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“Three Secrets to Picking the Best Oil Stocks!”
“People sometimes ask me how the GEA portfolio can make
such high returns, outperforming the market
(and the competition) year after year.
“The answer is simple. We are very
choosy about the stocks we allow into our
portfolio—only the best can qualify. We
sell at highs, and (re-)buy at lows. And
our portfolio management strategies
allow us to make money, even if the
market itself doesn’t move!
“In this issue: I spill the beans on
how to make the most money in the
ongoing oil bull!”
• Three Secrets to Picking
the Best Energy Stocks
• How to Make Money Even
When the Market is Flat
• Three Unusual Ways We’ll
Make High Profits From Oil

L

ast year, the GEA portfolio made 27.55
percent. It made over 84 percent in just its
first 27 months, following up on the huge profits made by our previous portfolio. As the oil
bull continues, I have every reason to believe
we’ll continue to make stunning profits into
the future.
And while we’re talking about oil: I’ve
included a special section in this extra-large
issue (starting on page 5) showing why most
analysts are grossly overestimating how much
oil the world has left. There’s also a bombshell
news item on the last page.
© 2011 Century Coin Group, Inc. All rights reserved.

James DiGeorgia, Editor

However, this doesn’t mean oil will go
straight up. I expect some whipsaws in the
market. But this volatility will make us money
too. (More on this later.)
Anyway, people sometimes ask me how we
get such powerful returns in our portfolio. I
don’t usually talk about this, but in this issue,
I will.
The first thing is to realize that…

It’s Not Enough
to Buy Oil Stocks
Oil is in the news a lot right now. And lots
of unsophisticated investors are buying whatever oil stocks seem ‘hot’ according to the financial media, or tips from their brother-in-law, or
whatever.
Unfortunately, those investors are sheep,
waiting to be sheared. And the shearing is on
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its way. The market will ensure it happens.
Meanwhile, in GEA, we’re looking forward
to raking in profits. Yes, we too will buy oil
stocks. But here are the three secrets to doing
it correctly…

We want to own only those
stocks which are safe,
well-managed, and have the
highest profit potential.
When we buy only the best companies,
using only the best buy/sell disciplines, we
make only the best returns. That’s the GEA
approach in a nutshell.

Regional instability. We want to own
assets that aren’t likely to get swept up in
regional turmoil. The spreading wave of revolt
in northern Africa, including the current civil
war in Libya, is a prime example of this.
Honesty and Competence of Local
Officials. We want to own oil in areas that
aren’t plagued with corruption. Companies
that do business in these environments tend
to be corrupted themselves, which eventually
creates nasty surprises for stockholders. A
recent example is the $263.5 million fine that
was slapped on Shell and five oil service companies last November, for a history of bribery
(to ‘hundreds of government officials’) in seven
different oil nations.

So let’s dig deeper. We’ll start with…

Summary: Many oil investors don’t pay
attention to the safety of oil reserves, but this
is a vital factor to consider.

Secret #1:
Buying Companies
with Safe Oil Reserves

Overall, oil within the US is safest, with
Canada being a close second. Next are reserves
in politically stable countries friendly to the
United States.

When picking stocks, we prefer companies
with safe reserves.

Least desirable are reserves in countries
unfriendly to the United States, or in friendly
countries that are politically unstable.

If you’re wondering how one barrel of oil can
be safer than another, realize that oil reserves
carry varying levels of risk. Here are the most
important factors to consider.
Location of Reserves. Owning the rights
to an oil deposit is useless if the local government decides to ignore those rights. Over
and over again, energy companies have been
spanked hard by ‘nationalization’ or other
forms of theft. Even the largest oil companies
are vulnerable to this, as seen recently in Venezuela when Exxon Mobil and ConocoPhillips
were forced out of their multibillion-dollar
projects in the Orinoco region. We want to
minimize this risk.
Local instability. We want to own oil
assets that aren’t threatened with violence
or other forms of disruption. As an example,
Shell’s infrastructure in Nigeria has been
attacked (and its workers kidnapped) over and
over again by militant guerrillas.

