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Zephyr Energy plc             
Last Friday, Zephyr released the latest in its recent run of very positive development 

and evaluations updates, as it progresses toward unlocking value from its Paradox 

acreage.  Although the Group presently awaits initial core analysis from an independent 

laboratory, it confirmed early observations and assessment from the open hole logs that 

include positive indications of multiple stacked, continuous oil and gas plays, with 

evidence of hydrocarbon saturation across a majority of potential reservoirs.  Further 

evaluation is now underway to calibrate this with the core data, which will enable more 

precise selection of additional zones that have the volumetric potential to act as viable 

targets, while also determining whether hydraulic stimulation can act as a viable 

reservoir drainage strategy.  This will be integrated with Zephyr's existing 3D seismic 

data and natural fracture evaluation work.  With delivery of the laboratory data 

anticipated in ‘the coming days’, the Board currently believes it will be able to reach a 

decision on whether to drill the side track lateral by the end of March.  Anticipation of 

this, along with Zephyr’s particularly positive interpretation of actions taken this past 

week by the Biden Administration, should lend further support to the share price. 
 

Targeting oil on Zephyr’s Paradox acreage 
 

Zephyr is targeting Cane Creek oil-prone clastic reservoir zones.  The fact that Friday’s 

RNS release noted substantial ‘drilling gas’ shows had been observed across five of its 

reservoirs, including the prime Cane Creek target, should not be misinterpreted.  It 

simply provides evidence of excellent hydrocarbon charge in zones that have been 

penetrated in the process of drilling.  Both gas and oil zones routinely give off drilling 

gas but, given the comprehensive understanding gleaned from the surrounding wells 

along with Cane Creek’s extensive production history, it appears clear that prospective 

oil will be the driver of future cash flows with any gas by-product being treated as an 

additional bonus.        
 

Extensive log and core data analysis to determine next steps 
 

The State 16-2 well operations acquired extensive log and core data.  While awaiting 

initial core analysis to be delivered from the laboratory, a number of significant early 

observations and considerations have been already derived from the open hole logs.    
 

Twenty-one clastic reservoirs (‘reservoirs’) were penetrated within the Paradox 

Formation.  Substantial drilling gas shows were observed across five of the reservoirs, 

including the prime target Cane Creek reservoir, with robust drilling gas shows also 

observed across a further ten.    Log analysis suggests hydrocarbon saturation across the 

bulk of these, although such positive initial results will require further calibration with 

the acquired core data. 
 

Core samples were acquired from twelve of the reservoirs, representing the first in situ 

core data from this part of the Paradox Basin.  Draft petrophysical facies (i.e. porosity 

and permeability) analysis shows similar reservoir and source facies to offset wells in 

many of the reservoirs, including the nearby producing Federal 28-11 well and a vertical 

well from the producing Cane Creek Field, which were also cored in the Cane Creek 

reservoir.  Such results are consistent with offset wells and suggest the presence of a 

hydrocarbon-filled reservoir matrix and high Total Organic Carbon (‘TOC’) source rock 

intervals, which may also store hydrocarbons and act as another low permeability 

reservoir. 
 

Overall, the results provide compelling evidence for the presence of stacked continuous 

oil and gas plays which could potentially be drained should viable natural fracture 

networks be identified or alternatively, artificial hydraulic stimulation completion 

techniques applied successfully.  Further evaluation is underway to calibrate the log  
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data to the core data, in order to evaluate which of the additional zones have the volumetric potential to act as viable reservoir 

targets, and to determine whether hydraulic stimulation can act as a viable reservoir drainage strategy. Altogether, this should be 

able to generate a much better understanding of the overall scale and value of the prospective resource.  This work will be integrated 

with Zephyr's existing 3D seismic data and natural fracture evaluation.  Initial results from the laboratory analysis are expected to 

be delivered shortly, although a final decision on whether to drill the side track lateral will only be made once full results from all 

of the data acquired becomes available.  The Board currently expects to be able to make that decision by the end of March, although 

given the amount of information/data being generated, shareholders might anticipate further updates in the meantime. 
 

In an effort to remain at least one step ahead, Zephyr's team has already commenced the related detailed well design and planning 

work.  It has also contracted to retain the services of the same experienced drilling operations team which successfully completed 

the vertical portion of the well in record time.  Applications for the necessary permits required to drill the horizontal lateral leg of 

the well have also been submitted. The State 16-2LN-CC Application to Drill (‘APD’), once granted, should allow Zephyr to fully 

test the commerciality of the Cane Creek reservoir with a goal of achieving near-term oil and natural gas production. 
 

Positive interpretation of actions taken in the past week by the Biden Administration 
 

Actions taken last week by the Biden Administration should serve to heighten interest in Zephyr’s leaseholding.  The release of an 

Executive Order halting the sale of new oil and natural gas leases on federal lands will be seen to stop new federal leasing for the 

foreseeable future.  Importantly, this does not impact affect Zephyr's current leases, as a result of significant effort committed over 

the past eighteen months to solidify all existing federal leases covered by its 3D seismic data.  Nor does not impede the issuance of 

new federal drilling permits.  Shareholders may therefore benefit from the fact that replication of the Group’s substantial, 

underdeveloped federal lease holdings has become much more difficult.     

