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“These Oil Stocks Have An Average 
Potential Gain of 258 Percent in the 
Next Five Years…”

“…and in my opinion, that’s a 
conservative projection. 

“Even better, nobody else is 
paying attention—yet.

“This month: discover which 
stocks I’m talking about, and 
why they have such blue-sky 
potential!”

Why does our GEA portfolio outperform the 
markets, and even the large energy funds, 
year after year?

Consider that the original GEA portfolio had a 
win/loss ratio of 87.6 percent. Of 113 recommenda-
tions, 99 were winners (and 1 broke even). Our aver-
age return per trade was 42.91 percent. 

And our current portfolio, only 26 months old, is 
already up by 56.9 percent.

Even in the first six months of this year (a very 
tough time in the markets), while others lost money, 
we were still profitable. We outperformed the Dow 
Jones by 7.39 percent, beat the NASDAQ by 9.37 
percent, surpassed the Fidelity Select Energy fund’s 
return by 16.88 percent, and left Profunds Oil and 
Gas far behind, beating the $1.8 billion fund by 33.28 
percent.

So how do we do it? As explained periodically in 
our email Updates, we buy on weakness, hedge on 
strength, and buy only the best companies that are 
positioned to ride the biggest trends.

And one of the biggest trends of our time is…

Rising Oil Prices

Even though oil is down significantly from its 
2008 high, it’s still more than doubled in just six 
years.

There are many reasons for this. In a recent GEA 
Update, I listed some of them:

1. Big oil strikes with plentiful, cheap crude are 
history. All the big fields have already been 
found. New discoveries are small, geographi-
cally isolated, politically challenging, difficult 
to refine, or some combination of these.

2. The existing low-cost deposits are being 
depleted quickly. Although there’s lots of 
petroleum left in the world, it’s expensive to 
extract and use.

3. Oil-producing nations (especially OPEC coun-
tries) deliberately limit access to their oil.

4. Oil is the primary fuel for transportation, and 
no viable alternatives are currently available. 
Thus, demand remains strong even as the 
price rises.

James DiGeorgia, Editor
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5. As the major oil companies produce oil, they 
are unable to replace their reserves. Most of 
their new discoveries are natural gas, which 
they cover up by reporting gas discoveries as 

“barrels of oil equivalent.”
6. Oil sands, deepwater fields, and other depos-

its are eagerly sought today. Twenty years 
ago, these weren’t even considered viable. 

This tells us that conventional onshore depos-
its are disappearing.

7. Oil supplies are vulnerable to many disrup-
tions. In the past, the petroleum supply 
chain was robust and stable. That’s no longer 
true. In the last decade we’ve seen oil prices 
driven up by terrorist attacks, weather sys-
tems (especially hurricanes), labor strikes 
and shortages, geopolitical events, and other 
problems.

8. The West is running out of oil. Combined, the 
Western multinational energy companies con-
trol only 10 percent of the world’s oil. State-
owned ‘companies’ control 75 percent, and 
the number is rising. Cartels like OPEC are 
designed to drive up oil prices, and they con-
trol the vast majority of the world’s crude. 

If you’re a longtime GEA reader, none of this sur-
prises you. There is however a topic that (although 
I’ve mentioned it before) we haven’t covered here 
extensively.

The public hasn’t heard about it—yet—but this 
subject is creating a growing anxiety within the oil 
industry. I’m talking about… 

The Equation That Guarantees 
Higher Oil Prices

Oil insiders talk about a metric called EROI: 
“Energy Return on Investment.” It’s calculated with 
this formula:

                Usable Acquired Energy
EROI  =  
                    Energy Expended

EROI measures how much energy you must 
expend when producing new energy from oil, coal, or 
whatever.

Few people think about all the energy that must 
be ‘spent’ to get oil. Realize that for every barrel of 
crude sold on the market, somebody had to:

• Find the deposit 
• Drill the well
• Extract the oil
• Transport it a refinery and refine it
• And transport it to market.
Each of these steps has an energy cost associ-

ated with it. Some of these are obvious, like the fuel 
burned by the trucks and trains that bring the oil to 
market. Others are more subtle, such as the energy 
used to forge the steel for the drilling rig.