In Update #1052, we discussed safety in
detail, and ranked energy stocks accordingly.
The GEA portfolio contains the top six companies in that list. (It owns DNR, DVN, and EOG,
and has short puts on WLL, SU, and BRY.)

Secret #2:
Buying Well-Managed
Companies
An energy company is only as good as the
quality of its management. Sharp executives
can get great results from mediocre assets,
while lackluster managers can run even the
most promising company into the ground.
Here are the factors we evaluate when
selecting stocks for our portfolio.
Financial Health. Debt can be a useful
tool, but it’s also a dangerous one. An oil com-
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pany with high levels of debt or other financial
problems is undesirable. A low level of cash
can also be a warning sign.
Hedging. We’re buying oil companies
because we want to profit from rising oil. However, companies that hedge their production
will often minimize their exposure to rising
prices. This prevents us from profiting as we
expect. Therefore, with all else being equal, we
prefer companies that aren’t hedged, but we
will also consider companies with low hedging
or successful hedging.
(This is a simplistic view, of course. Hedging strategies can get complicated, involving currency valuations, interest rates, and
other things besides oil. But the basic point
remains—hedging is an important factor to
consider.)
Expertise and Best Industry Practices. We prefer companies with low finding
and developing costs, a history of successful
exploration, and a habit of replacing reserves
as energy is produced.
Commitment to Exploration. Some companies commit to spending a large portion of
their capital expenditure budget on exploring
for new oil. These have the highest potential
long-term.
Summary: Most of these factors are subjective, rather than objective. It requires experience to evaluate and compare companies
based on these criteria. But they play a crucial
role in the performance of the stocks.

Secret #3:
Buying Companies that are
Undervalued with a Focus on
Assets (Reserves)
versus Earnings
Most media ‘experts’ are usually very shallow in their analyses of oil companies. Here are
some important factors they often leave out.
Type of Company. Energy companies
come in lots of different flavors. Some special-

ize in gas, some in oil, and some in alternatives or unconventional forms. Some are service companies, some are E&P (exploration
and production) companies, and some are integrated companies which do it all (exploration,
production, refining, distribution, etc.)
We prefer conventional oil to other forms of
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From the desk of James DiGeorgia

“The collapse of the US
dollar is no longer a
question in my mind...”

I

t’s simply a matter of how soon it collapses.
A monetary collapse will turn the world
economy upside down. You’ll see food, banking,
and labor riots.
Even before this occurs, we already see:
• Growing turmoil in the Middle East that
threatens to destabilize global oil supplies…
• A persistent debt crisis in Europe that
threatens the very existence of the Euro…
• The continuing economic
troubles here in the United
States, with a record
44 million people on food
stamps, housing prices
still declining, and the
real unemployment rate
climbing.
I’ve been warning for
over six years that we could
see a devastating monetary
crisis—one that would destroy
the fiat financial system. We
could see a complete collapse
of the US Dollar, much like the
collapse of the currencies of
Yugoslavia, Zimbabwe, Russia
and others that took place
throughout the 20th Century.
If the greenback collapses,
the price of silver should soar to $100 or even
$200-$250 per ounce. Gold, in my opinion,
should catapult not just to $2,500 or $5,000 as I

have warned, but could leap to $10,000 per ounce.
At those prices, another US gold confiscation
(like the one in 1933) will be a possibility. So I
suggest buying certified NGC and PCGS 24k
US Buffalos and American Eagles in MS70
condition, with only a small premium over spot.
Even better, I recommend buying MS65
pre-1933 Gold “Saints” (Saint Gaudens coins)
for $2,300. These should protect you from
confiscation. At the same
time, you’ll get the explosive
upside potential when the
US Dollar collapses. Also,
the premium for the higher
quality (over the intrinsic
gold value) is the lowest it
has been in twenty years.
Call the gold specialists at
Century Coin Group, toll free
at 1-866-991-2646. They’re
standing by with a small
number of 1908-1928 coins
graded by NGC and PCGS
for just $2,300 per coin.
Note: I examine and
approve every MS65 Saint
and rare coin that Century
Coin sells, so you’ll have
one of the world’s top
numismatists screening the gold coins you add
to your portfolio.
But supplies are very limited. Call today!

continued from previous page
energy. And we prefer E&P companies to all others—integrated companies have a diluted exposure to oil prices, and service companies can be
volatile. (For example, deepwater-drilling companies got whacked after the Deepwater Horizon disaster in the Gulf.) We would rather own
access to oil reserves than an oil rig.

