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Thrive and Survive in Oil and Gas Investments 
 
Summary and Recommendation 
 
In the face of an uncertain future, we like oil and gas investments for the combination of growth 
with inflation protection and deflation resistance.  Portfolios with those characteristics can thrive 
in good times and survive in bad times.  After a good 2000s for oil, the 2010s still look good if 
not as great for oil, better from here for natural gas, surprisingly better for U.S. refining, great for 
North American consumers of natural gas and positive for North American oil security.  Solid 
European companies are likely to continue to make money in global markets.  Producers in 
developing countries may share the stronger growth prospects of less mature, lower debt 
economies.  Buy recommendations tap into all those trends to some degree while priced at low 
McDep Ratios ranging from 0.42 to 0.89 (see Table 1 on page 2).   
 
McDep Ratios Illustrate Investment Growth Potential 
 
Stocks priced at a McDep Ratio below 1.00 offer better than a 7% a year unlevered return above 
inflation by our estimates.  Stocks priced at McDep Ratios above 1.00 offer less than a 7% a year 
unlevered return above inflation.   The quantitative analysis concentrates on prospects related to 
proven reserves independent of quality of management.  Qualitative considerations of unusual 
volume growth potential or unusual management quality need to be weighed in addition to 
McDep Ratio in deciding to invest.   
 
The ability to withstand surprise deflation of economic conditions is greater for companies with 
lower ratios of Debt to Present Value (see Table 2 on page 3).  In addition, energy meets basic 
needs that consumers try to satisfy even if times are too difficult to buy a new house, car or 
appliance.   
 
Oil is a “Hard Asset” 
 
Real assets like oil reserves, refineries and manufacturing facilities that companies own get priced 
higher and higher in monetary terms to offset inflation when there is a continuing need for those 
assets. During the 2000s, oil, measured by the average of future prices for the next six years, 
increased more than four-fold to the recent quote of $92 a barrel (see chart (Oil Six-Year Futures 
Strip on page 6).  The price may soon cross above the 40-week average of $92 to restart an 
uptrend (see chart Six-Year Commodity Price Meter on page 6).  During the 2000s natural gas 
peaked and then continued to decline with the unexpected bounty of shale gas (see chart Natural 
Gas Futures on page 7).  In a hopeful sign, one-year natural gas futures have been trading above 
the 40-week average for 11 weeks (see chart Natural Gas One-Year Futures Strip on page 7). 
 
Kurt H. Wulff, CFA  
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Disclaimer:  This analysis was prepared by Kurt Wulff, Manager of McDep LLC.  The firm used sources and data 
believed to be reliable, but makes no representation as to their accuracy or completeness.  This analysis is intended for 
informational purposes and is not a solicitation to buy or sell a security.  Past performance is no guarantee of future 
results. 
 
McDep or its employees may take positions in stocks the firm covers for research purposes.    No trades in a subject 
stock shall be made within a week before or after a change in recommendation. 
 
Certification:  I, Kurt H. Wulff, certify that the views expressed in this research analysis accurately reflect my 
personal views about the subject securities and issuers.  No part of my compensation was, is, or will be directly or 
indirectly related to the specific recommendations or views contained in this research analysis. 
  
Research Methodology/Ratings Description:  McDep LLC is an independent research originator focused on oil and 
gas stocks exclusively.  The firm applies the forty years of experience of its analyst to estimate a present value of the 
oil and gas resources and other businesses of covered companies.  That value is compared with a company’s stock 
market capitalization and debt.  Stocks with low market cap and debt relative to present value tend to outperform stocks 
with high market cap and debt relative to present value.  Buy recommendations are expected to deliver a total return 
better than 7% per year above inflation.  Hold recommendations assume the attributes of the underlying business are 
reflected in the current price of the stock.  Sell recommendations are expected to deliver a total return less than 
inflation.  


