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Full Year Results for the year ended 31 December 2023

Notice of AGM
 

Zephyr Energy plc (A IM: ZPHR) (OTCQB: ZPHRF), the Rocky Mountain oil and gas company focused on
responsible resource development, is pleased to announce its audited results for the year ended 31
December 2023.

Rick Grant, Zephyr's Non-Executive Chairman, said:

"I am pleased to present the Company's financial and opera�onal results for the 2023 financial year, a period in
which we continued to deliver as a cash-generating oil and gas exploration and production group.

 "Despite facing a significant opera�onal challenge during the year, we con�nued to make steady progress in
our pursuit of unlocking the next prolific onshore U.S. oil and gas play.

"With a balanced por)olio of non-operated assets and an operated asset with asymmetric growth poten�al,
our strategy is clear. Cashflows generated from our non-operated asset por)olio in the Williston Basin, North
Dakota, will be recycled and reinvested to develop our flagship operated asset in the Paradox Basin, Utah, to
acquire and to develop further non-operated assets, and to cover our corporate costs.

"I was delighted by the recent safe and successful drilling opera�on on the State 36-2R LNW-CC well and we are
looking forward to the results from the forthcoming production test.

"I would like to extend my apprecia�on to the Zephyr team and our contractors for their ongoing work, and I
would also like to extend my gra�tude to my fellow Board members, leadership team, advisors and most
importantly, our Shareholders for their continued support.

"We have an exci�ng period ahead of us and I believe, more than ever, that we have the pieces in place to
enable us to deliver on our strategic objectives successfully."
 
 
Notice of AGM and posting of annual report

The Annual General Mee
ng of the Company (the "AGM") will be held at 11 a.m. on 31 July 2024 at the offices
of Memery Crystal, 165 Fleet Street, London EC4A 2DY.

A copy of the Company's annual report and accounts, and the no
ce of AGM, will shortly be available on
Zephyr's website, http://www.zephyrplc.com, and posted to Zephyr's Shareholders this week.
 
The Group's results and director statements, as extracted from the annual report and accounts, are set out
further below. 
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Qualified Person

Dr Gregor Maxwell, BSc Hons. Geology and Petroleum Geology, PhD, Technical Adviser to the Board of Zephyr
Energy plc, who meets the criteria of a qualified person under the AIM Note for Mining and Oil & Gas
Companies - June 2009, has reviewed and approved the technical informa
on contained within this
announcement.

Notes to Editors

Zephyr Energy plc (A IM: ZPHR) (OTCQB: ZPHRF) is a technology-led oil and gas company focused on responsible
resource development from carbon-neutral opera
ons in the Rocky Mountain region of the United States.  The
Company's mission is rooted in two core values: to be responsible stewards of its investors' capital, and to be
responsible stewards of the environment in which it works.
 
Zephyr's flagship asset is an operated 46,000-acre leaseholding located in the Paradox Basin, Utah, 25,000 acres
of which has been assessed to hold, net to Zephyr, 2P reserves of 2.6 million barrels of oil equivalent
("mmboe"), 2C resources of 34 mmboe and 2U resources 270 mmboe.
 
In addi
on to its operated assets, the Company owns working interests in a broad porNolio of non-operated
producing wells across the Williston Basin in North Dakota and Montana.  Cash flow from the Williston
produc
on will be used to fund the planned Paradox Basin development. In addi
on, the Board will consider
further opportunistic value-accretive acquisitions.
 

 

CHAIRMAN'S STATEMENT

 

OVERVIEW

O n behalf of the Company's  Board of Directors  (the "Board") I  am pleased to present the Company's  financial  and

operational  results  for the 2023 financial  year which reflect the ongoing efforts  and commitment of the Zephyr team.

Despite facing a  s ignificant opera
onal  chal lenge during the 2023 financial  year, we con
nued to del iver as  a  cash-

genera
ng, explora
on and produc
on group focused on two establ ished oi l  producing bas ins  in the Rocky Mountain

region of the U.S., and we have made steady progress  in the pursuit of our key objec
ve of unlocking the next prol ific

onshore U.S. oi l  and gas  play.

W ith a  balanced porNol io of non-operated assets  and an operated asset with asymmetric growth poten
al , our strategy is

clear. Cashflows generated from non-operated asset produc
on in the W i l l i s ton Bas in, North Dakota, U.S. (the "W i l l i s ton

project") are recycled and reinvested to pursue development of our flagship operated asset in the Paradox Bas in, Utah, U.S.

(the "Paradox project").

We are supported and driven by our excep
onal  people, and have con
nued to bolster our team in the U.S. by way of

several  key hires  in opera
ons and finance. Led by an experienced execu
ve leadership team with a  proven track record, I

bel ieve this  wi l l  enable us  to del iver on our strategy and, in-turn, generate value and responsible growth for a l l  our

stakeholders .

As  a lways, the health, safety and welfare of the team and contractors  i s  of prime importance. We have a zero-harm safety

culture focused on con
nuous improvement to achieve an injury-free and safe work environment. The Board is  pleased to

report that during the period there were no Lost Time Injuries  ("LTIs").

The Board is  a lso commiOed to ensuring that the ac
ons and investment decis ions  i t makes  are in l ine with our core values

of being responsible stewards  of investors ' capital  and of the environment. This  includes  our commitment to minimis ing

our environmental  impact through pos itive actions  and to protect the surroundings  in which we operate.

I n this  respect, I  was  incredibly proud of how we responded to the wel l  control  i ssue on the State 36-2 LNW-C C wel l  (the

"State 36-2 wel l") in Apri l  2023. The incident was  a  s ignificant event for our team but the response, in a  difficult and fast-

moving s i tua
on, was  wel l  executed despite the chal lenges  faced. There were several  important lessons  learned from the

incident, but a  key takeaway for me was the profess ional ism and commitment of our team in address ing the s i tua
on in a



incident, but a  key takeaway for me was the profess ional ism and commitment of our team in address ing the s i tua
on in a

responsible manner. I t i s  further credit to the team that the incident was  closed-off with no LTI s  or long-term environmental

damage and that we managed to get our day-to-day opera
ons back on track to the point that dri l l ing opera
ons

recommenced on the Paradox project within twelve months  of the incident.

AQer months  of me
culous  planning, I  was  del ighted that we managed to successful ly dri l l  the State 36-2R LNW-C C wel l

(the "State 36-2R wel l"). Dri l l ing opera
ons del ivered on al l  the key objec
ves, and we look forward to the commencement

of the produc
on test which wi l l  soon al low us  to understand the ful l  poten
al  of the wel l . This  wi l l  hopeful ly be the

catalyst for an exci ting and transformational  period ahead.

I  am pleased to point to several  examples  of key stakeholders  who have worked with and supported the Company over the

recent months  demonstrating a  strong endorsement of the Company and the way in which we operate.

Sturdy and honest rela
onships , formed over the years  of working with mul
ple state and federal  regulators , proved of

great benefit during the wel l  control  i ssue and subsequent permiRng of the State 36-2R wel l . The rela
onship and

knowledge-sharing partnership with the U.S. Department of Energy and the Univers i ty of Utah con
nues to benefit a l l

par
es, and further non-di lu
ve grant funding has  recently been made avai lable to the Company. Further, the suppor
ve

rela
onship with a  key debt provider, S GR I nvestments  LLC, was  evidenced by the convers ion of a  s izeable por
on of their

exis
ng debt into Zephyr's  equity at the prevai l ing market price. I  am proud that the Company is  recognised by those with

whom we work closely as  a  profess ional  and qual i ty operator.

OPERATIONAL ACTIVITY

Paradox project

During the period under review, Zephyr saw a recal ibra
on at the Paradox project fol lowing the discovery of a  major and

productive natural  fracture network and the subsequent wel l -control  incident on the State 36-2 wel l .

W hat fol lowed was a  period of cons iderable ac
vity to address  the impacts  of the wel l  control  incident. O nce resolved,

and aQer extens ive due di l igence, workover opera
ons and confirma
on that our wel l  control  insurance would cover

substan
al ly a l l  costs  associated with the redri l l ,  the Board concluded that redri l l ing the State 36-2 wel l  was  the op
mal

path forward to harness  the s igni ficant discovery made by the wel l .

Fol lowing the Board's  decis ion, Zephyr's  team commenced detai led internal  wel l -planning processes  (supplemented by

mul
ple high-pressure/high temperature special is t service providers) which resulted in an augmented wel l  plan. O nce

sundry permit approvals  were granted, swiQ progress  was  made by our opera
onal  team with the award of the dri l l ing

permit and securing a  rig contract with Helmerich & Payne ("H&P "), to enable ful l  dri l l ing opera
ons to commence in Apri l

2024.

We were del ighted to recently announce that dri l l ing opera
ons on the State 36-2R wel l  were completed safely and

successful ly and that a l l  key objec
ves  had been met. During the upcoming produc
on test, the wel l  wi l l  be flowed and

produc
on tested to determine reservoir pressure, fluid composi
on, wel l  flow rate, bulk reservoir permeabi l i ty and to

del iver an early estimate of the overal l  potentia l  recoverable resources.