Undervalued Companies. We prefer companies that the market is not fairly valuing.
This is obviously a judgment call, and it requires
some courage—we need to trust our assessment
over the market’s. (Our track record shows that
we can.)
continued on page 9

March 2011— See our website at www.GoldAndEnergyAdvisor.com for our updates, recommendations, and current model portfolio

Special Section: How Much Oil is Left in the World?

I

recently issued a Special Report which
addressed two questions:
• How much oil does the world have, and...
• How long will it last?
These are vitally important subjects, and
they deserve revisiting.*
Oil bears frequently claim that there’s
enough oil in the ground to last for many
decades. If they’re right, then oil’s current
prices are temporary, and we should be
investing in other sectors.
But they’re wrong.
In the last few years, we’ve seen a growing level of (suppressed) panic among energy
executives. Cheap oil is growing scarcer than
an honest politician in Washington.
As I’ve documented over and over again
in GEA, oil companies are not replacing their
production with new reserves. Far from it, in
fact. Most of the ‘new’ reserves being booked
were acquired by buying other oil companies.
And most actual discoveries are primarily
natural gas.
Yes, there are some new oil fields being
discovered. But the fields are small, or are
in unsafe places, or are very expensive to
extract (like the new Brazilian fields, buried
under a mile of ocean water and three miles
of sand and rock).
Even the Bakken field—currently being
promoted as the biggest discovery ever found
in the continental US—will take ten years to
get up to 350 million barrels of annual production. That’s less than four days of global
consumption.
Oil is the lifeblood of the world’s economy, especially the industrialized West. But
Western companies have full access to less
than 20 percent of global reserves. The rest
*
Some of the numbers have been
updated since then. For consistency’s sake,
I’m using only US Energy Information
Administration numbers in this issue.

is controlled by foreign governments, many
of which have an anti-West agenda.
Even then, this wouldn’t necessarily be
worrisome if there were still lots of oil left. So
let’s look at this. According to the US Energy
Information Administration, the world has
about 1.35 trillion barrels of oil.
Region

Proved Reserves
(Billions of Barrels)

North America

204.7

Central & South America

124.6

Europe

13.3

Eurasia

98.9

Middle East

753.4

Africa

119.1

Asia & Oceania
Total

40.1
1,354.1

(“Proved reserves” are known oil deposits that could be produced economically at
today’s prices.)
1.35 trillion sounds like a lot of oil. But
the world consumes a staggering amount of
crude: 87.8 million barrels per day.
At that consumption rate, 1.35 trillion
barrels would last us about 42 years.
Forty-two years sounds like a long time.
But this calculation assumes several things:
• It assumes the world has 1.35 trillion
barrels of oil.
• It assumes that production rates will
not decline. Thus, global markets will
be fully supplied with oil, for as long
as there’s oil left to pump.
• It assumes that demand will remain
constant for 42 years, or that new discoveries can cancel out any growth in
demand.
None of these assumptions are true. Let’s
look at them in reverse order.
Gold and Energy Advisor
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Assumption #1:
Demand Will Stay Constant
The ‘42 years’ calculation treats today’s
level of demand as the baseline for the future.
But if history tells us anything, it’s that the
world grows more voracious for oil as time
goes on.
Even the International Energy Agency
(famous for whitewashing the truth about
the global oil crunch) predicts that for the
foreseeable future, global demand will rise
by about 1.2 million barrels per day annually.
This is a modest growth rate: a mere 1.4
percent. But it still chops off eight years from
the 42-year calculation.
You might be wondering if new discoveries can compensate for this. No, they can’t.
For years, new discoveries have failed to
meet rising demand. In past issues I’ve documented how the major energy companies are
finding little oil, despite the massive amounts
being spent on exploration.
We need ‘elephant’ fields: huge deposits
with plentiful, cheap oil. But the elephants
are long gone. Even the moderate-sized ones
are getting rare, and they tend to be very
expensive to produce.
So much for assumption #1. Let’s move on
to discuss…

