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Stock Data
Share Price:

5.2p

Market Cap.:

£67.8m

Shares in issue:

1,304.8m*

52 week high/low:

7.80p/1.95p

*pre placing

Zephyr Energy PLC
Zephyr Energy is placing at least 240 million new shares at a price of 5.0p per share to
raise gross proceeds of £12m. In tandem with this, the company has also confirmed a
US$28m senior debt facility. The combined proceeds will be used to complete the US$36m
acquisition of a large portfolio of non-operated working interests in 228 wells located in
the Williston Basin, North Dakota and also to fund further activities in the Paradox Basin.

Company Profile
Sector:

Oil & Gas

We believe that this transaction will be transformational for the Company, contributing an

Ticker:

ZPHR

additional 1,100 boepd net to the Company initially with output expected to increase

Exchange:

AIM

steadily as more wells are brought on stream over the coming months.

Activities
Zephyr Energy is an independent oil
and gas E&P company with a strategic
focus on carbon-neutral hydrocarbon

Zephyr has already raised £3.325m through the issue of 66.5 million new shares under
existing authorities. The balance of £8.675m, represented by the forthcoming issue of a
further 173.5 million shares, is conditional upon shareholder approval at a General Meeting,
scheduled to be held on 1 February 2022. Zephyr has also granted a Broker Option to TPI,

development projects in the Rocky

under which TPI may raise an additional £1.2m from qualifying investors. Assuming the

Mountain region of the US.

option is fully subscribed, this implies the issue of a further 24 million new shares at the
placing price.

Company website:
www.zephyrplc.com
5-year share price performance

In tandem with the placing, Zephyr entered into a US$28m senior debt facility consisting of
a fully amortising $18m, 48 months Term Loan and a US$10m revolving credit facility (RCF).
The Company will make monthly principal and interest payments on the Term Loan and
monthly interest payments on the RCF. The facility has a fixed interest rate of 6.74%
The broad details of the acquisition remain unchanged since it was announced in
November 2021. Zephyr will acquire a portfolio of 163 currently producing wells in addition
to 5 proved not producing (PNP) and 13 drilled but uncompleted wells (DUC). The assets
have longer term upside as the transaction also includes 47 further proved undeveloped
(PUD) well locations for further low risk drilling activity.

Source: LSE
Past performance is not an indication of
future performance.
Contact details
Tel:
Email:
Web:

0203 657 0050
info@turnerpope.com
www.turnerpope.com

The assets are spread across 22 separate drilling pads in Mountrail County, North Dakota
and are operated by highly experienced player, Whiting Petroleum. Current production is
over 1,100 boepd and independent consultant, Sproule has ascribed over 2.76 mmboe of net
reserves to the assets.
Zephyr has already paid a non-refundable deposit of US$4.0m to the vendor out of the total
consideration of $36m. However, using Sproule’s conservative commodity pricing, Zephyr
has indicated a post-tax NPV (10%) of US$46.3m for the assets. Opex per barrel is estimated
to be less than US$14.00/boe indicating high cash margins of over 75%. In this regard,
Zephyr estimates that the acquisition’s undiscounted free cash flow after capital

Andrew Thacker
Corporate Broking and Sales

expenditure will be up to US$13.8m in 2022 and c.US$73.6m over the life of the project.

Barney Gray
Consultant Oil & Gas Analyst

successfully in Q4 2021, the Company plans to use cash flow generated by the newly

TPI acts as broker to Zephyr Energy.
Attention is drawn to the disclaimers
and risk warnings at the end of this
document.
Retail clients (as defined by the rules of
the FCA) must not rely on this
document.

In regard to Zephyr’s activities in the Paradox Basin where the State 16-2 well was tested
acquired assets to fund activities in the Paradox. This will include three additional wells
targeting the Cane Creek reservoir in addition to overlying formations. Placing proceeds
have also been earmarked for infrastructure investment at State 16-2 in order to monetise
early gas production in 2022.
This landmark round of financing has provided Zephyr with the capacity to transform the
business aggressively in both the Williston and Paradox Basins. With most indications of
a sustained rally in oil prices continuing over 2022, we are confident that the economics of
the Company’s Williston Basin acquisition will prove to be conservative and that the
assets could deliver considerable upside on the Company’s current valuation.