Does this topic sound like it’s merely of academic 
interest? On the contrary—it impacts your wallet 
directly.
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A high EROI implies low oil prices. All else being 
equal, it means oil can be obtained cheaply.

Conversely, a low EROI implies high oil prices. 
And it turns out that…

The EROI for oil has been 
plummeting in recent years.

There are several reasons for this.
First, in the early years of the petroleum industry, 

huge strikes were common. That’s not true anymore. 
After 110 years after scouring the world for oil, all 

the big, easy-to-find fields are gone, as I mentioned 
earlier. Today, the fields are far smaller—the last of 
the “elephant” fields (producing at least one million 
barrels per day) was found in 1976. 

Not only that, new discoveries tend to be in very 
hard-to-reach places. For example, the Deepwater 
Horizon field in the Gulf of Mexico (the site of BP’s 
infamous oil spill) is over five miles deep.

On average, oil from new fields is more expensive 
than oil from older discoveries. This alone is enough 
to drive the EROI down. But there’s also the fact 
that… 

As Fields Age, Costs Rise

As an oil field gets older, each barrel that’s pro-
duced costs more.

Here’s why. When a field is first discovered, it’s 
pressurized. Often, just puncturing it with a drill 
pipe will produce a gusher of oil.

Over time, as crude flows out, the pressure is 

relieved. Eventually, you have to start pumping to 
keep the flow going.

As pumping continues, pressure drops further. 
Pumping becomes less and less effective. 

To maintain production, you eventually need to 
pressurize the field. You convert some of the produc-
tion wells to injection wells, where you pump water 
or other substances (carbon dioxide, nitrogen, steam, 
etc.) into the field to force oil into your remaining  

Oil companies 
wouldn’t spend 
billions on off-
shore exploration 
if there were 
cheaper alterna-
tives. As the Wall 
Street Journal 
wrote about a 
new Gulf project, 
“Big Oil never 
wanted to be here, 
in 4,300 feet of 
water far out 
in the Gulf of 
Mexico, drilling 
through nearly 
five miles of rock. 
It is an expensive 
way to look for oil.” C
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Portfolio Update
In Update #925, we issued instructions for 

subscribers who sold puts on Hess Corp (HES), 
Anadarko Petroleum (APC), and ATPG Oil and 
Gas (ATPG). On HES, we rolled up our July $60 
put (symbol HES100717P60) to the Aug. $60 
put (HES100821P60). On APC, we rolled up 
two puts: the July $65 put (APC100717P65) to 
the Aug. $65 put (APC100821P65), and the July 
$60 put (APC100717P60) to the Aug. $60 put 
(APC100821P60). On ATPG, we closed the $16 
July put (ATPG100717P16).

In Update #926, we listed our expired and 
closed options for July. Our net profit was $641.

In Update #927, we issued instructions for 
subscribers to hedge their positions in Bill Barrett 
(BBG), Suncor Energy (SU), Sandridge Energy 
(SD), and EOG Resources (EOG). On BBG, we 
sold to open the Aug. $35 call (BBG100821C35). 
On SU, we sold to open the Aug. $33 call 
(SU100821C33). On SD, we sold to open the Aug. 
$7.00 call (SD100821C7). On EOG, we sold to 
open the Aug. $110 call (EOG100821C110).

In Update #929, we issued instructions for sub-
scribers to hedge their positions in Apache Corp. 
(APA) and Berry Petroleum (BRY). On APA, we 
sold to open the Aug. $95 call (APA100821C95). 
On BRY, we sold to open the Aug. $30 call 
(BRY100821C30).

In Update #932, we issued instructions for 
subscribers to hedge their positions in Noble 
Energy (NBL) and Energy Exploration and Pro-
duction ETF (XOP). On NBL, we sold to open the 
Aug. $70 call (NBL100821C70). On XOP, we sold 
to open the Aug. $43 call (XOP100821C43).