Assumption #2:
Production Rates
Will Remain Steady
There’s a fact about oil that most conventional analysts ignore. Oil wells don’t produce at constant rates.
When you first drill a hole into a field, the
oil is usually pressurized. In fact, it’s under

so much pressure that it’s often a challenge
to contain it. (We saw this recently with the
Deepwater Horizon disaster in the Gulf.)
Gushers produce huge amounts of oil fast.
But eventually, the pressure depletes.
As this occurs, the operators install pumps.
Production continues, but more slowly than
before.
After more time has passed, even pumping isn’t enough. Now the oil company has
to start pressurizing the field artificially,
by injecting liquids or gases into the field to
force the remaining oil toward the production wells. Production rates plunge further.
Eventually, production has slowed so
much that it’s not economical to operate the
field anymore. At that point, the wells are
capped and abandoned.
Here’s the important point of all this:

Oil fields can’t produce at
constant rates.
After a brief period of peak output, production begins a long slide to the bottom. It’s
unavoidable.
So here’s the mistake that most analysts
make. It’s easy enough to divide supply by
demand and get 42 years—but that number
is irrelevant. We aren’t going to get today’s
rate of production for four decades.
The oil will be spread out over 60 years,
or 80, or even 100 or more. (There are wells
in the Appalachians that are over a century
old, still producing a trickle each day.) And
for each of those years, supply will be far less
than demand.
So even if the 42 years of oil were true,
that doesn’t mean prices will stay low for 42
years and then shoot up. It means that once
we pass the global peak—which might have
already happened (the global recession has
made it hard to tell)—production will fall
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every single year.
So the good news is that we’ll have oil for
several more decades. The bad news is that it
will be very expensive.
And that’s before we even discuss…

Assumption #3:
We Actually Have
1.35 Trillion Barrels of Oil
To calculate how much oil is left, I’ve
used the US government’s official source: the
Energy Information Administration (EIA).
But the EIA itself warns that its numbers for
foreign reserves can’t be trusted:

about their reserves—to the tune of several
hundred billion barrels.
To see this, we need to go back to the
mid-1980s. In my book Global War for Oil
I included a table similar to the one below.
It lists the claimed reserves for six OPEC
nations during this time.
Notice the numbers in bold. Each nation
had a sudden, suspicious leap in claimed
reserves—despite no reports of significant
discoveries during this time.
It started in 1985, when OPEC decreed
that the amount of oil each member nation
could export was based on that nation’s
reserves. And since reserves are selfreported…

“Reserve estimates for oil, natural gas,
and coal are very difficult to develop. The
EIA develops estimates of reserves of oil,
natural gas, and coal for the United States
but does not attempt to develop estimates
for foreign countries. As a convenience to
the public, EIA makes available foreign fuel
reserve estimates from other sources, but it
does not certify these data.”

Kuwait was the first nation to (apparently) do so. In 1985, its reported reserves
jumped up by almost 26 billion barrels.

As a government agency, the EIA has
to be very careful with its wording. It can’t
openly state that foreign nations are lying

Three years later, we saw United Arab
Emirates, Iran, Iraq, and Venezuela do so
too. Over 193 billion barrels of oil just popped

This created
a huge incentive
for OPEC nations to lie.