-1-

Marketing Communication
Your Capital is at Risk
26 January 2022

Equity fund raising
Zephyr is placing 240 million new shares at 5.0p per share to raise gross proceeds of £12.0m before
expenses. Of these funds, £9.0m is conditional upon the approval of the Company’s shareholders which
will be sought at a General Meeting (GM) scheduled to be held on 10 February 2022.
The Company is also launching a Broker Option to enable existing and new shareholders to participate in
the placing. This Broker Option, which will remain open for a period of 24 hours following today’s
announcement, will enable Zephyr to raise up to an additional £1.2m.
Details of the placing
A total of £3.325m, which represents the issue of 66.5 million placing shares at the placing price of 5.0p,
has been raised within Zephyr’s existing share allotment authority which was granted at the Company’s
AGM on 30 June 2021. It is expected that these shares will commence trading on AIM on or around 1
February 2022.
The balance of the placing, represented by the issue of 173.5 million shares at 5.0p per share, is conditional
on shareholder approval at the upcoming GM. Assuming that the resolutions outlined at the GM are
passed, the Company expects that this second tranche of equity will commence trading on or around 11
February 2022.
Warrants
Zephyr plans to issue one warrant for every four placing shares indicating that 66 million warrants will be
issued as part of the aggregate equity raising. These ‘Investor Warrants’ will be exercisable at a price of
7.5p per share for a period of three years after issue.
Zephyr will also issue its broker TPI up to 17.6 million ‘Broker Warrants’ to subscribe for the same number
of ordinary shares at a price of 7.5p per share for a period of three years after issue. TPI will also receive
commission of one additional Broker Warrant for every 10 Investor Warrant and additional warrants
exercised. Up to 4.4 million Additional Broker Warrants to subscribe for the same number of shares will be
granted to TPI. These will be exercisable at a price of 11.25p per share for a period of three years from the
date of grant.
As with the larger tranche of the placing equity, the issue of the aforementioned warrants is conditional on
the passing of resolutions that will be put to shareholders at the upcoming GM.
Broker Option
TPI may elect to accept or not accept bids under the terms of the Broker Option in the event of additional
demand from investors. However, any shares issued under the terms of the broker warrant will be issued
on the same terms and conditions as the placing shares.
There is no obligation for TPI to issue any shares under the Broker Option agreement. However, the
maximum number of shares that may be issued under these terms is 24 million. As such, the maximum
aggregate number of shares that may be issued under the terms of the equity placing is 264 million.
Total number of shares in issue
As at the date of this report, Zephyr had 1,304.75 million shares in issue. Following the issue of first tranche
of the equity amounting to 66.5 million new shares, we anticipate that there will be 1,371.25 million shares
in issue on 1 February 2022 and following the second tranche of 173.5 million new shares, the number of
shares in issue will amount to 1,544.75 million on 11 February 2022 assuming a successful GM.
As outlined above, the issue of the maximum number of shares (24 million) under the Broker Option
implies 1,568.75 million shares in issue upon completion of the equity raise.
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Senior debt facility
Zephyr has also entered into a US$28.0m senior debt facility consisting of a fully amortising US$18.0m, 48
months term loan (Term Loan) and a US$10.0m revolving credit facility (RCF). The Company will make
monthly principal and interest payments on the Term Loan and monthly interest payments on the RCF.
The facility has a fixed interest rate of 6.74% and the loan is secured on the Company’s current and future
assets and has an unlimited full recourse corporate guarantee from Zephyr.

Transformational acquisition in the Williston Basin
On 22 November 2021, Zephyr entered into a binding agreement with Kaiser Acquisition and Development
– Sanish Non-op LLC, a private US E&P Company, to acquire a portfolio of non-operated interests in wells
located on the Sanish field located in the Williston Basin, North Dakota. This equates to 1,960 net acres for
an acquisition price of US$36.0m of which US$4.0m has already been paid in non-refundable deposits. We
note that closing adjustments will include US$3.8m payable in respect of the balance of capex due and will
be further adjusted for the net income generated since 1 December 2021, the Effective Date of the
acquisition.
The assets are operated by Whiting Petroleum Corporation, a large and highly experienced operator in the
Williston Basin and a Company that already operates a number of Zephyr’s existing assets where the
Company holds several non-operated well interests.
The portfolio of wells are spread across 22 separate drilling pads in Mountrail County, North Dakota and
independent consultant, Sproule Incorporated estimates that the assets contain 2.764 mmboe of proven
reserves net to Zephyr’s prospective interest. Of this amount, 68% is oil with 17% gas and 15% NGLs (natural
gas liquids), the details of which are in the table below. The average working interest across the acreage is
approximately 4.1% per well net to Zephyr.
Zephyr will acquire working interests in 163* (see note below table) proved developed producing (PDP)
wells which are currently producing 1,105 boepd (December 2021 numbers). In addition, the acquisition
includes interests in 5 further proved not producing (PNP) wells and 13 drilled but uncompleted (DUC)
wells, all of which are expected to come on stream over the next few months. The deal also includes 47
further proved but undeveloped (PUD) locations for future drilling which illustrate the longer term
potential of the assets.