In Update #939, we took profits on our APC 
short put (APC100821P60). After rollups, our 
profits was about $140.

In Update #940, we recommended selling an 
option on Sandridge Energy (SD). We sold the $6 
September put (SD100918P6).

In Update #943, we issued instructions for 
subscribers who hedged Bill Barrett Corp. (BBG). 
We rolled up the Aug. $35 call (BBG100821C35) 
to the Sep. $35 call (BBG100918C35).
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production wells.
Eventually even that isn’t enough. At that point, 

production stops.
Notice that at each step of this process, expenses 

rise and production slows. Thus, the oil gets more 
and more expensive to produce as time goes on.

Not only that, the expended energy also rises. Pro-
cesses like nitrogen injection require large amounts 
of it—not only to inject the gases, but also to produce 
them. (Mexico built the largest air-separation plant 
in the world, just to make nitrogen for its Cantarell 
field.)

If all this weren’t enough, energy expenditure 
accelerates once a field passes its peak production 
and starts declining. Today, post-peak fields account 
for about 55 million barrels of daily production.

Add it all up, and that’s why… 

Oil’s EROI is Plunging

In the early years of the oil industry, its EROI 
was around 100:1. In other words, one barrel-equiva-
lent of energy could produce 100 barrels of oil.

By 1999, according to a study in the journal Ener-
gies, crude’s EROI had fallen to 35:1.

By 2006, it fell to 18:1—a fall of almost one-half 
in just seven years.

In the US, It’s Even Worse

Also, this is a global average. EROI is higher 
in some places (Saudi Arabia) and lower in others. 
According to some estimates, EROI for oil in the 
United States has fallen as low as 3:1. 

Eventually it won’t be cost-effective to produce 
any oil here at all. All our oil will come from OPEC 
and other foreign suppliers.

The Failure  
of Economics

I expect oil to hit triple digits again. But if you try 
discussing this with others, you’ll often find people 
who poo-poo the whole idea. 

Free-market forces will correct all problems, they 
say. Rising prices will encourage production, which 
will bring prices back down.

In most situations, this is true. Market forces can 

FREE Morgan Silver Dollars
Isn’t it time that your friends and acquaintances 

start enjoying the same investment returns we 
get here in Gold & Energy Advisor?
For a limited time, when you tell your friends, 

business associates, doctor, dentist, attorney, etc. 
about GEA, I’ll send you one or more FREE Morgan 
Silver Dollars—one coin for every 
two referrals.

Your friends will each 
receive a free one-year 
subscription to GEA. 
I’ll also send them a 
free copy of my book, 
“The New Bull Market 
in Gold: $5,000 Gold 
and the Many Ways to 
Profit From It.”

Here’s how to get your 
FREE Morgan Silver 
Dollar(s), made of 90%  

fine silver. Just call my investment coin company 
Finest Known, toll-free at 866-697-4653. Tell them 
you’d like to take advantage of my referral program.

For each two referrals (with name, address, 
phone number, and email address) that you provide, 
they’ll rush you a FREE Morgan Silver Dollar —with  

NO LIMIT on how many coins 
you can get.

Note: supplies are 
limited. Once the inven-
tory is depleted, this 
offer will end without 
warning.

So call today, to 
ensure you get your 

FREE Morgan Silver 
Dollar(s). Here’s the num-

ber again: 

866-697-4653

by James DiGeorgia

Dates will vary. Coins enlarged to show detail.
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Texas Oil Rig: 100:1-80:1                     Offshore oil: 15:1-8:1                             Oil Sands: 8:1-2:1
As cheap onshore oil is depleted, more expensive oil is produced. EROI goes down and prices go up.
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correct almost any imbalance. But not this one.

The EROI problem cannot be solved by rising 
prices. It’s not a question of price—it’s a question of 
physics.

When oil’s EROI reaches 1:1, it will cost one bar-
rel of energy to get one barrel of energy. At that point, 
production will stop. It won’t matter how high or low 
the price is.