Kuwait

UAE

Iran

Iraq

Venezuela

1980

68.5

29.4

58.0

31.0

17.9

Saudi
Arabia
166.5

1981

67.9

30.4

57.5

30.0

18.0

168.0

1982

67.7

32.2

57.0

29.7

20.3

167.9

1983

67.2

32.4

55.3

41.0

21.5

165.3

1984

66.8

32.3

51.0

43.0

24.9

168.8

1985

32.4

48.5

44.5

25.8

171.7

1986

92.7
92.5

33.0

47.9

44.1

25.6

171.5

1987

94.5

33.1

48.8

47.1

25.0

169.2

1988

94.5
94.5

92.9
92.9

100.0
100.0

56.3
58.1

169.6

1989

98.1
98.1

1990

97.1

98.1

92.9

100.0

58.5

257.6

172.6

Source: US Energy Information Administration
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into existence somehow.
The Saudis held out until 1990. Then
their reserves suddenly jumped by 85 billion
barrels.
Altogether, that’s about 304 billion barrels of claimed oil from these six OPEC members. This oil probably doesn’t exist, but is
counted as part of world reserves anyway.
(And I’m not even counting later suspicious leaps, like Iran’s sudden jump from
89.7 billion barrels to 125.8 billion in 2004.)
The fraud becomes even more obvious
when we look at subsequent reporting. Iraq
claimed it had exactly 100 billion barrels of
reserves for eight years in a row, even while
producing 3.9 billion barrels.
United Arab Emirates claimed 98.1 billion for eight years in a row, then changed it
to 97.8 billion (where it has remained for 13
years now)—despite producing 20.1 billion
barrels during that time. And the list goes
on.
From 1984 (the year before these shenanigans began) to 2010, these six nations produced 194.7 billion barrels of oil. Yet rather
than going down, their claimed reserves have
gone up by 432 billion barrels.
And that raises a question…

How Much of the
World’s Claimed Reserves
Don’t Actually Exist?
Obviously, we can’t answer this question
with 100 percent accuracy. But we can take
a rough guess.
First, let’s acknowledge that oil nations
can grow their reserves even without new discoveries. Existing “possible” and “probable”
reserves, once confirmed, become “proved”
reserves. So it’s conceivable that some of the
claimed growth in reserves is true.
Let’s be generous and say that half of

the claimed additions to reserves are real.
Since 432 billion barrels were claimed, and
are included in official reserves today, this
removes 216 billion barrels (one half of 432
billion) from the world’s current supply.
Then we’ll reduce reserves further by the
amount that was produced but apparently
not removed from claimed reserves. That
removes another 194.7 from supplies. Altogether, this means the world has only 943.4
billion barrels of reserves (1,354.1 billion
minus 216 billion minus 194.7 billion).
In other words, the world has about 410
billion fewer barrels than claimed.
Again, we don’t know how accurate this
is. But I think we’re being generous here—
I believe that several nations (including the
gang of six OPEC members discussed here)
have grossly overstated their supplies.
If I’m even close to being right, it means
that…

42 Years of Oil
is Far Too Optimistic
If the world has only 943.4 billion barrels,
then at today’s rate of demand, we have only
29 years of oil left.
And if demand increases by only 1.4 percent (1.2 million daily barrels) per year, then
we lose four years more.
So a rough estimate is that we have only
about 25 years of oil left. And falling production rates dictate that...

Oil supply will be grossly
inadequate to meet demand
…long before the 25 years are done.
We don’t need to wait until 2036 to see
prices skyrocket. The fireworks will start
very soon.

March 2011— See our website at www.GoldAndEnergyAdvisor.com for our updates, recommendations, and current model portfolio

continued from page 4
Also, we believe energy exploration & production companies are asset stories and not earnings growth stories. We want to own undervalued oil assets.
Large Reserves. Obviously, the more oil a
company has, the better.
Known Reserves. Proved reserves are
better than possible or probable reserves.
Composition of Reserves. We prefer oil
to natural gas, because oil is far more valuable.
Analysts tend to ignore this factor, but it’s
key to picking stocks that will outperform. As
I’ve discussed before, the BOE (barrels of oil
equivalent) metric that the industry uses is
designed to cover up the true nature of a company’s reserves. See pages 2-4 of the January
GEA for more on this.
Quality of Reserves. Light oil is more
valuable than thick ‘heavy’ oil. ‘Sweet’ (lowsulfur) oil is more valuable than ‘sour’ (highsulfur) oil. Clean oil is more valuable than
oil contaminated with nitrogen, oxygen, and
heavy metals.
Location of Reserves. Along with the
safety issues discussed previously, we pre-

