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The Year Ahead for Oil (Continued) 
 
As promised in my last week’s article, I am going to present more data this week to further strengthen my thesis 
on oil.  
 
One key reason for the sharp decline in oil prices, as mentioned last week, is OPEC’s decision to maintain their 
oil supply. They were reluctant to cut supply this time when, historically, during times of low oil prices, they 
have typically reduced supply to keep prices from dropping too low. Saudi Arabia stated that they will not cut 
production even if the price of oil falls to U$20 a barrel. The chart below shows the cash costs of producers. 
Cash cost here is defined as the bare minimum amount of money necessary to cover production expenses, taxes, 
and marketing. As shown, Saudi’s cost is less than $10 per bbl versus $25 - $30/bbl in the U.S., and $30+/ bbl in 
Russia. Canadian oilsands and Venezuelan heavy oil costs are even higher.  
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The chart clearly shows why Saudi is willing to maintain their production even if oil prices drops to $20/bbl.  
 
As mentioned last week, despite OPEC countries’ high reliance on oil revenues for their economy, the main 
reason why I believe they have decided not to cut supply is to maintain their global market share, so that they 
can continue to dominate the oil industry. The following chart, which shows the top five oil producing nations, 
shows why OPEC is concerned. Saudi Arabia is the only OPEC country in the top five. Also, OPEC’s share of 
global production has dropped from 44.1% in 2008, to 42.5% in 2013.  

 
 

Source: EIA 
 

The growth in shale oil production in the US has been the number one reason why non-OPEC production has 
increased in the past few years. However, shale oil production is expensive. The following chart shows the 
estimated break-even oil price for the various shale formations in North America.  
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Source: The Wall 
Street Journal / Baird Oil & Gas Research 

 
The following chart shows the break-even costs in the key oil producing regions in the US and Canada.  
 

- excludes 
finding costs 

 
 

Source: Scotiabank and others 
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The table below shows the performance of the global oil industry. The gross margin was 33.4% and the net 
margin was 4.6% in 2014. One can imagine the impact of a 50% drop in oil price on these margins and the 
health of oil producers. Debt levels of 38.7% indicate that a 50% drop in revenues will have a significant impact 
on the balance sheet of several producers, and may even force them out of business.  
 

2014

Gross Margin 33.40%
Net Margin 4.60%

Total Debt to Capital 38.70%
EBIT / Interest Expense 5.6x

Return on Equity 7.30%

2013 2014
EV / Revenues 3.0 2.8
EV / EBITDA 6.2 5.6
P / E 15.0 12.6  

 
As mentioned last week, if oil is not above $60 per barrel, a significant portion of shale production will need to 
be suspended. Since shale oil production accounts for almost 50% of US production (3 - 4 million barrels a day), 
we may see a major decline in oil production if oil prices remain low. The excess capacity of the OPEC 
countries (currently at 2 million barrels per day) will not be able to offset the loss of production.  

 
To conclude, I expect oil prices to move up to the $60 - $70 per barrel range over the next 12 months.  
 

 
 
Daniel Iwata, BA, Dip. Fin. Mgmt. 
Equity Research Associate 
 
IWG releases FY2014 Annual Report 
 
IWG Technologies Inc. (TSX-V: IWG) just released their 2014 annual report, where they highlight their key 
achievements in 2014.  In FY2014, IWG posted revenue of $7.40 million, which is an increase of 12% YOY.  
Net income for FY2014 was $0.75 million, down from $0.92 million the previous year.  Management is 
targeting 10-15% growth in revenue in FY2015, and expects to do this through new products and enhanced 
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products. They note in the annual report that they have expanded their operating facility by 17% to meet future 
growth plans.  The following discusses what we feel will drive revenue growth in the future.   
 
The new IWG M1 water unit on the Bombardier (TSX: BBD.D) Challenger 350 was introduce in FY2014.  
Deliveries for that aircraft increased in Q3-2014, to 12, from 9 in the previous quarter. We anticipate that 
deliveries of M1 units will increase as we estimate Challenger 350 production is not yet at capacity. 
  
Development of 3 new products commenced in FY2014; the T-series heater, IWG-UV1 water treatment unit and 
IWG-A7.  The T-series water heater provides continuous hot water with no recovery time. The T-series heater, 
which is more efficient and higher priced than other water heaters, is designed for larger business aircraft such as 
the Boeing (NYSE: BA) B-787 and Airbus (Paris: Air.PA) A350.  The IWG-UV1 is a water treatment unit for 
advanced aircraft such as the Boeing 787 and Airbus A350.  They also have a new IWG-A7 unit that is OEM for 
Embraer (NYSE: ERJ), scheduled to start deliveries in FY2015.  
  