That sounds like a grim prediction, but I’m actu-
ally an optimist. I’ll explain why in just a moment. 

First, let’s look at some examples of this whole 
process, to understand what we’re facing.

Dramatic Example #1:
The Death of Cantarell

Many Americans are surprised to learn that 
Mexico is the seventh-largest producer of oil in the 
world. It’s also the second-largest supplier of oil to 
the United States.

That’s why many observers were alarmed when 
Mexican Energy Minister Georgina Kessel recently 
admitted this:

“What this means is that we require, in one way 
or another, the collaboration of other companies on 
an international level precisely in order to recuperate 
our levels of production.”

Stripped of its bureaucratic-speak, here’s what 
she meant:

“Our oil production has fallen off a cliff. We’ve 
tried to stop it, and failed. Maybe Big Oil can pull a 
rabbit out of a hat and save us somehow. If not, we’re 
doomed.”

Why would she say this? Because Mexico’s oil pro-
duction is dominated by its Cantarell field, and Can-
tarell is dying.

As shown in the chart, production plunged by 
three-fourths in just five years.

Cantarell is a dramatic example of how quickly 
oil fields can die. It also shows that even the huge 
mega-fields are vulnerable to rapid collapse. (Cantar-
ell is the fifth-largest deposit in the world.)

Plus, it demonstrates the rapid decrease in EROI 
around the world. As Kessel noted, Cantarell was 

“easy oil.” It was a huge field that produced gushers of 
light, sweet crude at low cost.

But the easy oil is gone now. In 2007, Mexico’s 
state oil company Pemex was able to replace only 50 
percent of its production with new discoveries. 2008 
was slightly better, at 70 percent, but still far below 
needed levels. 

And the new fields are small. The company needs 
million-barrels-per-day deposits, but can only find 
hundred-thousand-barrel fields.

With the easy oil gone, the only oil left is hard oil. 
Hard oil is found offshore, under a mile of water and 
five miles of rock. Or it’s found as sandy tar, frozen in 
the northern reaches of Canada. Or as a tarry sludge 
in the Orinoco deposits of Venezuela.
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There’s lots of hard oil in the world. But it’s all 
very expensive to extract and refine. 

And that means oil prices are going up.

Dramatic Example #2:
We’re Spending More and 

More On Energy

As EROI falls, our energy expenditures go up. 
American spending on energy has almost tripled in 
the last twenty years.

Source: US Energy Information Administration. 2008 and 2009 
data not yet available.

This is particularly sobering when you consider 
its impact on our Gross Domestic Product.

In effect, the rising cost of energy acts as a leech 
on the United States economy. Our economy now 
requires several additional percentage points of 
growth just to break even.

(Note also that the situation today is even worse 
than the chart shows. Oil is $10-$15 higher than it 
was in 2006.) 

Dramatic Example #3:
Alternative Oil Sources and  

The Law of Receding Horizons

Pollyanna analysts ignore the problems with oil. 
They claim that ‘unconventional’ petroleum sources 
(such as Canadian oil sands) will increase our energy 
supply, and keep oil prices low.

But industry insiders warn that reality is much 

The Rate of Conversion 
Problem

A couple of years ago, the Oil and Gas Journal 
published an ominous piece about the “rate of 

conversion” problem. It pointed out that oil execu-
tives’ cheerful statements about having 70 years’ 
worth of reserves were irrelevant to our energy 
situation.

The question isn’t how much energy we have 
in the ground. The question is this: how quickly 
can we extract that oil, refine it, and make it 
available to the market?

The author warned that we might be reaching 
the peak of our ability to bring liquid petroleum to 
the market. Even if certain financial and political 
problems could be solved, there are real physical 
bottlenecks that will prevent us from converting 
deposits to produced supplies at a quick enough 
rate.

For example, the Canadian tar sands are 
claimed by some to have a fantastic amount of 
oil: 1.7 trillion barrels. Yet only 10 percent of it 
is recoverable with today’s technology at today’s 
prices.