The dri l l ing successes  achieved to date have given added impetus  for the Group to secure an infrastructure solu
on for the

gas  produced from the Paradox project, and in September 2023 we noted the commiss ioning of the Green River pipel ine

owned by Dominion Energy LLC, Utah ("Dominion"). The pipel ine crosses  Zephyr's  acreage pos i
on and has  the poten
al  to

provide a nearby route for gas  export from our Paradox acreage.

We are con
nual ly looking at ways  to increase the scale, op
onal i ty and aOrac
veness  of the Paradox project, and our

new farm-in opportunity in the Salt Wash hel ium field is  another exci
ng development. O ur team has  studied the poten
al

to redevelop the remaining reserves  of the Salt Wash Field, which l ies  directly to the south of our W hite Sands Unit (the

"WS U"), u
l ises  the same road network, and has  s imi lar oi l  and gas  poten
al  in the Paradox Forma
on as  the WS U. W hi le

hel ium is  a  new addi
on to our resource exposure, many nearby Paradox Bas in oi l  and gas  operators  are a lready

producing comingled hel ium in commercial  quan

es, with an ac
ve local  oSake market for produced hel ium. W hi le the

Group is  not looking for hel ium to become a primary focus, the Group is  cognisant that i t may offer op
onal i ty and

represent a  value-added opportunity for the Paradox project. We expect to partner with industry par
cipants  to help

appraise and fund the poten
al  of this  resource whi le a lso taking advantage of our regional  knowledge, exis
ng

operations  and asset platform. 

Williston project

O ur non-operated assets  con
nue to del iver strong cashflows, a l lowing us  to proceed with our ongoing Paradox project

development, and have been of cri tical  importance during the period in which we managed the wel l  control  incident.

O ur robust and diverse porNol io of non-operated produc
on and near-term produc
on assets  were acquired for their low-

risk, high-return cashflow poten
al . S ince 2020, we have completed 14 discrete acquis i
ons with a  porNol io of interests

taking production from zero to a  current run rate of over 1,200 barrels  of oi l  equivalent per day ("boepd").

At 31 March 2024, we had 230 wel ls  in our porNol io avai lable for produc
on and our net working interests  now average



At 31 March 2024, we had 230 wel ls  in our porNol io avai lable for produc
on and our net working interests  now average

7.1% per wel l  (equivalent to 16.3 total  wel ls ).

ENVIRONMENTAL, SOCIAL AND GOVERNANCE ("ESG")

As we grow and transform the Company, we con
nue to foster a  safe working environment and maintain ac
ve rela
ons in

the communi
es  in which we operate. Sustaining our local  communi
es  through environmental  stewardship, socia l

responsibi l i ty and strong corporate governance is  an extens ion of our miss ion and reflects  our goal  to make a las
ng and

meaningful  pos itive impact in these communities .

I  am pleased that we con
nue to pursue carbon-neutral  s tatus  as  an oi l  and gas  producer. This  i s  achieved through our

Verified Emiss ion Reduc
on credits  ("VERs") programme, which aims to offset a l l  Scope 1 carbon emiss ions  from both our

operated and non-operated assets , and which is  administrated through the P rax Group ("P rax"), a  leading UK- based energy

trading company.

FINANCIAL

For the 2023 financial  year, the Group reported revenues of US$25.2 mi l l ion (2022: US$41.1 mi l l ion) and a gross  profit of

US$7.2 mi l l ion (2022: US$22.4 mi l l ion).

These results  were largely in l ine with our expecta
ons, reflec
ng the lower oi l  price environment over the period, normal

decl ine on the non-operated porNol io wel ls , and delays  to the s ix wel ls  operated by S lawson Explora
on Company

("Slawson") coming onl ine.

The Slawson wel ls  are now onl ine, a lbeit s
l l  not at ful l  capacity. At the date of this  report, produc
on informa
on

indicates  that the wel ls  remain partia l ly curtai led, l ikely due to gas  infrastructure constraints .

CONCLUSION

I  would l ike to extend my apprecia
on to the team and our contractors  for their work during the past year to del iver on the

development of the Paradox project and on our wider strategy. I  would a lso l ike to extend my gra
tude to my fel low Board

members , leadership team, advisors  and most importantly our Shareholders  for their continued support.

The Board is  looking to the future with a  high degree of confidence as  we con
nue to del iver on our vis ion of 'opening up

the next prol i fic onshore U.S. oi l  and gas  play' and del ivering value for a l l  s takeholders .

We have an exci
ng period ahead of us  and I  bel ieve we have the pieces  in place to enable us  to del iver on our strategic

objectives  successful ly.

 

 
RL Grant

Chairman

26 June 2024

 

CHIEF EXECUTIVE OFFICER'S REPORT AND OPERATING REVIEW
 
PRINCIPAL OBJECTIVES AND STRATEGIES

Zephyr Energy plc i s  an oi l  and gas  exploration and production group operating in the Rocky Mountain region of the U.S.

The Group's  stated miss ion is  to open up the next prol ific onshore U.S. oi l  and gas  play through the development of i ts

flagship Paradox project. The two core values  of the Group are to be responsible stewards  of investors ' capital  and

responsible stewards  of the environment.

To achieve this  miss ion, the Group has  priori tised:

·   Bui lding a  team with s ignificant experience in the U.S. oi l  and gas  sector, with a  par
cular focus  on opera
ons,

development, governance, finance, merger, acquis i
on, and turnaround experience. The Group has  strengthened

the operational  team s igni ficantly during the 2023 financial  year with several  key appointments  and promotions;

·      Maintaining a  clear strategic direc
on - we are whol ly focused on responsible explora
on and produc
on assets

in the Rocky Mountain region;

·      The development of a  non-operated asset portfol io that provides  cashflow to be reinvested in the Paradox project;

·      A con
nued focus  on meaningful  ES G efforts , including corporate governance compl iance, pursuing carbon-

neutral i ty across  our operations, and proactive engagement with the communities  in which we operate;

·      The leveraging of partnerships  (such as  the U.S. Department of Energy, experienced operators  in the bas ins  in

which we operate, and relationships  with our debt providers  and Shareholders);

·     The des ign and bui ld of a  technology-led acquis i
on process  which can rapidly assess  opportuni
es  of further

interests  through acquis i tion, farm-in agreements  or joint venture arrangements; and



·      Tight financial  control  and cash conservation.

 

REVIEW OF OPERATIONS AND FUTURE DEVELOPMENTS
Overview
 
The 2023 financial  year, and the period s ince, were a 
me of sustained progress  and ac
vity for Zephyr despite an

unwelcome operational  setback with the wel l -publ icised State 36-2 wel l  control  i ssue.

The Group con
nues to lay the founda
ons to bring the Paradox project into commercial  produc
on, and in doing so wi l l

del iver on the Board's  core miss ion of unlocking the next prol i fic onshore oi l  and gas  play in the U.S.

Having made excel lent progress  in rec
fying maOers  fol lowing the wel l  control  incident on the State 36-2 wel l , we

subsequently recommenced our dri l l ing opera
ons, and the recent dri l l ing of the State 36-2R wel l  means we have now ful ly

resumed our Paradox project activi ty and the wider project development.

I n addi
on to our planned ac
vity on the Paradox project, we expect to see increased cashflows from our non-operated

assets  over the course of the next financial  year, par
cularly now that the S lawson wel ls  are onl ine. P lanning is  underway

to develop our new farm-in project in the Salt Wash natural  gas  and hel ium field. The Salt Wash project wi l l  l ikely be

undertaken in a  financial  partnership with industry participants .

I  feel  that we can look forward to the next period with a  degree of op
mism and excitement as  we look to further unlock the

value from our strong asset portfol io for our Shareholders .

Paradox project - operated asset

Background

The Board continues  to bel ieve that the Paradox project has  cons iderable scale and economic potentia l .

The Paradox project i s  an operated lease holding of over 46,000 gross  acres , 25,000 acres  of which has  been assessed, by

third-party consultant Sproule I nterna
onal  ("Sproule"), to hold, net to Zephyr, 2P  reserves  of 2.6 mi l l ion barrels  of oi l

equivalent ("mmboe"), 2C resources  of 34 mmboe and net unrisked 2U resources  of 270 mmboe.

The Group's  land management strategy con
nues to be ac
ve and has  resulted in a  defens ible and growing land pos i
on

which Zephyr's  Board bel ieves  is  increas ingly difficult to repl icate in today's  increas ingly regulatory and pol i
cal

environment.  

To date, a l l  three wel ls  dri l led by Zephyr at the Paradox project have discovered hydrocarbons, and the project appears

capable of being transformed into commercial  production once the wel ls  are tied into natural  gas  infrastructure.

Dri l l ing ac
vity to date has  provided the Group with a  wealth of new reservoir informa
on which has  in turn resulted in a

far greater geological  understanding of our acreage pos ition. This  information includes  strong evidence of:

·      A continuous resource play (tight oi l  and tight gas);

·      Repeatable petrophys ics  across  a  large area;

·      Geology which correlates  with the seismic results ;

·      Cons istent reservoir thickness  within a  sub area;

·      High reservoir pressures;

·      High matrix permeabi l i ty for a  resource play;

·      A reservoir which can be stimulated (with favourable rock mechanics  a lbeit under high stress); and

·      The presence of productive natural  fractures .

Based on this , the Board bel ieves  that the Paradox project contains  substan
al  poten
al  ups ide and is  ful ly focused on

continuing the work required to develop the acreage into a  revenue generating project.

