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A Powerful Under-the-Radar High-Income-

Producer Trading at an Attractively 

Discounted Price 

If you like to generate stable 

income from your 

investments, this energy 

focused CEF has a minimum 

annual distribution 

commitment of 6% and is 

currently trading at a discount 

of 16.7% to its NAV. The fund is 

one of the oldest CEFs and 

has a successful track record 

of paying over 80 years of 

distributions. The fund has been a consistent 

performer and what is even more encouraging is 

that it operates with no interest-bearing debt! If 

you’re looking for a powerful income-producing 

investment, with a long successful track record 

based on an indispensable element of economic 

Key Takeaways: 

• Recorded 80+ 
years of 
distributions. 

• Minimum 
annual 
distribution 
commitment of 
6%. 

• Relatively low 
expense ratio 
with no interest 
bearing debt. 



  Released: 19 July 2019 
 

 

Blue Harbinger Research, LLC  Page 2 of 14  

growth, and trading at an attractively discounted 

price—this one is worth considering. 

Overview: Adams Natural Resources Fund, Inc. 

(PEO) 

Adams Natural Resources Fund, Inc. is an internally 

managed closed-end fund specializing in energy 

and other natural resources stocks. The fund 

commenced its operations in 1929 and currently has 

a minimum annual distribution commitment of 6%. 

The investment objectives of the fund are 

preservation of capital, the attainment of 

reasonable income from investments, and an 

opportunity for capital appreciation. The fund seeks 

to accomplish these objectives by investing at least 

80% of assets in companies engaged in petroleum 

or natural resources or related industries, and at least 

25% in the petroleum industry. The following chart 

summarizes the fund’s holdings across various 

industries: 
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The fund is currently invested in US based assets to 

the extent of 95%. For some more perspective, here 

is a chart which summarizes the fund’s security type 

allocation: 
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PEO’s Investment Approach: 

The fund primarily invests in large-cap companies 

within the energy and materials sectors. Investments 

in the energy sector accounted for 80% of the fund’s 

net assets as of Q1 2019 while the materials sector 

accounted for 19%. Within the energy sector, Adams 

Natural Resources Fund invests in subsectors 

including integrated oil and gas, exploration and 

production, refining and marketing, storage and 

transportation, and equipment and services. Within 

the materials sector, the fund invests in subsectors 

including chemicals, construction materials, 

containers and packaging, and metals and mining. 
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The fund is currently invested in a total of 57 holdings 

which have a weighted average median market 

capital of $55.2 billion. Investing in large-cap stocks is 

a favorable approach for maintaining income 

stability as it subdues risks associated with volatility of 

stock price. As seen in the table below1, the fund’s 

portfolio is fairly concentrated, with top 10 positions 

accounting for ~62% of net assets. 

 

As seen in the chart above, the top 10 holdings of 

the fund are expected to perform well over the next 

couple of years. Revenues for the companies are 

expected to increase at a CAGR of ~7% at an 

average over the next two years, while EBITDA 

margins are expected to improve by ~8%. As a 

                                                             
1 Factset 

Company % NAV

Market Cap 

($ billion)

1 Yr FWD 

Rev Growth

2 Yr FWD 

Rev CAGR Div Yield Debt/Equity Debt/EBITDA

EBITDA 

Margin

1 Yr FWD 

EBITDA 

Margin 

Growth

2 Yr FWD 

EBITDA 

Margin 

Growth

YTD Share 

Price 

Increase

Estimated 

Share Price 

Growth

Exxon Mobil Corp. 20.2% $326.1 (7.1%) (0.6%) 4.51% 19.7% 0.96x 14.2% 3.1% 5.6% 10.6% 10.7%

Chevron Corp. 12.6% $239.5 3.4% 4.3% 3.79% 22.3% 1.02x 21.3% 3.8% 5.1% 13.6% 9.5%

EOG Resources, Inc. 4.5% $51.5 2.8% 8.1% 1.30% 31.4% 0.74x 47.8% (0.8%) (0.5%) (2.1%) 29.4%