More to the point, even the most optimistic 
analysts project production to be only 5 million 
barrels per day—and that isn’t expected to hap-
pen until 2030. At that rate, it would take roughly 
1,000 years to get all the oil out.

As the author summarized, “We should all 
be aware that the ‘rate of conversion’ might be 
reaching a peak irrespective of demand, price, 
netback, crude quality and the speculated global 
endowment of resources. This ‘peak’ has already 
occurred in many oil and gas productive basins 
which have had an historical transparency in 
term of access, ready markets, favorable fiscal 
terms, security and perceived political risk.”
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to $85 per barrel—a bit above the cost of oil today.
Here’s the core problem: unconventional oil 

production has a ravenous appetite for energy. For 
example, oil sands must be mined, melted, separated, 
and processed before refining can even begin. 

That’s why oil sands have an EROI as low as 2:1, 
or even (according to some analysts) 1.5:1.

Other unconventional sources are even worse. 
Shale oil consumes more energy than it produces. It 
takes a tremendous amount of energy to mine the 
rock, grind it up, cook the kerogen out of it, and refine 
it into something usable. As a result, it has an EROI 
below 1:1.

Ethanol has a similar problem. When you add 
in the diesel necessary for the farm machinery and 
transportation, the petroleum used to make the fer-
tilizer, and the energy consumed in the milling and 
distillation, ethanol is hardly worth the trouble. 

A paper published in the journal Environment, 
Development and Sustainability calculates etha-
nol’s EROI at a mere 1.07:1. Other analysts dispute 
whether ethanol has a positive EROI at all.

different. Unconventional oil suffers from something 
they call the ‘Law of Receding Horizons’.

Think of what happens when you’re out driving 
somewhere. You never reach the horizon. You see it 
in front of you, but it always recedes as you move 
toward it. 

So it is with unconventional oil. The more of it we 
want to produce, the more expensive it gets.

The usual reasoning is that as oil prices go up, 
unconventional sources become more attractive. But 
this ignores a fundamental point: unconventional 
production requires a lot of oil itself (that’s EROI 
again).

So, the higher conventional oil goes, the higher 
costs soar for unconventional sources.

The Canadian oil sands are a great example of 
this. When oil was $10 per barrel, oil executives said 
they needed $30-$35 per barrel to make the oil sands 
profitable.

By early 2007, the break-even price was $65 per 
barrel.

By late 2008, the break-even price had leaped up 

What’s the biggest oil company in the world? 
Hint: it’s not BP, or ExxonMobil, or Royal 

Dutch Shell, or any other Western company.
In fact, the 13 largest 

energy companies (as mea-
sured by the size of reserves) 
are all controlled by foreign 
governments. And many 
of these governments are 
unfriendly or outright hostile 
to the United States.

As recently as the 1960s, 
Western oil companies had 
access to 85 percent of the 
world’s oil. Today, Western 
companies compete for a 
mere 16 percent. The rest of 
it has been nationalized, or 
otherwise restricted to the 
West.

The Western energy 
‘giants’ are now puny, as this 
graphic shows.

Western companies are 
being pushed around in ways 
that were previously unthink-
able. Gone are the days when 
Standard Oil, BP, and Royal Dutch Shell ruled the 

global petroleum industry. 
Now we see the Western ‘giants’ kicked out of 

Venezuela by a chest-thumping dictator, mugged 
by the Russian government 
of their gas reserves in Asia, 
and other humiliations.

Some analysts say it 
doesn’t matter who owns the 
oil, as long as the owners sell 
it to us. But that’s just the 
problem. 

Many of the government-
owned oil ‘companies’ don’t 
have profit as their highest 
motive. They are run first 
and foremost as political enti-
ties, to achieve political goals.

And those goals might 
someday include the hum-
bling of the United States, by 
cutting off our oil supply.

Remember the mile-long 
gas lines during the 1970s 
OPEC embargo? It’s not 
unthinkable that they could 
return. Even if they don’t, it’s 
likely that state-owned com-

panies will decide to drive prices up in the future.