fer companies with underground oil reserves
rather than underwater reserves. The underground oil is cheaper to extract, and there’s
less that can go wrong.
Age of Reserves. We prefer companies
with fresh oil fields versus old, tired fields.
Newer fields produce more rapidly, have
cheaper production costs, and are more reliable/predictable than older fields.
Nature of Reserves. Conventional oil is
better than unconventional forms (oil sands,
shale oil, etc.) This deserves some explanation.
There’s lots of hype in the news media
about unconventional oil. That’s not surprising, because unconventional oil will play a
larger role in meeting the world’s energy needs
in the coming years.
But why is this true? Would energy companies be digging up frozen tar in Canada, or
grinding up greasy rocks in Colorado, if conventional oil were available?
Obviously, the answer is no. Conventional
oil is easier to obtain, cheaper to refine, uses
less energy to produce, and has a lower environmental impact than any unconventional oil.
The excitement over unconventional

Portfolio Update
In Update #1062, we added to our position on Devon Energy (symbol DVN). We
sold short the DVN March $80 puts (symbol
DVN110329P80).
In Update #1063, we noted that our hedge
on Bill Barrett Corp. (BBG) would be exercised. We made a return of 33.53 percent.
In Update #1064, we listed the February
options that were expiring. Our exercised
and expired options netted $3,242 for the
month.
In Update #1065, we added to our positions on Anadarko Petroleum (APC), Noble
Energy (NBL), and Suncor Energy (SU).
On APC, we sold the March $72.50 puts
(APC110319P72.5). On NBL, we sold short
the March $80 puts (NBL110319P80). On SU,
we sold the March $42 puts (SU110319P42).
In Update #1068, we sold short the March

$44 puts (UPL110319P44) on Ultra Petroleum (UPL).
In Update #1072, we issued instructions for subscribers who hedged Devon
Energy (DVN) and EOG Resources (EOG).
On DVN, we rolled up our March $80 calls
(DVN110319C80) to the April $80 calls
(DVN110416C80). On EOG, we rolled up the
March $100 calls (EOG110319C100) to the
April $100 calls (EOG110416C100).
In Update #1073, we sold short the May
$31 puts (FST110521P31) on Forest Oil
(FST).
In Update #1075, we issued instructions
for subscribers who hedged the Energy Exploration and Production ETF (XOP). We rolled
up our March $52 calls (XOP110319C52) to
the April $51 calls (XOP110416C51).
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sources tells us that cheap conventional deposits have become very difficult to find. Since
conventional oil is increasingly valued at a
premium, we prefer companies with as much
conventional oil as possible.
And those are the factors we use when
evaluating a company’s profit potential. Combined with safety and quality of management,
it makes picking the best stocks difficult. But
that’s a good thing—it means that few people
are willing to do it. This allows us to outperform the market.
Also, these secrets aren’t enough on their
own. To make the most money, you also must
know…

How to Rake In Maximum
Profits—Even in a Flat Market
So far, I’ve described three secrets to picking high-profit stocks. Most investors are eager
for this kind of information.
But there’s another secret that’s just as

Buying Stocks at a Discount
In last month’s issue I mentioned that
we have several reports written on this
topic. For readers who missed the discussion last month, you can read the reports by
clicking on these links: How to Buy Stocks
at a Discount and Using Short Puts to Get
Paid to Buy Stocks.

Getting Paid to Own Stocks

Once we own a stock, we don’t want to
wait for the sale before we make money.
Nor do we want to limit our profits to what
we make on the sale. So we use options to
get paid to own stocks (see the section on
Covered Calls, starting on page 2).

