhile, the opposite is true for oil conces-
sions in Venezuela. A few years back, Western oil 
companies had huge operations there, with legal 
rights to large amounts of oil. Today they’ve been 
kicked out of the country, with their equipment  
and infrastructure stolen by the government, and 
all their concession contracts ripped up by Hugo 
Chávez’s thugs.

Few Wall Street analysts are comfortable 
with this kind of uncertainty. So most of them act 
conservative, and use traditional metrics when 
evaluating these companies.

That’s why we can buy oil reserves for 15 
cents on the dollar today.

So how do we know these stocks won’t stay 
undervalued? Because we know something Wall 
Street does not. The era of cheap liquid oil is over. 
Even before the peak arrives, prices are going 
up.

And buying these stocks at today’s prices 
means we’re locking in high leverage to oil’s price 
in the future. As oil goes up, these stocks could go 
up by multiples of its rise.

Why Are These Stocks So Undervalued?
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