‘Free’ Oil Is Vanishing
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stocks to also regain the levels they had in 2008.
And that brings us to…

Huge Potential Gains  
in Oil Stocks

Earlier I mentioned potential gains of 258 percent 
in certain oil stocks. I was talking about the compa-
nies listed below.

If these stocks regain their previous peaks, they 
will make the returns you see listed here.

Please note: I am not recommending you buy 
these stocks at this time. Some of them are already 
in the GEA portfolio. Some we will add later, when 
the timing is right. And some we won’t add at all.

Obviously, when choosing to buy a stock, there 
are many other factors to consider besides its previ-
ous high. This list is not meant to be a full analysis. 
I’m merely providing it as an illustration of what’s 
possible as oil regains its old highs. 

So let me repeat: don’t buy these stocks just 
because they’re listed here. Wait until I issue spe-
cific buy/sell/hedge recommendations in my email 

Updates. (And for a more 
aggressive approach, consider 
my Gold & Energy Options 
Trader service.)

Meanwhile, let this issue be 
a guide for why we continue to 
invest in the oil sector. I trust 
that you understand why I 
believe there’s such tremen-
dous potential here.

And getting back to our 
discussion at the start of the 
issue: our GEA portfolios have 
made such outstanding returns 
because we buy the best stocks 
that are poised to ride huge 
market trends.

Oil continues to be one of 
the biggest investment trends 
of the century. We continue to 
expect prices to move higher 
over time, but also to remain 
volatile. I expect oil to reach 
and surpass its old highs sooner 
than almost anybody expects.

There are huge profits 
ahead for our approach here in 
GEA. Stay tuned!

So Why Am I An Optimist?

After everything I’ve described in this issue, you 
might have been surprised when I said I was an opti-
mist.

True, oil’s EROI is trending down, and will con-
tinue to do so. And there aren’t any viable replace-
ments for most oil usage—yet.

But some day, there will be. As the price of crude 
soars into the triple digits, there will be financial 
incentives to develop oil replacements. (Probably sev-
eral, in fact.)

Even today, there are alternatives with positive 
EROI. Wind, for example, has an estimated EROI of 
20:1, which (unlike oil) won’t go down over time. 

We just have to solve some technical challenges 
to use them effectively. (For example, wind is vari-
able, and its energy is more difficult to transport than 
crude oil.) 

But this will take years. Meanwhile, the world is 
still dependent on crude. And unless there’s a global 
economic crash, I expect oil to regain its 2008 highs 
in the next couple of years.

When that happens, it’s reasonable to expect oil 

Stock Symbol Peak price Currently at    Potential
Compton Petroleum CMT.TO $16.74 $0.57 2,837%
Sandridge Energy SD $68.26 $5.25 1,200%
ATP Oil & Gas ATPG $57.58 $11.64 395%
Quicksilver Resources KWK $44.20 $13.00 240%
Chesapeake Energy CHK $74.00 $22.22 233%
Forest Oil FST $76.20 $31.40 143%
Denbury Resources DNR $40.32 $16.86 139%
Hess HES $130.00 $55.41 135%
Suncor Energy SU $74.28 $33.21 124%
Oil Services HOLDRs OIH $228.75 $108.27 111%
Nexen NXY $42.71 $20.82 105%
Berry Petroleum BRY $62.15 $31.10 100%
Devon Energy DVN $127.43 $64.83 97%
SPDR Oil & Gas E&P XOP $73.04 $42.32 73%
Bill Barrett BBG $60.87 $36.80 65%
Energy Select Sector SPDR XLE $90.39 $55.42 63%
Apache APA $149.23 $95.30 57%
Canadian Resources CNQ $54.66 $35.50 54%
Noble Energy NBL $105.00 $68.85 53%
EOG Resources EOG $145.00 $97.31 49%
Anadarko Petroleum APC $81.36 $55.37 47%
Talisman Energy TLM $25.71 $17.60 46%
Occidental Petroleum OXY $100.00 $76.23 31%
Newfield Exploration NFX $69.77 $53.83 30%
Whiting Petro WLL $112.42 $90.73 24%
Average 258%
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