Selling For Maximum Price

Over the years, my staff and I have written several reports on this topic. Here’s one
explaining how we know when it’s the right
time to sell.

important—how to buy and sell the stocks,
and what to do while you’re holding them.
This topic is far less sexy than picking the
stocks themselves. Thus, it gets far less attention. Again, this is a good thing for us, because
this information greatly increases our profits.
When the market goes up, it’s easy to make
money. As the saying goes, a rising tide floats
all boats. Even poor stocks can do well, if the
market trend is strong enough.
And that’s how the typical investor operates. He buys a stock on a tip from a “mad”
commentator or some other source, without
knowing whether it’s a good company or not.
Then he waits, hoping it will go up.
If it goes up, he’ll usually sell to ‘lock in
profits’. If it goes down, he grits his teeth, waiting to ride out the storm.
Unfortunately, this is the complete opposite of what he should be doing. First, he’s
probably buying a mediocre stock at best. Next,
by waiting passively while he owns the stock,
he’s missing out on the returns that the position could be generating for him. By selling
once the stock rises, he usually misses the full
upward move, and loses profits again. And by
holding when the stock plummets, he magnifies his eventual losses.
Here’s our approach in GEA. First, we
don’t buy any stock unless we’re convinced
it’s among the highest-potential plays in the
market. All the criteria I’ve listed so far in this
issue—and some others I don’t have room to
include—are used to find the absolutely best
companies.
Then, once we decide to buy a company, we
usually don’t buy at the market price. Whenever possible, we buy stocks at a discount. (See
the sidebar on the left for details on this and
the next two tactics.) This allows us to be profitable immediately.
Once we own a stock, we don’t sit passively
on the position. Using intelligent option strategies, we get paid to own the stock.
Then, when we think the stock has peaked
and is coming down, we’ll sell. If the company
itself remains strong, we’ll wait until it bottoms, and then buy it again.
This approach has multiple benefits. First,
we obviously make a lot more money than the

March 2011— See our website at www.GoldAndEnergyAdvisor.com for our updates, recommendations, and current model portfolio

typical approach. Second, we make money
even if the overall market is flat. As long as
the market is volatile—and the oil market is
famous for its volatility—we’ll make money
over and over from buying on the dips, and
selling on the highs.
And when you combine this strategy with
a market in a strong bullish trend—and oil is
riding a whopper right now—this can really
ignite the rockets for energy investments.
Earlier I mentioned that oil won’t go straight
up. In fact, I expect a short-term correction, for
several reasons. (See Update #1070 for details,
including a discussion of why we’ll start giving more short-term recommendations in the
portfolio.) But long term, the upward trend
remains.
Meanwhile, as the market swings up and
down, we’ll make money in both directions.
The choppier it is, the more we can make.
Knowing this, let’s discuss…

Three Unusual Ways We’ll
Make High Profits From Oil
We’re positioned to make high profits from
the oil market—in not just one way, but three
ways.
The first way is from oil stocks. We buy the
best companies—the ones which will make us
the most money as oil rises. But unlike most
investors, we’ll still make money from crude’s
volatility even if oil doesn’t rise as much as we
expect.
The second way we’ll make money is from
gold. The yellow metal surges up whenever
political instability or market chaos occurs,
and skyrocketing oil can deliver both.
Plus, as I discussed in Update #1070, rising
oil undercuts the economy. As crude goes up,
GDP gets sliced down, and recessions arrive.
But the US is in no condition to weather an
oil-related storm. Our economy is already sagging under the weight of the Great Recession.
Any further hits will likely trigger large government responses—more bailouts, ‘stimulus’
packages, maybe even Quantitative Easing #3.
The previous versions of these programs
have already driven gold up to all-time highs.