The Board is  del ighted that Dominion's  16-inch gas  export pipel ine which extends across  the Paradox project has  now been

completed. This  off-take solu
on directly crosses  over Zephyr's  asset base and provides  the poten
al  for the commercial

export of natural  gas  from our wel ls  to the sales  market.

State 36-2 well

I n November 2022, the Group announced that dri l l ing on the State 36-2 wel l  had commenced with the prime objec
ve to

target potentia l  production from the Cane Creek reservoir. Dri l l ing operations  continued into 2023.

Results  from the dri l l ing opera
ons indicated that the wel l  penetrated a folded and natural ly fractured Cane

Creek reservoir, features  which have been highly produc
ve in Cane Creek wel ls  dri l led by other operators . Pore pressure

analys is  suggested that the wel l  encountered very high reservoir overpressure, with forma
on pressures  es
mated at

around 9,300 pounds per square inch (which is  broadly cons istent with previous ly dri l led offset wel ls ).

The wel l  further del ineated the presence of natural  gas  and condensate within a  large structural  compartment at a  new



loca
on within Zephyr's  acreage and 3D seismic coverage, and provided addi
onal  confirma
on of Zephyr's  model  for

hydrocarbons in place across  i ts  enti re acreage pos ition.

State 36-2 well production test and well control incident

O n 8 March 2023, the Group announced that planning for the produc
on test on the wel l  had been completed and that a l l

services  for the test had been procured. A service rig was  mobi l i sed to the wel l -s i te and opera
ons on the ground

commenced. Workover opera
ons (which were to include perfora
ng the wel l  in the produc
ve por
on of the Cane

Creek reservoir) and subsequent produc
on tes
ng were es
mated to take four to s ix weeks. As  the wel l  was  expected to

flow from natural  fractures , no hydraul ic stimulation was expected as  part of this  test.

O n 7 Apri l  2023, as  workover opera
ons were being completed, the wel l  experienced a control  i ssue despite mul
ple

aOempts  to secure the wel l  by the rig crew. The incident was  ini
al ly caused by a  downhole barrier fa i lure and then a

subsequent fa i lure of a  surface safety valve, which resulted in hydrocarbons being released from the wel l .

I n keeping with safety procedures, a l l  personnel  were safely evacuated without injury. Al l  relevant authori
es  were no
fied

and a specia l is t wel l  control  team (recommended by the Group's  insurers) was  deployed to bring the wel l  under control  as

quickly as  poss ible. 

Ul
mately, wel l  control  efforts  were successful  and remedia
on and clean-up opera
ons completed. A third-party

confirmatory environmental  survey was subsequently undertaken and the results  found no evidence of any environmental

impact. The relevant authori ties  confi rmed that the remediation satis fied regulatory standards.

During the incident, mul
ple joints  of the wel l 's  2 7/8-inch produc
on tubing were compromised, and Zephyr's  opera
ons

team worked methodical ly to remove and inspect the joints  whi le keeping the wel lbore sta
c. O pera
ons to retrieve the

damaged tubing progressed s lower than expected due to the poor condi
on of the tubing, as  exhibited by the mul
ple

damaged and buckled joints  retrieved that led to the need for mi l l ing opera
ons. Ul
mately opera
ons did not result in

sufficient recoveries  to jus
fy the con
nua
on of the ongoing cost of this  wel l  work versus  the es
mated cost to redri l l  the

wel l .

Therefore, and fol lowing consulta
on with our regulators  and insurers , the Board elected to proceed with a  redri l l  of a

"twinned" wel l , the State 36-2R wel l , from an adjacent location on the same dri l l ing pad.

The Group retains  ful l  wel l  control  insurance coverage and expects  to recover substan
al ly a l l  costs  associated with the

wel l  control  incident and the dri l l ing costs  associated with the redri l l . At the date of this  report, ci rca US$12 mi l l ion has

been recovered in respect of the incident.

State 36-2R well

O ver the last few months  of 2023, with the aim of ensuring an op
mal  dri l l ing outcome for the State 36-2R wel l , Zephyr's

team commenced a detai led internal  wel l -planning processes  (supplemented by mul
ple high-pressure/high temperature

special is t service providers) and con
nued i ts  extens ive interac
on with the Group's  wel l  control  insurance providers .

This  process  culminated in an updated dri l l ing plan which was then submitted to state and federal  regulators  for approval .

I n February 2024, the Group announced that i t had received the regulatory approvals  and permits  required to proceed with

the redri l l  and in March 2024, fol lowing a detai led selec
on process , Zephyr announced that i t had s igned a rig contract

with H&P for i ts  Rig 257 to dri l l  the wel l .

The key objectives  of the State 36-2R wel l  were:

·      To successful ly complete dri l l ing operations  to total  depth safely and without harm to people, the environment or

equipment;

·      To successful ly twin the State 36-2 wel l  and intersect the same Cane Creek reservoir natural  fracture system

identi fied by i t;

·      To confirm the presence of hydrocarbons as  found by the State 36-2R wel l , and further appraise the Cane

Creek reservoir at Zephyr's  federal  WSU; and

·      Should the original  wel l  result be repl icated, to assess  the reservoir productivi ty by flow testing the new wel l .

I n Apri l  2024, the Group announced that ful l  dri l l ing opera
ons had commenced and the surface sec
on of the wel l  had

been spud. By June 2024, the Group announced that the wel l  had been completed safely and successful ly, with the wel l

dri l led to a  total  depth of 10,290 feet (measured depth) where i t intersected the same Cane Creek reservoir within 15 feet of

the original  wel lbore and i ts  natural  fracture network. This  means that the three of the four key objec
ves  for the wel l  have

now been met.

Zephyr has  mobi l i sed the equipment for comple
on and produc
on tes
ng of the natural ly fractured reservoir zone that

was intersected during dri l l ing operations  and production testing is  expected to be underway shortly.

I ni
al  analys is  from dri l l ing indicates  that the State 36-2R wel l , l ike the State 36-2 wel l , penetrated a folded and natural ly

fractured sec
on of the Cane Creek reservoir. The wel l  encountered dri l l ing mud gas  shows of a  s imi lar magnitude to the



fractured sec
on of the Cane Creek reservoir. The wel l  encountered dri l l ing mud gas  shows of a  s imi lar magnitude to the

original  wel l  and pore pressure analys is  suggest forma
on pressures  es
mated at approximately 9,300 pounds per square

inch (which is  broadly cons istent with previous ly dri l led offset wel ls ).

The wel l  further confi rms the presence of hydrocarbons within a  large structural  compartment, within Zephyr's  acreage and

3D seismic coverage. During the ongoing produc
on test, the wel l  wi l l  be flowed and produc
on tested to determine

reservoir pressure, fluid composi
on, wel l  flow rate, bulk reservoir permeabi l i ty and del iver an early es
mate of the

overal l  potentia l  recoverable resources.

State 16-2LN-CC well update

Fol lowing on from the successful  dri l l ing, comple
on and produc
on test of the State 16-2LN-C C wel l  (the "State 16-2 wel l")

in 2022, the first phase of the extended produc
on tes
ng on the wel l  was  completed within the flare consent l imit set by

the regulatory bodies , and Zephyr subsequently tested the wel l  a  second 
me in March 2023 to commiss ion surface

faci l i ties , improve flow assurance and to gather more production data. 

This  second wel l  test was  hampered by severe weather and ini
al  surface faci l i ty commiss ioning issues  which resulted in

delays  to the programme and, at times, intermittent operational  activi ty.

O nce the start-up commiss ioning issues  had been successful ly resolved, the wel l  was  ini
al ly brought onl ine at choked-

back, moderate rates  to test for flow assurance at varying levels  of produc
on. At a  control led rate of 2 mi l l ion cubic feet

of gas  per day and 100 barrels  of oi l  per day (an average of 433 boepd) the wel l  flowed con
nuously and surface flow

assurance efforts  proved successful .

As  flow rates  were increased above those levels , wel l  performance became l imited by freshwater pumping capacity and

was subsequently impacted by the forma
on of down-hole sal t precipitate. The precipitate, which blocked and was

subsequently cleared mul
ple 
mes, impacted the wel l 's  flow capacity to achieve extended higher rates . The Group was in

early stages  of testing higher rates  when i ts  mandated flaring l imits  were reached. 

The opera
onal  team is  assess ing whether the precipitate issue is  a  func
on of con
nued flow back of injected comple
on

fluids  or a  func
on of normal  flowing condi
ons. Under ei ther scenario, the Group has  planned mi
ga
on solu
ons in

place and plans  to test these solu
ons in the coming months  (subject to regulatory approvals  and gas  export avai labi l i ty)

in order to ful ly determine the potentia l  of the reservoir at this  location.

Working interest acquisition, WSU restructuring and acreage acquisition

As outl ined above, we con
nue to take a number of steps  to strengthen the Paradox project land pos i
on which wi l l  be

cri tical  for the long-term success  of the project.

I n February 2023, Zephyr announced that i t had completed i ts  acquis i
on of the remaining 25% working interest in the core

acreage of the Paradox project from Rockies  Standard Oi l  Company LLC ("RSOC"). 