ConocoPhillips 4.2% $68.5 3.3% (2.3%) 2.01% 46.9% 0.99x 41.7% (0.6%) 2.5% (4.3%) 26.6%

Occidental Petroleum Corp. 4.1% $38.6 6.6% 18.5% 6.12% 48.4% 1.15x 50.8% 49.0% 49.4% (16.7%) 19.8%

DowDuPont Inc. 3.7%

Marathon Petroleum Corp. 3.6% $36.3 35.2% 22.4% 3.87% 78.2% 3.55x 8.1% (0.1%) 1.1% (8.1%) 44.3%

Kinder Morgan, Inc. 3.2% $48.1 3.5% 3.3% 4.71% 110.8% 5.86x 44.6% 7.6% 7.9% 34.4% 2.6%

Schlumberger Ltd. 3.2% $56.1 1.1% 4.7% 4.94% 44.4% 2.39x 20.4% (0.3%) 0.6% 8.8% 21.2%

Phillips 66 2.7% $45.9 (5.3%) 1.3% 3.56% 45.3% 1.74x 5.8% 1.0% 1.6% 14.6% 14.8%

Total 62.0%

Average $101.2 4.8% 6.6% 3.9% 49.7% 2.04x 28.3% 7.0% 8.2% 5.7% 19.9%
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result, analysts are estimating the share price of the 

companies to increase by ~20% at an average over 

the next 6-12 months. The year to date stock 

performance of the companies has been mixed, but 

it is fairly clear that the margin by which share price 

for the top performers has increased makes up for 

the reduction in share price of the underperformers.  

The Management Team: 

Adams Funds manages two of the country's oldest 

closed-end equity funds - Adams Diversified Equity 

Fund, Inc. (ADX), previously known as The Adams 

Express Company, and Adams Natural Resources 

Fund, Inc. (PEO), previously known as Petroleum & 

Resources Corporation. For over 85 years, both 

Funds have been internally managed and have 

generated consistent capital growth and income 

through portfolio performance, dividends, and 

distributions. 

Mark E. Stoeckle is the Chief Executive Officer and 

Senior Portfolio Manager of Adams Funds. Before 
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joining Adams Funds, Mark had a 32-year career in 

financial services and asset management. He came 

to the funds from the global investment 

management firm BNP Paribas Investment Partners 

and last served as Chief Investment Officer, US 

Equities and Global Sector Funds. He is advised by 

James P. Haynie, who also came to the funds from 

BNP Paribas Investment Partners, where he served as 

Chief Investment Officer, US Equities. Prior to that, 

the two of them co-founded 646 Advisors, a 

long/short market-neutral equity fund. 

Expenses and Leverage:  

PEO’s operating expenses (including advisory fees) 

relative to average net assets were 0.79% for the 

year ended 12/31/18. The top 3 contributors to the 

expenses are administration fee to the extent of 

0.23%, director fee to the extent of 0.08% and 

shareholder reporting fee to the extent of 0.03%. As 

of 03/31/2019, the fund had no interest bearing debt 

while the non-interest bearing debt leverage ratio 
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was 0.79%. Having no interest bearing debt is a 

positive sign as it indicates that the fund does not 

have to utilize external financing to meet its 

minimum annual distribution commitment. All returns 

are generated using the shareholder’s capital.  

We feel the expense ratio is very reasonable given 

that Adams Natural Resources Fund is one of the 

oldest running large-cap focused close-end-funds, 

being managed by a professional management 

team which has notable sector expertise. What is 

even more encouraging is that the fund has no 

interest bearing debt. While using debt financing 

can help the fund amplify returns in the good times, 

it comes with a huge disclaimer of also amplifying 

losses in the bad times which investors tend to 

ignore. 

Distribution Yield: 

The company invests in large-cap stocks, which offer 

dividends of ~4% at an average, but the company’s 



  Released: 19 July 2019 
 

 

Blue Harbinger Research, LLC  Page 9 of 14  

annualized distribution yield as of Q1 2019 is 2.4%2. 