In Q4-FY2014 IWG announced that their IWG-A6 water unit would be a standard dual fitment on the new 
Gulfstream (NYSE: GD) G500 and G600 business jets.  The jets are upgrades to the G450 and G550 business 
jets which IWG units are standard on.  Their units on the G450 and G550 are single unit fitments, compared to 
dual fitments for the newer jets. The new planes are expected to be larger, faster and more fuel efficient.  So far, 
there has been strong interest in the new jets.   
 
We feel that the continued development of new products will help IWG to reach their revenue targets in the 
future.  The company is currently trading at $0.17 per share and we feel the stock offers good value at these 
levels. We continue to maintain a positive outlook on IWG, and in FY2015, and anticipate revenue of $8.16 
million, which is a 10.3% increase over FY2014.   
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Disclaimers and Disclosure 
The opinions expressed in this report are the true opinions of the analyst(s) about any companies and industries mentioned.   Any “forward looking statements” are our 
best estimates and opinions  based upon information that is publicly available and that we believe to be correct, but we have not independently verified with respect to 
truth or correctness.   There is no guarantee that our forecasts will materialize.   Actual results will likely vary.   Companies mentioned in this report may be covered by 
FRC under an issuer paid model or be candidates for coverage.  Distribution procedure:  our reports are distributed first to our web-based subscribers on the date shown 
on this report then made available to delayed access users through various other channels for a limited time.  The performance of FRC’s research is ranked by Investars.  
Full rankings and are available at www.investars.com.   
 
To subscribe for real-time access to research, visit http://www.researchfrc.com for subscription options. 
 
This report contains "forward looking" statements.   Forward-looking statements regarding the Company, industry, and/or stock’s performance inherently involve risks 
and uncertainties that could cause actual results to differ from such forward-looking statements.  Factors that would cause or contribute to such differences include, but 
are not limited to, continued acceptance of the Company's products/services in the marketplace; acceptance in the marketplace of the Company's new product 
lines/services; competitive factors; new product/service introductions by others; technological changes; dependence on suppliers; systematic market risks and other risks 
discussed in the Company's periodic report filings, including interim reports, annual reports, and annual information forms filed with the various securities regulators.  
By making these forward looking statements, Fundamental Research Corp.  and the analyst/author of this report undertakes no obligation to update these statements for 
revisions or changes after the date of this report.    
.    
Fundamental Research Corp DOES NOT MAKE ANY WARRANTIES, EXPRESSED OR IMPLIED, AS TO RESULTS TO BE OBTAINED FROM USING THIS 
INFORMATION AND MAKES NO EXPRESS OR IMPLIED WARRANTIES OR FITNESS FOR A PARTICULAR USE.   ANYONE USING THIS REPORT 
ASSUMES FULL RESPONSIBILITY FOR WHATEVER RESULTS THEY OBTAIN FROM WHATEVER USE THE INFORMATION WAS PUT TO.    ALWAYS 
TALK TO YOUR FINANCIAL ADVISOR BEFORE YOU INVEST.   WHETHER A STOCK SHOULD BE INCLUDED IN A PORTFOLIO DEPENDS ON ONE’S 
RISK TOLERANCE, OBJECTIVES, SITUATION, RETURN ON OTHER ASSETS, ETC.   ONLY YOUR INVESTMENT ADVISOR WHO KNOWS YOUR 
UNIQUE CIRCUMSTANCES CAN MAKE A PROPER RECOMMENDATION AS TO THE MERIT OF ANY PARTICULAR SECURITY FOR INCLUSION IN 
YOUR PORTFOLIO.    This REPORT is solely for informative purposes and is not a solicitation or an offer to buy or sell any security.  It is not intended as being a 
complete description of the company, industry, securities or developments referred to in the material.  Any forecasts contained in this report were independently prepared 
unless otherwise stated, and HAVE NOT BEEN endorsed by the Management of the company which is the subject of this report.  Additional information is available 
upon request.   THIS REPORT IS COPYRIGHT.   YOU MAY NOT REDISTRIBUTE THIS REPORT WITHOUT OUR PERMISSION.   Please give proper credit, 
including citing Fundamental Research Corp and/or the analyst, when quoting information from this report. 
 
The information contained in this report is intended to be viewed only in jurisdictions where it may be legally viewed and is not intended for use by any person or entity 
in any jurisdiction where such use would be contrary to local regulations or which would require any registration requirement within such jurisdiction. 
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