The total  cons idera
on payable for the working interest i s  up to US$3 mi l l ion, payable by way of the issue of new O rdinary

Shares  of 0.1 pence each in the capital  of the Company at a  price of 6.05 pence per new O rdinary Share, represen
ng a

circa 11% premium to the Company's  mid-market clos ing share price on 20 December 2022.

·      A fi rst tranche of 13,483,095 new Ordinary Shares  was  issued to RSOC on the completion of the acquis i tion; and

·      A second tranche of 26,966,189 new O rdinary Shares  wi l l  be issued upon Zephyr's  final  investment decis ion with

respect to the contract award to a  primary contractor to commence construc
on ac
vi
es  to make the Powerl ine

Road gas  process ing plant operational .

The acquis i
on provided an immediate opportunity for Zephyr to consol idate i ts  working interest in the core acreage of

the Paradox project and includes  the fol lowing assets :

·      The remaining 25% interest in the State 16-2 wel l  (with an estimated NPV-10 of US$3.1 mi l l ion);

·      The remaining 25% interest in the State 36-2 wel l ; and

·      Zephyr retains  i ts  100% ownership in the infrastructure assets  acquired in 2022.

The acquis i
on was also immediately accre
ve across  a l l  reserve and resource categories . Zephyr's  technical  team

estimated that the acquis i tion added:

·      Over 450,000 barrels  of oi l  equivalent ("boe") in 2P Reserves;

·      Over 7 mi l l ion boe in 2C Contingent Resources; and

·      Over 67 mi l l ion boe of 2U unrisked Prospective Resources.

I n late 2022, the Group announced the acquis i
on of addi
onal  Paradox Bas in acreage adjacent to i ts  WS U deemed by the

Board to have immediate development potentia l . 

The acquired acreage was largely covered by Zephyr's  exis
ng 3D seismic, and directly bordered the Zephyr lease on which

the State 36-2 and State 36-2R wel ls  are located, and with access  to pre-exis
ng surface infrastructure which Zephyr

subsequently acquired.



A por
on of the acquired acreage was envis ioned to be added to the WS U, subject to approval  from the U.S. Bureau of Land

Management (the "BLM") for which the Group appl ied in early 2023. I n July 2023, Zephyr announced that this  approval  was

granted as  part of larger expansion/contrac
on amendment of the WS U. As  part of the approval , 5,000 high-graded acres

with near-term development poten
al  were added to the WS U, and roughly 5,395 acres  deemed by the Group to be less

suitable for future development were rel inquished.

These ac
ons are part of the Group's  ac
ve and ongoing porNol io management of i ts  project pos i
on. The Board is  pleased

with i ts  ongoing BLM interac
ons which resulted in an amended federal  unit with an upgraded and manageable acreage

position - a  pos ition increas ingly di fficult to repl icate in today's  regulatory and pol i tical  environment.  

I n August 2023, the Group announced an agreement to increase i ts  land pos i
on through the targeted acquis i
on of an

additional  640 leased acres  deemed by the Group to be prospective for mid to long-term development.

The new acreage is  on Utah School  and I ns
tu
onal  Trust Lands  Administra
on ("S I TLA") lands  and was secured during a

SITLA auction. The acreage is  close to the Group's  existing WSU and gas  export infrastructure.

Greentown wells

I n July 2023, the Group announced that i t had commenced an assessment of five exis
ng wel lbores  (located in the WS U)

acquired as  part of a  larger acquis i
on of infrastructure assets  in 2022. Several  of the exis
ng wel ls  are former producers

of hydrocarbons and were subsequently shut-in due to lack of opera
ng infrastructure. O thers  were deemed to have

poten
al  future use as  sal t water disposal  wel ls  or as  producers  of sal t water brine for poten
al  extrac
on of l i thium

resources.

As  part of this  assessment, Zephyr commenced produc
on from the Greentown Federal  28-11 wel l  (the "28-11 wel l") in

order to understand the wel l 's  poten
al  contribu
on to overal l  field produc
on when ongoing field infrastructure work

has  been completed. Hydrocarbons were produced from the wel l , with condensate volumes col lected for sale and natural

gas  volumes being flared within mandated l imits .

Historical ly, the 28-11 wel l  produced over 0.36 bi l l ion cubic feet ("bcf") of gas  and 93,000 barrels  of oi l  prior to being shut-

in due to a  pipel ine shut-down.

Farm-in to Salt Wash helium field

I n O ctober 2023, the Group announced that i t had opted to farm-in to the Salt Wash Field to increase the Group's  oi l  and

gas  resource poten
al , and to achieve exposure to the U.S. industria l  hel ium market. The farm-in is  to a  minimum 75%

working interest in a  1,047-acre leasehold pos i
on in the Salt Wash Field which l ies  three mi les  to the south of the Group's

WSU. The Board views the farm-in as  a  natural  extens ion to the Paradox project.

The field has  an already discovered, proven hel ium resource in the Leadvi l le Forma
on, with further opportunity for ups ide

through two deeper hel ium exploration targets .

The Group's  management forecasts  the Salt Wash project to include:

·      Net hel ium discovered resource potentia l  of 0.07 to 0.19 bcf (Lower Leadvi l le Formation only);

·      Net hel ium un-risked, prospective resource of a  further 0.04 to 0.66 bcf (including exploration targets); and

·      An es
mated net present value at a  10% discount rate ("NPV-10") of ci rca US$58 mi l l ion with the risked ups ide

case having an NPV-10 of ci rca US$120 mi l l ion (us ing US$650 per thousand standard cubic feet ("mscf")

and US$750/mscf pricing, respectively).

Under the terms of the farm-in agreement, payments  total l ing US$0.6 mi l l ion were made to the incumbent leaseholder and
it i s  the Group's  inten
on that the dual -purpose Leadvi l le Forma
on del inea
on wel l  (the "Commitment Wel l") wi l l  be
dri l led. The Commitment Wel l  would also test the two addi
onal  hel ium explora
on targets  and other poten
al
hydrocarbon bearing reservoirs . The Group expects  to partner with industry par
cipants  to help finance the Commitment
Wel l  and appraise and fund the poten
al  of this  resource whi le a lso taking advantage of our regional  knowledge, exis
ng
operations  and asset platform.

Dominion pipeline availability

I n September 2023, the Group was no
fied by Dominion that i ts  gas  supply pipel ine from the Northwest Gas  P ipel ine

system to the Green River area was operational .

Williston project - non-operated asset

Overview

I n 2021, Zephyr stated that one of i ts  key goals  was  to establ ish produc
on and pos i
ve cashflow either through i ts

exis
ng porNol io (the Paradox project), via  acquis i
on, or through a combina
on of both. The W i l l i s ton project, fol lowing

14 discrete acquis i
ons, con
nues to del iver on this  goal  with 2023 produc
on of ci rca 1,040 boepd, net to Zephyr, and

corresponding revenues of ci rca US$25 mi l l ion for the year.

At 31 March 2024, Zephyr had working interests  in 230 wel ls  that were avai lable for produc
on. The working interests  are

in prime loca
ons, and the majori ty of the wel ls  are operated by Chord Energy Corpora
on, a  leading W i l l i s ton



in prime loca
ons, and the majori ty of the wel ls  are operated by Chord Energy Corpora
on, a  leading W i l l i s ton

Bas in producer.

The Group's  non-operated porNol io con
nues to perform above the Board's  ini
al  expecta
ons, and the cashflow from the

portfol io proved to be cri tical  in 2023 as  the Group managed the fa l lout from the wel l  control  i ssue on the State 36-2 wel l .

The Group wi l l  continue to develop and grow i ts  non-operated portfol io through opportunistic acquis i tions.

2023 summary and outlook

2023 produc
on from the non-operated porNol io averaged ci rca 1,040 boepd net to Zephyr, down from 1,410 boepd in

2022. 2023 ful l -year production was lower than in the previous  year due to the standard decl ine of the portfol io and delays

to the s ix Slawson wel ls  coming onl ine in which Zephyr has  s igni ficant working interests .

2023 revenues were US$25.2 mi l l ion, compared to US$41.1 mi l l ion in 2022, impacted by the aforemen
oned decl ine as

wel l  as  a  substantia l ly lower commodity price environment. The average real ised price per barrel  of oi l  was  US$78 in 2023,

with a  ful ly blended real ised price of ci rca US$65 per boe (including gas  and NGLs). Average opera
ng expenditure in 2023

was US$19.93 per barrel  demonstra
ng the high margins  avai lable on the W i l l i s ton project produc
on in the recent

pricing environment.

At 31 December 2023, 225 wel ls  in the porNol io were avai lable for produc
on, and net working interests  across

the W i l l i s ton Bas in non-operated porNol io averaged 8% per wel l , equivalent to 15.1 total  wel ls  net to Zephyr, a l l  of which

uti l i sed horizontal  dri l l ing and modern, hydraul ical ly stimulated completions.

The Slawson wel ls  are expected to give a  boost to produc
on in 2024. The average dai ly produc
on rate from the porNol io

in March 2024 was 1,212 boepd (versus  1,053 boepd in the fourth quarter of 2023), reflec
ng the impact from the Slawson

wel ls  being onl ine, a lbeit not at ful l  capacity. At the date of this  report, produc
on informa
on indicates  that the wel ls

remain partia l ly curtai led, l ikely due to gas  infrastructure constraints .