Why Oil Will Be Volatile
Relying on oil’s volatility is a sound
strategy. Crude is one of the most active
markets, with frequent swings.
This is true for several reasons:
• Many of the oil-rich regions in the
world are politically unstable.
• The oil market is very tight, with
little spare capacity. Disruptions of
any kind (military, economic, natural disasters, whatever) in even a
small supplier will have a magnified
effect on the market.
• For now, oil is irreplaceable in most
of its uses. Suppliers can keep prices
high without worrying about consumers fleeing into alternatives.
• Oil is a political resource, with implications for military power, national
security, and other areas. Suppliers
often try to manipulate its price for
reasons other than economics.
• The oil futures market is highly leveraged. As trends occur, traders and
speculators stampede in and out,
which magnifies price swings.
All told, a trading strategy that relies on
oil’s volatility is on very firm ground.
If oil whacks the economy hard enough for
the government to respond, gold will shoot up
even more.
The third way we’ll profit from oil is, surprisingly enough, silver. Although I haven’t
had room in GEA to talk about silver lately,
it still deserves a strong role in your portfolio.
(If you’re a long-time reader, I hope you got on
board when I started recommending silver at
$7. As I write this, it just broke through $36.)
As oil rises to painful new highs, investors
are going to pile into any company that promises an alternative-energy solution. And silver
will benefit strongly from this move.
Silver has unparalleled abilities as a thermal conductor. It’s also a fantastic electrical
conductor (even better than copper). It has
many other properties too, including high
reflectivity, ductility, and malleability. These
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all make it extraordinarily useful in a variety
of industries.
Specifically, silver plays a vital role in
solar energy. If soaring oil triggers a frenzy in
the alternative energy market (which seems
likely), then solar energy will boom—and so
will silver.
Even before this begins, silver is already
screaming. China recently announced that its
imports of the white metal quadrupled in 2010,
soaring up to 3,500 metric tons. That’s a jawdropper, especially when you realize that as
recently as 2005, China was exporting silver—
as much as 3,000 metric tons per year.
In just a handful of years, a 3,000 tonne
exporter shifted to a 3,500 tonne importer. No

wonder silver has hit 31-year highs.
And there are signs that the silver bull
is just beginning. In China especially, the
demand is coming not only from industry, but
also a growing class of investors.
Most Asians are familiar with how painfully their life savings can be ravaged through
currency debasement, and they want to store
their wealth in precious metals. The rising
price of gold has caused many Asian savers
to shift over to the more affordable precious
metal, the “poor man’s gold”: silver.
So stay the course! Our emphasis on oil,
gold, and silver has reaped spectacular profits
since GEA’s inception seven years ago. But I
believe there are still years of profits ahead!

Bombshell Report Reveals:
Saudis Have 300 Billion Barrels Less Than Reported…
And Have Already Peaked!
In the “How Much Oil” section on pages
5-8, I estimated that OPEC nations are exaggerating their reserves by about 410 billion
barrels.
That might be too conservative. According to a series of secret cables from US government diplomats, Saudi Arabia alone has
about 300 billion barrels less than it claims.
Wikileaks recently released a series of
cables sent by the American embassy in
Riyadh back to Washington. It details conversations between the US consul general
and geologist Sadad al-Husseini, the former
head of exploration at Aramco, the Saudi
state oil company.
Al-Husseini privately warned that Saudi
oil reserves were overstated by as much as
40 percent. (This had been done to attract
foreign investment.)
That’s fraud on a massive scale—an exaggeration of 300 billion barrels.
The second shocker was about production
rates. Al-Husseini said that Saudi production could reach 12 million barrels per day
in short bursts, but long term, its maximum
sustainable output was only 10 million. The
Saudis had tried to raise it higher, but had
failed.

In other words, Saudi oil has peaked.
This has been suspected for years. In
2005, oil analyst Matthew Simmons released
his book Twilight in the Desert, revealing little-known problems with the Saudi industry
and predicting an imminent peak.
Then in 2008, Business Week released
the contents of an internal Saudi document
it had obtained, containing a field-by-field
breakdown of production (including a fiveyear plan for the future). It showed that
maximum sustained capacity for the entire
industry was only 10.4 million barrels per
day.
The US government cables confirm
that the Saudis can’t produce any more oil.
(Indeed, if Simmons is right, Saudi production will plunge once the massive Ghawar
field peaks—which might be happening
already.)
And this is huge news, because Saudi
Arabia is the only OPEC nation left with
any (claimed) spare capacity. The global oil
industry is counting on the Saudis to increase
production every year, to counter the rise in
demand.
Now we know this won’t happen. More oil
shocks are coming.
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