 

Significant upside potential beyond Cane Creek    
 

Zephyr’s current Paradox acreage of c.25,353 acres is held through multiple leases with variable expiry dates.  These are estimated to 

hold an approximate Net 2C contingent recoverable resources of 12 million barrels of oil equivalent (‘mmboe’) in the Cane Creek 

reservoir alone, for which a Competent Persons Report (‘CPR’) prepared by Gaffney Cline & Associates in June 2018 estimated a net 

present value of approximately US$93 million, using a flat oil price of US$50 per barrel having applied a ten percent discount rate 

(‘NPV10%’).  Beyond this, however, its Board considers further substantial upside potential exists from multiple additional zones 

thought to be productive and that data secured from the State 16-2 well is expected to help further define.  Together with geological 

analysis obtained from the initial drilling and reduced costs for a prospective horizontal appraisal well, this should be highly beneficial 

to ongoing funding/farm-in discussions of the Paradox Project.  In this respect, it is important to note that the US Geologic Survey 

estimates a basin-wide, mean potential 1.2 billion barrels of oil equivalent in the Cane Creek reservoir alone, indicating a substantial 

potential yet to be targeted.  With tranches of grant funding being collected on schedule along with the equity funding totalling 

£2.25m (gross) secured on 2 November 2020, Zephyr appears to be sufficiently resourced with respect to pursuing value from both its 

Paradox Project and other strategic ventures.  Management is expected to shortly gain a much better understanding of the overall 

scale and value of its prospective resource, from which it will be able to evaluate multiple alternatives for its future commercial 

development.  Such optionality will increase the attractiveness of the project for prospective strategic and industry partners, suggesting 

that the discounted valuation implied through the CPR continues to offer substantial upside to the Group’s present £14.5m market 

capitalisation.     

 
Please note that TPI’s valuation is based on financial modelling and there is no guarantee that such a valuation will ever be realised, 

therefore please do not base investment decisions on this valuation alone. 
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THIS DOCUMENT IS NOT FOR PUBLICATION, DISTRIBUTION OR TRANSMISSION INTO THE UNITED STATES OF 

AMERICA, JAPAN, CANADA OR AUSTRALIA. 

 

Conflicts 

This is a non-independent marketing communication under the rules of the Financial Conduct Authority (“FCA”). The analyst 

who has prepared this report is aware that Turner Pope Investments (TPI) Limited (“TPI”) has a relationship with the company 

covered in this report. Accordingly, the report has not been prepared in accordance with legal requirements designed to promote 

the independence of investment research and is not subject to any prohibition on dealing by TPI or its clients ahead of the 

dissemination of investment research.  

TPI manages its conflicts in accordance with its conflict management policy. For example, TPI may provide services (including 

corporate finance advice) where the flow of information is restricted by a Chinese wall. Accordingly, information may be 

available to TPI that is not reflected in this document. TPI may have acted upon or used research recommendations before they 

have been published. 

 

Risk Warnings 

Retail clients (as defined by the rules of the FCA) must not rely on this document.  

Any opinions expressed in this document are those of TPI’s research analyst. Any forecast or valuation given in this document is 

the theoretical result of a study of a range of possible outcomes and is not a forecast of a likely outcome or share price. 

 

The value of securities, particularly those of smaller companies, can fall as well as rise and may be subject to large and sudden 

swings. In addition, the level of marketability of smaller company securities may result in significant trading spreads and 

sometimes may lead to difficulties in opening and/or closing positions. Past performance is not necessarily a guide to future 

performance and forecasts are not a reliable indicator of future results.  

AIM is a market designed primarily for emerging or smaller companies and the rules of this market are less demanding than those 

of the Official List of the UK Listing Authority; consequently, AIM investments may not be suitable for some investors. Liquidity 

may be lower and hence some investments may be harder to realise. 

 

Specific disclaimers  

TPI acts as sole broker to Zephyr Energy plc (‘Zephyr Energy’) which is listed on the AIM Market of the London Stock Exchange 

(’AIM’). TPI’s private and institutional clients may hold, subscribe for or buy or sell Zephyr Energy’s securities.  

Opinions and estimates in this document are entirely those of TPI as part of its internal research activity. TPI has no authority 

whatsoever to make any representation or warranty on behalf of Zephyr Energy. 

 



    
Marketing Communication 

                                                                                               Your Capital is at Risk 
   

4 
 

     1 February 2021                          
 

 

 

 

 General disclaimers 

This document, which presents the views of TPI’s research analyst, cannot be regarded as “investment research” in accordance 

with the FCA definition. The contents are based upon sources of information believed to be reliable but no warranty or 

representation, express or implied, is given as to their accuracy or completeness. Any opinion reflects TPI’s judgement at the date 

of publication and neither TPI nor any of its directors or employees accepts any responsibility in respect of the information or 

recommendations contained herein which, moreover, are subject to change without notice. Any forecast or valuation given in 

this document is the theoretical result of a study of a range of possible outcomes and is not a forecast of a likely outcome or share 

price. TPI does not undertake to provide updates to any opinions or views expressed in this document. TPI accepts no liability 

whatsoever (in negligence or otherwise) for any loss howsoever arising from any use of this document or its contents or otherwise 

arising in connection with this document (except in respect of wilful default and to the extent that any such liability cannot be 

excluded by applicable law).  

The information in this document is published solely for information purposes and is not to be construed as a solicitation or an 

offer to buy or sell any securities or related financial instruments. The material contained in the document is general information 

intended for recipients who understand the risks associated with equity investment in smaller companies. It does not constitute 

a personal recommendation as defined by the FCA or take into account the particular investment objectives, financial situation 

or needs of individual investors nor provide any indication as to whether an investment, a course of action or the associated risks 

are suitable for the recipient.  

This document is approved and issued by TPI for publication only to UK persons who are authorised persons under the Financial 

Services and Markets Act 2000 and to professional clients, as defined by Directive 2004/39/EC as set out in the rules of the 

Financial Conduct Authority. This document may not be published, distributed or transmitted to persons in the United States of 

America, Japan, Canada or Australia. This document may not be copied or reproduced or re-distributed to any other person or 

organisation, in whole or in part, without TPI’s prior written consent.  

Copyright © 2021 Turner Pope Investments (TPI) Limited, all rights reserved. 