Slawson wells

I n December 2022, Zephyr announced the acquis i
on of working interests  in the s ix S lawson wel ls  (equivalent to 1.1 total

wel l ) near to Zephyr's  exis
ng non-operated working interests  for a  total  cons idera
on of US$2.9 mi l l ion. I n addi
on,

Zephyr paid the US$8.9 mi l l ion capital  expenditure ("C AP EX ") associated with the working interests  to bring the wel ls  into

production.

The wel ls  are operated by S lawson, a  top-
er operator and one of the largest private companies  in the W i l l i s ton Bas in.

S lawson was an early pioneer of horizontal  development in the W i l l i s ton Bas in and has  excel lent access  to oi lfield service

companies  and infrastructure.

Zephyr's  working interest in the s ix new wel ls  ranges  from 11% to 32% and management estimates  2P Reserves  acquired are

circa 550,000 boe, net to Zephyr.

These new wel ls  were original ly expected to provide a s izeable produc
on boost to the Group in the 2023 financial  year

(having been spud in November 2022 and expected onl ine in the first hal f of 2023). However, delays  were experienced due

to issues  with the comple
on of surface faci l i
es  on the wel l  pad. The wel ls  eventual ly came onl ine on 1 November 2023

with ini
al  flow rates  exceeding management expecta
ons, with produc
on data adjusted for up
me showing an average

flow rate of 897 boepd, net to Zephyr during the wel ls  ini tia l  month of production.

P roduc
on from the Slawson wel ls  was  subsequently temporari ly curtai led in mid-December 2023 due to adverse weather

condi
ons and infrastructure constraints , and produc
on resumed in late January 2024. At the date of this  report, the

wel ls  are currently producing albeit not at ful l  capacity as  they remain par
al ly curtai led, l ikely due to gas  infrastructure

constraints .

W hi le the delays  in produc
on from the Slawson wel ls  has  been frustra
ng, management bel ieves  that performance from

the wel ls  wi l l  ul
mately meet expecta
ons, with an increase to the Group's  overal l  produc
on expected in 2024 as  a  result

of production from the wel ls .

Further production additions

During February 2024, ten wel ls  in which Zephyr holds  working interests  and which are operated by Con
nental

Resources  (Harms Federal  and Q uale Federal ) were placed in produc
on. Early produc
on data shows these wel ls

performing ahead of management expectations, adding ini tia l  production rates , net to Zephyr, of ci rca 75 boepd.

Hedging

I n May 2023, the Board elected to enter into addi
onal  oi l  hedge agreements  given that most of the hedges  acquired in

2022 had s ince crystal l i sed. Volumes hedged for the nine months  ending 31 December 2023 were increased from 94,000

barrels  ("bbls") to 137,000 bbls , at an average hedged produc
on price of US$84.76 per barrel  of oi l , with BP  Energy

Company ("BP"), one of the world's  leading energy trading houses, continuing to serve as  the counterparty.

At 31 December 2023, the Group had hedged 27,000 barrels  of oi l  over the first quarter of 2024 at a  weighted-average price



of US$82.20 per barrel  of oi l . I n Apri l  2024, a  further 76,000 barrels  of oi l  were hedged over the remainder of 2024. 40,500

barrels  of oi l  were hedged at a  price of US$80.91, with the remaining 35,500 barrels  of oi l  being hedged by way of financial

col lars  which enable the Group to lock-in a  minimum price for these barrels . O f these, 26,500 wi l l  give the Group a

minimum price of US$74 per barrel  of oi l  with the remaining 9,000 guaranteeing a  floor price of US$69 per barrel  of oi l .

Corporate

I n June 2023, the Company raised gross  proceeds of US$3.9 mi l l ion (£3.2 mi l l ion) by way of a  placing of 90 mi l l ion new

O rdinary Shares  of 0.1 pence each in the Company at a  price of 3.5 pence per new O rdinary Share which was supported by

a range of existing insti tutional  and other investors , including Premier Miton.

During the period the Group strengthened i ts  team in the U.S. through the appointment or promo
on of several  key

individuals  including:

·      Andy Lee - appointed Chief Financial  Officer (U.S.)

·      Heather Hatfield - appointed Chief Accounting Officer

·      Ryan Walter - promoted to Vice Pres ident - Operations

Al l  three officers  are based in Denver, Colorado.

I n Apri l  2024, the Company issued a total  of 61,503,028 share op
ons to Directors , certain employees  and consultants  of

Zephyr, ei ther to reflect historic awards  under the Company's  Long-Term Incentive Plan, bonuses  for performances  achieved

in 2021 and 2022, to sa
sfy employee contractual  commitments  or commitments  in l ieu of deferred remunera
on and fees

from 2020, during the COVID-19 pandemic.

I n May 2024, the Company re
red US$3.88 mi l l ion of exis
ng debt through the issuance of US$3.88 mi l l ion of equity

comprised of 64,045,768 new O rdinary Shares  of 0.1 pence each in the Company at a  price of 4.85 pence per new O rdinary

Share. The issue price of the O rdinary shares  was  the undiscounted mid-market clos ing price of the Company's  O rdinary

Shares  on 2 May 2024.

The O rdinary Shares  were issued to S GR I nvestments  LLC ("S GR I "), a  US-based ins
tu
onal  investor. I n December 2022, S GR I

provided debt funding to Zephyr Wi l l i s ton LLC, one of the Group's  subs idiaries , to enable i t to acquire the Slawson wel ls .

I n May 2024, the Group announced that i t had been awarded an addi
onal  US$250,000 of non-di lu
ve grant funding from

the U.S. Department of Energy (the "D O E") for opera
ons on the State 36-2R wel l . This  brings  the total  D O E grant funding

made avai lable to the Group to US$3.65 mi l l ion in recent years .

The grant is  administered by the Univers i ty of Utah's  Energy & Geoscience I ns
tute ("EGI "). Zephyr's  technical  team

con
nues to work closely with the EGI , the Utah Geological  Survey and other Utah-based partners  in u
l is ing D O E research

funds to ful ly evaluate the potentia l  overal l  productivi ty of the Paradox Bas in.

I n June 2024, the Group announced a new $5.6 mi l l ion term loan. The new term loan wi l l  amor
se monthly over four years

and has  an interest rate of 10% per annum. P roceeds from the new term loan were used to repay the 12% S GR I  loan, which

has  now been ful ly repaid.

Significant decisions made

During the period under review, the Directors  made several  discrete commercial  decis ions  to ensure the con
nued growth

of the bus iness  and, particularly, the advancement of the Paradox project.

The most s ignificant decis ions  were the approvals  required in respect of the State 36-2R wel l  dri l l , the equity fundraise in

June 2023 and the debt for equity exchange in May 2024. Al l  key decis ions  were unanimously deemed by Board members  to

be in the best interests  of the Group. Detai ls  of these i tems can be found in the relevant sections  of this  Annual  Report.

Outlook

We are off to a  strong start in the 2024 financial  year with the successful  dri l l ing opera
on at the 36-2R wel l  and the

increased production performance from the Wi l l i s ton project now that the Slawson wel ls  are onl ine.

O ver the last few months, we have witnessed the value and benefit of our two-
ered opera
ng model  with our non-operated

asset porNol io providing essen
al  funds  for growth of the Group as  a  whole, and we look forward to the rest of the year

with confidence.

We would l ike to thank al l  Shareholders  for their continued support.

 

On behalf of the Board,

 

JC Harrington

Chief Executive Officer



Chief Executive Officer

26 June 2024

 

FINANCIAL REVIEW

The 2023 financial  year was  characterised by further investment in both the Paradox and the Wi l l i s ton projects .

P rofitabi l i ty and l iquidity were down from the prior year primari ly due to delays  in the S lawson wel ls  coming onl ine, the

State 36-2 wel l  dri l l ing costs  and the associated wel l  control  i ssue.

With the Slawson wel ls  now onl ine, profi tabi l i ty i s  expected to increase again in the 2024 financial  year.

INCOME STATEMENT

During the year ended 31 December 2023, the Group generated revenue of US$25.2 mi l l ion (2022: US$41.1 mi l l ion), and

reported a gross  profit of US$7.2 mi l l ion (2022: US$22.4 mi l l ion), which includes  a  gain of US$0.4 mi l l ion (2022: US$1.8

mi l l ion) in respect of the Group's  hedging programme.

Administra
ve expenses  for the year were US$6 mi l l ion (2022: US$4.8 mi l l ion). The increase from the 2022 financial  year

highl ights  the expansion of the Group's  opera
onal  footprint to provide i t with the capacity and capabi l i ty to develop,

manage and grow i ts  operated and non-operated asset porNol ios . The increase also reflects  expenditure incurred in

apprais ing new opportunities  and other bus iness  development costs .

The Group reports  foreign exchange losses  of US$2.8 mi l l ion for the year (2022: gain of US$6.1 mi l l ion) which is

predominantly in respect of unreal ised losses  on the restatement of intercompany loans  between the Company and i ts

subs idiaries . These losses  arise due to the strength of sterl ing against the U.S. dol lar at the end of 2023.

Finance charges  of US$3.5 mi l l ion (2022: US$2.2 mi l l ion) have been charged in respect of interest charges  and associated

costs  relating to the Group's  borrowings  and unwinding of discount on decommiss ioning. See note 7.

