
   

Marketing Communication 
                                                                                      Your Capital is at Risk 

 

1 
 

                             

20 January 2023 

 

  

Zephyr Energy plc 
Zephyr yesterday provided an operational update on its State 36-2 LNW-CC 
well (‘the Well’) at the Group's flagship project in the Paradox Basin, Utah, 
USA, noting that substantial hydrocarbon flow had been encountered by 
intersecting an apparent major natural fracture network in the reservoir.  As 
a result, the Board is now evaluating various revised completion options.  
These may include running production casing and completing the Well 
without drilling the remainder of the planned lateral, given the significant 
apparent volumes and that the hydraulic stimulation originally proposed is 
now unlikely to be required.  While assessments remain at an early phase, 
this suggests potential improvement to Well economics via reduced 
completion costs, noting that historic Paradox wells that successfully 
intersect natural fractures have been prolific, enjoying high immediate 
production rates along with substantial ultimate oil recoveries.  Given that 
the Group’s recently acquired gas infrastructure is seen accepting sales 
volumes at some point in 2H 2023, while the current drilling programme 
remains amply funded through c.US$18.5m of liquidity available as of 10 Nov 
2022, projected medium term cash flows still appear sufficient to support 
exploitation of its existing inventory, which includes 2U potential of over 
200 million boe across the Paradox.  This of course remains key to Zephyr 
closing in on its ultimate goal of unlocking the next great unconventional 
onshore resource play in the US.   
 

Encouraging signs for an economic and productive well 
 
Upon reaching the Cane Creek reservoir, the influx of naturally flowing 
hydrocarbons demonstrated three key facts: confirmation of the presence of 
movable hydrocarbons, continued evidence of significant over-pressure, and 
a highly permeable natural fracture network at a new location on the Group’s 
federal unit.  These facts bode well for both single well productivity and for 
the larger play overall.  Having reached the Cane Creek reservoir at a depth of 
9,598 feet true vertical depth (‘TVD’), the Well soon experienced the significant 
influx which led to suspension of drilling operations while being stabilised.  
Caused by intersecting an apparent major natural fracture network in the 
reservoir, the resultant flow was diverted safely at surface through the 
drilling rig flare stack.  The well was soon stabilized without incident.   
 
As already advised, Zephyr’s operations team had been forced to deal with an 
exceedingly challenging drilling environment over the past two months, 
which included mechanical issues and more recently significant weather 
impacts from the historic atmospheric river system flowing over and from 
California.  But given that encountering a natural fracture network was both 
a recognised drilling risk as well as a feature that could significantly enhance 
the Well’s overall productivity, all necessary procedures and precautions 
were in place in the event the Well encountered such an over-pressured 
situation.  
 
Now analysing all options for the Well's safe completion   
 
The Paradox was historically developed as a natural fracture play, one which 
did not utilise hydraulic stimulation and which, to some extent, has been  
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overlooked in recent years during the US onshore fracking boom.   

 
In the event this well is ultimately completed without the need for hydraulic stimulation, there may be potential for 
significant improvement to the Well economics via reduced completion costs.  Note that on the basis of drilling 
expenditure in the range of US$10–12m to recover, say, 1.2mmboe, this implies bottom-quartile capex as low as 
c.US$10/boe.  Historic Paradox wells that successfully intersected such natural fractures have been seen to be 
prolific, with high immediate production rates while delivering substantial ultimate oil recoveries.  Possibly the 
best analogy is MDU Resources Group Inc. (NYSE: MDU), whose Cane Creek Unit #12-1 in Grand County, Utah, 
produced a choked down 1,500 barrels of oil per day for the first five months following completion in September 
2012.  To date, the Basin’s northern zone has produced >10mmboe from the Paradox Formation (most of which has 
been from the Cane Creek reservoir). 
 
State 36-2 LNW-CC itself was spudded on 21 November 2022, following which drilling had initially been estimated 
to take 30 days.  Operations were subsequently slowed, however, due to already detailed rig commissioning and 
mechanical issues, following which it suffered from the widely reported weather impacts from the historic 
atmospheric river system flowing over and from California.  As detailed on 9 December 2022, the Group was also 
awarded an additional US$1 million in grant funding from the US Department of Energy to gather detailed reservoir 
data from the Cane Creek and overlying reservoirs, resulting in additional allotted time during ongoing drilling.   
 