You may be wondering how the firm is able to meet 

its annual distribution commitment of 6% when the 

current yield is ~2%. This is because historically, the 

fund pays three interim distributions on or about 

March, June and September (primarily in the form of 

dividend income) and a relatively large year-end 

distribution in late December. The distribution in 

December partly consists of the estimated balance 

of dividends, and a substantially large portion of net 

realized long-term capital gain earned through the 

end of October. Shareholders may elect to receive 

this last payment in stock or cash.  

 

 

Since the large-cap stocks that the fund invests in 

have a dividend yield of only ~4%, the fund 

achieves its minimum annual distribution yield 

commitment of 6% through distributions in the form 

                                                             
2 MorningStar 

https://www.morningstar.com/cefs/XNYS/PEO/quote.html
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of long-term capital gains3. Receiving distributions in 

the form of long-term capital gains has considerable 

advantages for investors as it results in diversification 

of risks. 

 

  

                                                             
3 MorningStar 

http://cef.morningstar.com/distribution?t=PEO&region=usa&culture=en_US
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Discount to NAV: 

The fund is currently trading at a discount of 16.71% 

to its NAV. As seen in the chart below4, this is higher 

than the historical discount to NAV over the last 5 

years. 

 

The main reason this is attractive is because it allows 

investors to own shares of the biggest energy 

companies at a discount, which greatly subdues 

risks associated with volatility in prices of oil. You still 

get all the earning power that comes with their huge 

                                                             
4 MorningStar 

https://www.morningstar.com/cefs/XNYS/PEO/quote.html
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resource base along with a sense of confidence 

due to the lower volatility in price—you just get them 

on sale— at an attractively discounted price. Of 

course, as you can see in the earlier chart above, 

the discount can get bigger or smaller (this is typical 

for a closed-end fund), but we’d still much rather 

buy a quality fund at a discount instead of a 

premium. 

Risks: 

Perhaps the biggest risk associated with this fund is 

volatility in oil prices, which is the biggest factor that 

influences the share price of the energy stocks 

owned by the company. After global growth 

concerns prompted a sharp decline in oil prices 

during last year's fourth quarter, oil prices rallied in 

the first quarter. The price of crude oil (WTI) rose 

32.4% to $60 a barrel in the first quarter, its strongest 

quarter since 2009. Signs of slowing supply growth in 

the US, combined with OPEC cuts of 1.2 million 
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barrels per day and sanctions on Iran and 

Venezuela, drove the price of oil higher.  

However, after the encouraging start in the first 

quarter, oil demand has continued to soften, which 

could result in a supply surplus in the second half of 

this year. In its latest Short-Term Energy Outlook, the 

EIA downgraded its forecast for global oil demand 

growth to just 1.1 million barrels per day (mb/d) this 

year, down from the 1.2 mb/d the agency 

forecasted last month and from 1.4 mb/d in May. 

But, the supply side of the equation is also bearish. 

The growth of US oil production, primarily coming 

from the Permian, alone could exceed the increase 

in total worldwide consumption. The current situation 

is expected to cap the growth of oil prices through 

the second half of 2019.  

Conclusion: 

PEO is an attractive high-income-producing 

investment for a variety of reasons. Not only are 

energy resources an indispensable input to 
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continuing long-term global economic growth, but 

the fund is well-managed and currently trades at an 

attractive discount to its net asset value. Discounts 

(and premiums) are a normal occurrence for 

closed-end funds because the price is determined 

by supply and demand for shares of PEO and not 

the price of it’s underlying holdings. There is no 

guarantee that the discount will ever get smaller, 

but we’d much rather buy an attractive fund at an 

attractive discount because we get all the earnings 

power and dividend distributions of the underlying 

holdings at a discounted price, and we get the 

healthy 6% minimum annual distribution too. If you’re 

looking for a quality income-producer, PEO is worth 

considering. We currently own shares within our Blue 

Harbinger Income Equity portfolio, and we believe 

the shares are trading at an attractive price for new 

investors right now. 