During the year ended 31 December 2023, the Group has  recognised a deferred tax credit, and a corresponding reduc
on in

i ts  net deferred tax l iabi l i ty, of US$1.6 mi l l ion rela
ng to unrel ieved tax losses  and temporary 
ming differences  aris ing in

the U.S. bus inesses  (2022: US$2 mi l l ion)

The Group reports  a  net loss  aQer tax of US$3.5 mi l l ion or a  loss  of 0.21 cents  per O rdinary Share for the year ended 31

December 2023 (2022: net profi t US$19.3 mi l l ion or a  profi t of 1.26 cents  per Ordinary Share).

BALANCE SHEET

Total  investment in the Group's  explora
on and evalua
on assets  as  at 31 December 2023 was US$50 mi l l ion (2022:

US$38 mi l l ion) reflecting the ongoing investment in the Paradox project.

Total  investment in property, plant and equipment as  at 31 December 2023 was US$50.8 mi l l ion (2022: US$51.8 mi l l ion)

reflec
ng deprecia
on, deple
on and amor
sa
on, decommiss ioning obl iga
ons and a working-interest disposal  on the

non-operated asset portfol io.

At 31 December 2023, the Group has  recognised US$0.3 mi l l ion (2022: 1.3 mi l l ion) outstanding deriva
ve contracts  in

respect of i ts  hedging programme at fa i r value, of which US$ ni l  (2022: US$0.2 mi l l ion) has  been recognised in non-current

assets  and US$0.3 mi l l ion (2022: US$1.1 mi l l ion) in current assets .

Trade and other receivables  have increased by US$3.3 mi l l ion, primari ly due to a  provis ion of US$2.9 mi l l ion in respect of

insurance recoveries  rela
ng to the wel l  incident which had not yet been recovered at 31 December 2023. These proceeds

have subsequently been received s ince the year end. See note 17.

Cash and cash equivalents  as  at 31 December 2023 were US$3.6 mi l l ion (2022: US$9 mi l l ion). During the year, the

Company raised gross  proceeds of US$3.9 mi l l ion (2022: US$17.4 mi l l ion) through the placing of new O rdinary Shares  in

the Company.

The Group's  borrowings  as  at 31 December 2023 were US$35.4mi l l ion (2022: US$25.4 mi l l ion). The increase in borrowings

over the year reflects  the C AP EX  for dri l l ing opera
ons on the Paradox project. The rise in borrowings  was  necess i tated by

the delay in the Slawson wel ls  coming onl ine.

SUBSEQUENT DEVELOPMENTS

I n Apri l  2024, the Company issued a total  of 61,503,028 share op
ons to Directors , certain employees  and consultants  of

Zephyr, ei ther to reflect historic awards  under the Company's  Long-Term Incentive Plan, bonuses  for performances  achieved

in 2021 and 2022 (the "Bonus Scheme"), to sa
sfy employee contractual  commitments  or commitments  in l ieu of deferred

remuneration and fees  from 2020, during the COVID-19 pandemic.

I n May 2024 the Company re
red US$3.88 mi l l ion of exis
ng debt through the issuance of US$3.88 mi l l ion of equity

comprised of 64,045,768 new O rdinary Shares  of 0.1 pence each in the Company at a  price of 4.85 pence per new O rdinary

Share. The issue price of the O rdinary Shares  was  the undiscounted mid-market clos ing price of the Company's  O rdinary



Share. The issue price of the O rdinary Shares  was  the undiscounted mid-market clos ing price of the Company's  O rdinary

Shares  on 2 May 2024.

I n June 2024, the Group announced that i t had ful ly repaid the remaining US$6 mi l l ion of the loan that i t had with S GR I .

This  was  achieved largely through u
l is ing proceeds from a new US$5.6 mi l l ion amor
sing term loan with F i rst

International  Bank & Trust ("FIBT").

At 18 June 2024, the Group had cash and cash equivalents  of US$2.5 mi l l ion.

KEY PERFORMANCE INDICATORS

As part of Zephyr's  ongoing development of the Paradox project and the bui ld-out of the non-operated porNol io in the

W il l i s ton Bas in, the Board tracks  i ts  performance against indicators  that reflect the strategic, opera
onal  and financial

progress , as  wel l  as  our impact on society and the environment. These indicators  a l low the Board, management and

stakeholders  to compare Zephyr's  performance to i ts  goals .

Safety performance

 

 

 

Why we measure

·      The  Group ha s  a  ze ro-
ha rm s a fe ty cul ture
focus e d on con
nuous
i mprove me nt to a chi e ve
a n i njury-fre e  a nd s a fe
work e nvi ronme nt

·      We  re qui re  e mpl oye e s
a nd contra ctors  to work
i n a  s a fe  a nd
re s pons i bl e  ma nne r a nd
provi de  the m wi th the
tra i ni ng a nd e qui pme nt
to do s o

 

Performance

·      The re  we re  no re porte d
LTIs  duri ng the  2023
fi na nci a l  ye a r (2022: ni l )

·      The  Group e xpe ri e nce d a
we l l  control  i s s ue  i n the
2023 fina nci a l  ye a r whi l e
dri l l i ng the  Sta te  36-2
we l l . The  i nci de nt wa s
profe s s i ona l l y ma na ge d
a nd di d not re s ul t i n a ny
LTIs  or l ong-te rm da ma ge
to the  e nvi ronme nt.

Adjusted EBITDA

Profit be fore  ta x a djus te d for
DD&A, fina nce  cos ts , unre a l i s e d
fore i gn e xcha nge  ga i ns  / l os s e s
a nd unre a l i s e d he dge  ga i ns  /
l os s e s

Why we measure

·      Indi ca tor of the  Group's
ca s h ge ne ra 
on to fund
e xpe ndi ture s  a nd/or
re turn ca pi ta l  to
Sha re hol de rs

Performance

·      2023 Adjus te d EBITDA
wa s  US$11.8 mi l l i on

·      2022 Adjus te d EBITDA
wa s  US$28.7 mi l l i on

·      The  di ffe re nce  be twe e n
the  Adjus te d EBITDA for
2023 a nd the  pri or ye a r
wa s  pri ma ri l y the  re s ul t
of the  s ta nda rd
producti on de cl i ne  of the
non-ope ra te d a s s e t
porNol i o, l owe r
commodi ty pri ce s  i n the
ye a r a nd de l a ys  to the
s i x Sl a ws on we l l s
comi ng onl i ne .

Net production Why we measure

·      Indi ca tor of re ve nue
ge ne ra ti on pote nti a l

·      Me a s ure  of progre s s
towa rds  a chi e vi ng
produc
on fore ca s ts  a nd
dri vi ng profita bl e
producti on growth

Performance

·      2023 produc
on of
407,600 boe .

·      21% de cre a s e  i n
produc
on from 2022
producti on of 514,650 boe

·      De cre a s e  pri ma ri l y the
re s ul t of the  s ta nda rd
produc
on de cl i ne  of the
non-ope ra te d a s s e t
porNol i o, l owe r
commodi ty pri ce s  i n the
ye a r a nd de l a ys  to the  s i x
Sl a ws on we l l s  comi ng
onl i ne .

 
 

Growth of Paradox project reserves /
resources

Why we measure

·      Indi ca tor of e conomi c
vi a bi l i ty a nd l ong-te rm
produc
on pote n
a l  of
proje cts

Performance

·      No cha nge s  to the
Pa ra dox re s e rve s  /
re s ource s  duri ng the  ye a r

·      It i s  e xpe cte d tha t a
re vi s e d Compe te nt
Pe rs ons  Re port on the
Pa ra dox proje ct wi l l  be
pre pa re d i n the  s e cond
ha l f of 2024.

·      At 31 De ce mbe r 2023, the
Group ha d Pa ra dox Ba s i n
2P re s e rve s  of 2.6
mmboe , 2C re s ource s  of
ci rca  34 mmboe  a nd 2U
re s ource s  of 270 mmboe

 
Carbon emissions Why we measure

·      Ze phyr Ene rgy i s

Performance

·      Purs ue d Scope  1 ca rbon-



·      Ze phyr Ene rgy i s
commi Oe d to
s us ta i na bl e  a nd
re s pons i bl e  oi l  a nd ga s
producti on

·      Purs ue d Scope  1 ca rbon-
ne utra l i ty from both
ope ra te d a nd non-
ope ra te d a s s e ts

·      VERs  cre di t pa rtne rs hi p
wi th Pra x whi ch a i ms  to
mi ti ga te  a l l  Scope  1
ca rbon e mi s s i ons .