Proven reserves summary
Reserves category
PDP*
PNP
DUC/PUD
PUD
Total

Well count
179
5
13
47
244

Oil reserves
Net (mbbl)
1,097
48
325
415
1,885

Gas reserves
Net (mmcf)
1,823
71
372
473
2,739

NGL reserves
Net (mbbl)
281
11
57
73
422

DCF (10%)
30.5
1.2
7.5
7.2
46.3

Source: Sproule (via RNS)

*Note that the PDP well count includes the 163 wells which constitute the assets being acquired in addition to 16 After Payout (APO) wells
which are classified as PDP but do not convert to a paying interest. Only the abandonment costs have been included for these additional
wells.
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Financial metrics
Zephyr estimates that the acquisition cost of US$36m equates to 2.1x forecasted EBITDA for the assets in
2022 (est. c.US$17.1m). With anticipated low opex of US$13.91 per boe across the portfolio, the Company also
forecasts high cash margins in excess of 75% over the next three years as oil prices continue to strengthen.
In combination with the Company’s existing Williston Basin assets, Zephyr has forecasted a pro-forma
EBITDA of US$24m in 2022. This is based on Company net production of approximately 2,250 boepd in Q1
2022, reducing to 1,250 boepd by Q4 2022 based on Sproule’s estimates. Production is expected to increase
in 2023 as DUC wells are brought on stream.
The board currently estimates a post-tax NPV (10%) of US$46.3m using Sproule’s oil price forecasts of
US$71/bbl in 2022 falling to US$68/bbl in 2023 and US$66/bbl in 2024. Gas prices are assumed to be
US$5.00/mmbtu in 2021 falling to US$3.25/mmbtu over the same time period and NGL prices are estimated
at US$30/bbl in 2021 declining to US$26.40/bbl in 2024. Prices are escalated at 2% per annum thereafter.
The economics of the acquisition are enhanced by Zephyr’s historical tax losses position which currently
totals more than US$16m.

Paradox project update
Zephyr plans to reinvest cash flow generated from its new acquisition into its wider Paradox Basin project.
In particular, the Company is planning a three well drilling programme in H2 2022 to further delineate the
scale of the project. This will include:


1 delineation/development well targeting the Cane Creek reservoir in Zephyr’s existing 25,000 acre
White Sands Unit (WSU)



1 exploration well targeting the WSU’s shallow Paradox formation



1 delineation/development well targeting the Cane Creek reservoir in new acreage to the south of
the WSU

The Company has identified over 150 additional drilling targets across nine reservoirs within the Paradox
Basin project and is actively considering strategic partners for a wider scale development project.
In tandem with cash flow from significantly increased production, the Company will have an estimated
US$6.0m available from the placing proceeds to fund capex plans. This capital will accelerate drilling and
infrastructure construction across Zephyr’s wider portfolio.
Following the successful production testing at the State 16-2 well, the Company is planning to equip the
well for gas production which will be sold locally to a proposed 2MW co-located cryptocurrency mining
facility initially in Q2 2022. Following the build-out of further infrastructure at State 16-2, further gas sales
through a nearby pipeline is expected, with work related to a tie-in anticipated to commence in H2 2022 for
planned sales in 2023.
In this regard, Zephyr has commissioned Sproule to complete a Competent Persons Report (CPR) to assess
the Company’s reserves within the Cane Creek reservoir and also the eight overlying reservoirs. This
document is expected to be published in Q1 2022.

Risk warning: Future performance and forecasts are not a reliable indicator of future results.
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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 broker to Zephyr Energy PLC (“Zephyr”) 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’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.
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 © 2022 Turner Pope Investments (TPI) Limited, all rights reserved.
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