Prospective next steps for State 36-2 LNW-CC 
 
Zephyr’s Board has not yet formally decided on the Well’s next stages of development.  These are expected to be 
considered over the next three or four weeks, whereupon the detail will be provided to shareholders.  While potential 
volumes remain unknown, a ‘significant kick’ was witnessed upon reaching the Cane Creek reservoir.  Subsequent 
‘wet’ flaring indicates a range in the expected hydrocarbon mix (gas/oil/condensate).   
 
The Board’s most likely choice is expected to be to complete a standard natural fracture well, while still retaining 
the option to return to its originally proposed hydraulically stimulated lateral at a later stage depending on the 
underlying rate of decline.  The alternative could be to keep with existing planning while seeking to manage 
pressure blowouts as they occur.  Based on the more likely choice, the Well could be on schedule for a production 
test during Q1 2023.   
 
Targeting first commercial gas sales by late-Q3/Q4 2023, ZPHR needs to complete the recommissioning of its 
recently acquired Powerline Road gas processing plant (with handling capacity yet to be determined).  From that 
point, Zephyr will remain at the mercy of Dominion with regard to completing the refurbishment of their 16-inch 
infrastructure, and we understand positive discussions have taken place on this point.       
 
Understanding that completion via fracking itself can account for almost half the total development expenditure of 
an unconventional well, the decision not to complete the originally proposed lateral potentially eliminates c.US$5m 
from the budget; this will, however, be partially offset by the costs of extended drilling delays already incurred along 
with potential additional charges for retaining the rig and installation of production casing.  Overall, however, TPI 
considers there is likely to be a modest net reduction in total costings. 
 
Potential Contingent & Prospective Resources worth well in excess of US$1 billion  
 
Zephyr’s active land management strategy appears to be delivering a defensible and growing portfolio of 
development opportunities, something which is increasingly difficult to replicate in today's regulatory and political 
environment.  Management’s near-term focus is on recommencing production testing at the State 16-2 LN-CC, for 
which operational preparations are largely complete with long lead time items already in process, while also safely 
completing State 32-2 LN-CC followed by the recommissioning of a recently acquired processing plant before being 
tied-in to gas infrastructure.  The former will allow for the sale of liquid volumes and, most critically, allow for data 
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generation which will help it evaluate the most effective options for infrastructure development, while the latter 
appears set to be generating first revenues well before the end of 2023. 
 
Publication of the Group’s Competent Person’s Report (‘CPR’) 2022 on 26 April 2022, highlighted Zephyr’s substantial 
remaining potential in the Paradox Basin.  While the range of values illustrated in Sproule’s report presently remain 
very wide, recognising also that there are still significant underlying technical/operational risks to be surmounted, 
Zephyr’s management and exploration team have demonstrated a high level of intuition along with the capacity to 
meet and optimise such challenges through carefully calculated process.  The fully funded drilling programme now 
underway will enable further delineation and increase overall understanding of the Paradox asset base.  
Management continues to assess potential upside and will shortly determine additional steps with a view to 
delivering increases in all reserve and resource classes during 2023. 
 
Significantly in this respect, funding for the next major phase of development of the Paradox Project will be provided 
from the Group’s Williston Basin non-operated assets.  In November 2022, management also upgraded its previously 
released 2022 production and revenue guidance from an expected US$35-40 million to an expected $40-$45 million 
in non-operated revenue, net to Zephyr, based on a forecast production range of 500,000 to 550,000 boe for the year.  
2023 production and revenues are expected to be enhanced by the start-up of the Slawson wells in March 2023. 
 
(Risk warning: Future performance and forecasts are not a reliable indicator of future results.) 
  
 
 
 

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.  
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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 joint 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. 

 

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 © 2023 Turner Pope Investments (TPI) Limited, all rights reserved. 

 
 
 