 
 

 

 

 

 

CJ Eadie

Group Finance Director

26 June 2024

 

CONSOLIDATED INCOME STATEMENT
For the year ended 31 December 2023

 
Note s

2023
US$'000

2022
US$'000

Re ve nue 6 25,225 41,062
Ope ra ti ng a nd tra ns porta ti on e xpe ns e s (6,964) (4,458)
Producti on ta xe s (1,878) (3,318)
De pre ci a ti on, de pl e ti on a nd a morti s a ti on 14 (9,607) (12,666)
Ga i n on de ri va ti ve  contra cts 15 412 1,781

                                         
Gross profit 7,188 22,401

Admi ni s tra ti ve  e xpe ns e s (5,997) (4,834)
Sha re -ba s e d pa yme nts (6) (210)
Fore i gn e xcha nge  (l os s e s )/ga i ns 8 (2,776) 6,102
Fi na nce  i ncome - 3
Fi na nce  cos ts 7 (3,472) (2,236)

                                         
(Loss)/profit on ordinary activities before taxation 8 (5,063) 21,226

Ta xa ti on cre di t/(cha rge ) 11 1,560 (1,955)
                                         

(Loss)/profit for the year attributable to owners of the parent company (3,503) 19,271
                                            

 
(Loss)/profit per Ordinary Share
Ba s i c, ce nts  pe r s ha re 12 (0.21) 1.26

                                          
Di l ute d, ce nts  pe r s ha re 12 (0.21) 1.18

                                          
                                             

 
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 December 2023

 
2023

US$'000
2022

US$'000

(Loss)/profit for the year attributable to owners of the parent company (3,503) 19,271
 
Other comprehensive income/(loss)
Items that may be subsequently reclassified to profit or loss    
Fore i gn curre ncy tra ns l a ti on di ffe re nce s  on fore i gn ope ra ti ons 2,772 (6,205)

                                          
Total comprehensive (loss)/income for the year attributable to owners
of the parent company

 
(731)

 
13,066

                                            
 

 

CONSOLIDATED BALANCE
SHEET
As at 31 December 2023
 

 
 

Note s

 
2023

US$'000

 
2022

US$'000
 

 

Non-current assets  

Exploration and evaluation assets           13 49,941 37,986 

Property and equipment           14 50,840 51,805 



Property and equipment           14 50,840 51,805 

Derivative contracts           15 - 175 

                                           

100,781 89,966 

                                           

Current assets  

Trade and other receivables 17 7,897 4,637 

Cash and cash equivalents 18 3,611 8,996 

Derivative contracts 15 278 1,133 

                                           

11,786 14,766 

                                           

Total assets 112,567 104,732 

                                           

Current liabilities  

Trade and other payables 19 (6,983) (12,520) 

Borrowings 20 (28,950) (14,572) 

Lease l iabi l i ties (39) - 

                                           

(35,972) (27,092) 

                                           

Non-current liabilities  

Borrowings 20 (6,401) (10,821) 

Lease l iabi l i ties (31) - 

Deferred tax 21 (395) (1,955) 

Provis ions 22 (5,067) (4,138) 

                                           

(11,894) (16,914) 

                                           

Total liabilities (47,866) (44,006) 

                                           

Net assets 64,701 60,726 

                                           

Equity  

Share capital 23 42,568 42,412 

Share premium account 25 71,735 66,847 

Shares  to be issued 25 - 539 

Warrant reserve 24 1,557 1,557 

Share-based payment reserve 25 3,270 3,284 

Cumulative trans lation reserve 25 (13,212) (15,984) 

Accumulated defici t 25 (41,217) (37,929) 

                                           

Equity attributable to owners of the
parent company

64,701 60,726 

                                           

 

CONSOLDIDATED STATEMENT OF CHANGES IN EQUITY
For the year ended 31 December 2023

 

 

 
 

Share capital

Share
premium

account

 
Shares to be

issued

 
Warrant
reserve

Share-based
payment

reserve

Cumulative
translation

reserve

 
Accumulated

deficit

 
 

Total
 

US$'000 US$'000 US$'000 US$'000 US$'000 US$'000 US$'000 US$'000  

 

As at 1 January
2022

42,065 52,875 - 89 3,065 (9,779) (57,721) 30,594  

  

Transactions
with owners in
their capacity as
owners:

 

Issue of equity
shares

347 17,023 - - - - - 17,370  

Exercise of
warrants

- - 539 (122) - - 122 539  



warrants
Expenses of
issue of equity
shares

- (1,461) - -
408 -

- (1,053)  

Warrant
exercise
extension

- (33) - 33 - - - -  

Grant of
warrants

- (1,557) - 1,557 - - - -  

Share-based
payments

- - - - 210 - - 210  

Transfer to
accumulated
deficit in
respect of
lapsed options

 
-

 
-

 
-

 
-

 
(387)

 
-

 
387

 
-

 

Transfer to
accumulated
deficit in
respect of
expired
warrants

 
-

 
-

 
-

 
-

 
(12)

 
-

 
12

 
-

 

                                                                                                                                                           

Total
transactions
with owners in
their capacity
as owners

 
347

 
13,972

 
539

 
1,468

 
219

 
-

 
521

 
17,066

 

                                                                                                                                                           

Profit for the
year

- - - - - - 19,271 19,271  

Other
comprehensive
loss:

 

Currency
translation
differences

- - - - - (6,205) - (6,205)  

                                                                                                                                                           

Total other
comprehensive
loss for the year

 
-

 
-

 
-

 
-

 
-

 
(6,205)

 
-

 
(6,205)

 

                                                                                                                                                           

Total
comprehensive
income for the
year

 
-

 
-

 
-

 
-

 
-

 
(6,205)

 
19,271

 
13,066

 

                                                                                                                                                           

As at 31
December
2022

42,412 66,847 539 1,557 3,284 (15,984) (37,929) 60,726  

  

Transactions
with owners in
their capacity as
owners:

 

Issue of equity
shares

156 5,318 - - - - - 5,474  

Exercise of
warrants

- - (539) - - - - (539)  

Expenses of
issue of equity
shares

- (430) - -
195 -

- (235)  

Share-based
payments

- - - - 6 - - 6  

Transfer to
accumulated
deficit in
respect of
expired options

 
-

 
-

 
-

 
-

 
(215)

 
-

 
215

 
-

 

                                                                                                                                                           

Total
transactions
with owners in
their capacity
as owners

 
156

 
4,888

 
(539)

 
-

 
(14)

 
-

 
215

 
4,706

 

                                                                                                                                                           

Loss for the
year

- - - - - - (3,503) (3,503)  

Other
comprehensive
income:

 

Currency
translation
differences

- - - - - 2,772 - 2,772  

                                                                                                                                                           

Total other
comprehensive
income for the
year

 
-

 
-

 
-

 
-

 
-

 
2,772

 
-

 
2,772

 

                                                                                                                                                           

Total
comprehensive
loss for the
year

 
-

 
-

 
-

 
-

 
-

 
2,772

 
(3,503)

 
(731)

 



year
                                                                                                                                                           

As at 31
December
2023

42,568 71,735 - 1,557 3,270 (13,212) (41,217) 64,701  

                                                                                                                                                           

 
CONSOLIDATED CASH FLOW STATEMENT
For the year ended 31 December 2023
 

 
 

2023
US$'000

2022
US$'000

 
Operating activities
(Loss)/profi t for the year before taxation (5,063) 21,226
Adjustments  for:
Finance income - (3)
Finance costs 3,472 2,236
Depreciation and depletion of property and equipment 9,630 12,668
Share-based payments 6 210
Unreal ised foreign exchange losses/(gains) 2,772 (5,672)

                                          
Operating cash inflow before movements  in working
capital 10,817 30,665
Increase in trade and other receivables (403) (2,850)
Unreal ised loss/(gain) on derivative contracts 1,029 (1,308)
Increase in trade and other payables 191 723

                                          
Cash generated from operations 11,634 27,230
Income tax paid - -

                                          
Net cash generated from operating activities 11,634 27,230

                                          
Investing activities
Additions  to exploration and evaluations  assets (21,643) (13,297)
Business  combination - (37,880)
Acquis i tion of oi l  and gas  properties - (3,362)
Additions  to oi l  and gas  properties (10,467) (10,482)
(Decrease)/increase in capital  expenditures  related
payables

(5,754) 9,300

Proceeds on disposal  of oi l  and gas  properties 2,262 -
Insurance proceeds received in respect of exploration
and evaluation assets

7,712 -

Grant funds  received in respect of exploration and
evaluation assets

302 -

Interest received - 3
                                          

Net cash used in investing activities (27,588) (55,718)
                                          

Financing activities
Net proceeds from issue of shares 3,700 16,317
Exercise of warrants - 539
Proceeds from borrowings 13,260 30,500
Repayment of borrowings (4,244) (8,931)
Repayment of lease l iabi l i ties (7) -
Interest and fees  paid on borrowings (2,140) (2,218)

                                          
Net cash generated from financing activities 10,569 36,207

                                          
Net (decrease)/increase in cash and cash equivalents (5,385) 7,719
 
Cash and cash equivalents at beginning of year 8,996 1,811
 
Effect of foreign exchange rate changes - (534)
                                           
Cash and cash equivalents at end of year 3,611 8,996

                                          
 

 

SELECTED NOTES TO THE FINANCIAL STATEMENTS (the full set of notes are available in the annual report and accounts)

For the year ended 31 December 2023

2.           ADOPTION OF NEW AND REVISED STANDARDS

STANDARDS ADOPTED DURING THE YEAR

The Group has  adopted al l  of the new or amended Accoun
ng Standards  and interpreta
ons issued by the I nterna
onal

Accoun
ng Standards  Board ("I AS B") that are mandatory and relevant to the Group's  ac
vi
es  for the current repor
ng

period.

The fol lowing new and revised Standards  have been adopted but have not had any materia l  impact on the amounts

reported in these financial  s tatements:

·   Amendments  to IFRS 17 - Insurance contracts



·   Amendments  to IFRS 17 - Insurance contracts

·   Amendments  to IFRS 17 - Initial application of IFRS 17 and IFRS 9 - comparative information

·   Amendments  to IAS 1 and IFRS practice statement 2 - Disclosure of accounting policies

·   Amendments  to IAS 8 - Definition of accounting estimates

·   Amendments  to IAS 12 - Deferred tax related assets and liabilities arising from a single transaction

·   Amendments  to IAS 12 - International tax reform - pillar two model rules

STANDARDS ISSUED BUT NOT YET EFFECTIVE

Any new or amended Accoun
ng Standards  or interpreta
ons that are not yet mandatory (and in some cases, had not yet

been endorsed by the UK  Endorsement Board) have not been early adopted by the Group for the year ended 31 December

2023. They are as  fol lows:

·   Amendments  to IAS 1 - Classification of liabilities as current or non-current

·   Amendments  to IFRS 16 - Lease liability in a sale and leaseback

·   Amendments  to IAS 1 - Non-current liabilities with covenants

·   Amendments  to IAS 7 and IFRS 7 - Supplier finance arrangements

·   Amendments  to IAS 21 - Lack of exchangeability

·   Amendments  to IFRS 10 and IAS 28 - Sale or contribution of assets between an investor and its associate or joint venture

·   IFRS S1 - General requirements for disclosure of sustainability - related financial information

·   IFRS S2 - Climate-related disclosures

The Directors  do not expect that the adop
on of these Standards  or I nterpreta
ons in future periods  wi l l  have a materia l

impact on the financial  s tatements  of the Company or the Group.

3.           MATERIAL ACCOUNTING POLICIES

BASIS OF PREPARATION

The financial  s tatements  have been prepared in accordance with UK-adopted I nterna
onal  Accoun
ng Standards  and with

the requirements  of the Companies  Act 2006 as  appl icable to companies  reporting under those standards.

The financial  s tatements  have been prepared on the historical  cost bas is , other than certain financial  assets  and

l iabi l i
es , which are stated at fa i r value. Historical  cost i s  general ly based on the fa ir value of the cons idera
on given in

exchange for assets .

The consol idated and the Company financial  s tatements  are presented in United States  dol lars  ("US$"). Al l  amounts  have

been rounded to the nearest thousand unless  otherwise indicated.

The functional  currency of the Company is  pounds sterl ing ("£") and that of the U.S. subs idiaries  i s  US$.

As  described below, the Directors  con
nue to adopt the going concern bas is  in preparing the consol idated and the

Company financial  s tatements .

The accoun
ng pol icies  set out below have, unless  otherwise stated, been appl ied cons istently to a l l  periods  presented in

these financial  s tatements .

The prepara
on of the financial  s tatements  in compl iance with UK-adopted interna
onal  accoun
ng standards  requires

management to make es
mates  and the Directors  to exercise judgement in applying the Group's  accoun
ng pol icies . The

s ignificant judgments  made by the Directors  in the appl ica
on of these accoun
ng pol icies  that have s ignificant impact on

the financial  s tatements  and the key sources  of estimation uncertainty are disclosed in note 4.

GOING CONCERN

The Directors  have prepared cashflow forecasts  for the Group and Parent Company for the period to 31 December 2025

based on their assessment of both the discre
onary and the non-discre
onary cash requirements  of the Group during this

period and based on a range of sens itivi ties  and scenarios .

These cashflow forecasts  include the forecast revenues from, and the opera
ng costs  of, the Group's  opera
ons, together

with a l l  commiOed development expenditure and cashflows related to the dri l l ing of the State 36-2R wel l  and the expected

insurance recoveries  from the dri l l ing opera
ons.  As  disclosed in note 13, a  wel l  incident happened during the year which

led to the dri l l ing of the new State 36-2R wel l . The Group has  comprehensive wel l  control  insurance coverage and the Board

expects  to recover insurance proceeds from the wel l  incident for the cost of dri l l ing the new State 36-2R wel l . Should the

insurance proceeds be delayed or lower than expected, the Group could require further funding to meet i ts  commitments

within the going concern assessment period.

I n addi
on, as  at 31 December 2023, the Group and the Parent Company had exis
ng borrowings  that are payable within

12 months  (current) from the end of the repor
ng period. To meet this  obl iga
on, the Group and the Parent Company wi l l

require debt refinancing of existing borrowings  or ra is ing of additional  funding.

As  such, the Group and the Parent Company's  abi l i ty to con
nue as  going concerns  is  dependent on securing insurance



proceeds and debt refinancing of exis
ng borrowings  or ra is ing addi
onal  funding which are not guaranteed. This

indicates  the existence of a  materia l  uncertainty which may cast s ignificant doubt over the Group and the Parent

Company's  abi l i ty to con
nue as  going concerns, and therefore, the Group and the Parent Company may be unable to

real ise their assets  and discharge their l iabi l i ties  in the normal  course of bus iness .

Fol lowing detai led discuss ions, the Directors  are confident that the Group and the Parent Company wi l l  be able to secure

insurance recoveries  as  per above, refinance their exis
ng borrowings  and raise addi
onal  funding to enable the Group

and the Parent Company to con
nue in opera
on for at least the next twelve months  from the date of approval  of the

financial  s tatements . The Directors  have extens ive experience in ra is ing capital  for projects  and ventures  and remain

confident in the Group and the Parent Company's  abi l i ty to ra ise the capital  needed to maintain and del iver on i ts

commitments  and continue as  a  going concern.

The Directors  con
nue to adopt the going concern bas is  in preparing the consol idated financial  s tatements . The financial

statements  do not include any adjustments  that would be required should the going concern bas is  of prepara
on no longer

be appropriate.

 

5.           SEGMENTAL INFORMATION

W hen considering the requirements  of I F RS 8 O pera�ng segments, the Board of Directors  have determined that the Group

has  one main opera
ng segment, the explora
on, development and produc
on of oi l  and gas  resources  based in the U.S. As

a result, no segmental  information is  presented.

6.           REVENUE

Petroleum and natural  gas  revenue earned by the Group in the U.S. i s  disaggregated by commodity, as  fol lows:

 2023
US$'000

2022
US$'000

 

  

 Crude oi l 22,609 35,257  

 Natural  gas  l iquids 1,657 3,040  

 Natural  gas 959 2,765  

                              
 25,225 41,062  

                                

7.           FINANCE COSTS

 2023
US$'000

2022
US$'000

 

 

 Loan interest and fees 2,888 1,880  

 Amortisation of debt costs 215 236  

 Unwinding of discount on decommiss ioning 369 120  

                                

 3,472 2,236  

                               

8.           (LOSS)/PROFIT ON ORDINARY ACTIVITIES BEFORE TAXATION

The (loss)/profi t before taxation for the year has  been arrived at after charging/(crediting):

2023
US$'000

2022
US$'000

Gains  on derivative contracts (412) (1,781)  

Depreciation and depletion of property and
equipment

 
9,630

 
12,668

 

Staff costs  excluding share-based payments 2,664 1,830  

Share-based payments 6 210  

Expense relating to short-term leases 30 31  

Foreign exchange losses/(gains)1 2,776 (6,102)  

                               

1 Foreign exchange losses/(gains  )include a loss  of US$2.7 mi l l ion (2022: gain US$5.6 mi l l ion) in respect of the trans la
on

of GBP des ignated loans  between the Company and i ts  U.S. subs idiary enti ties  at 31 December 2023. See note 16.

 



12.         (LOSS)/PROFIT PER ORDINARY SHARE

Basic (loss)/profit per O rdinary Share is  calculated by dividing the net (loss)/profit for the year by the weighted average

number of O rdinary Shares  in issue during the year. D i luted (loss)/profit per O rdinary Share is  calculated by dividing the

net (loss)/profit for the year by the weighted average number of O rdinary Shares  in issue during the year adjusted for the

di lutive effect of potentia l  Ordinary Shares  aris ing from the Company's  share options  and warrants .

At 31 December 2022, 2.4 mi l l ion share op
ons and 89.6 mi l l ion warrants  were excluded from the di luted number of

shares  based on their market share price and exercise price.

The calculation of the bas ic and di luted (loss)/profi t per Ordinary Share is  based on the fol lowing data:

2023
US$'000

2022
US$'000

 

 (Losses)/profits

 
(Losses)/profi ts  for the purpose of bas ic and
di luted (loss)/profi t per Ordinary Share being
net (loss)/profi t for the year

 
(3,503)

 
19,271

                               

 
 
 

2023
Number

'000

2022
Number

'000
 Number of shares     

 
Weighted average number of shares  for the
purpose of bas ic (loss)/profi t per Ordinary
Share

 
1,644,490

 
1,533,110

                               

 
Weighted average number of shares  for the
purpose of bas ic (loss)/profi t per Ordinary
Share

 
1,644,490

 
1,533,110

 Di lutive share options - 42,526

 Di lutive warrants - 55,721

                                  

 
Weighted average number of shares  for the
purpose of di luted (loss)/profi t per Ordinary
Share

 
 

 
1,644,490

 
1,631,357

                               

 (Loss)/profit per Ordinary Share     
 Bas ic, cents  per share (0.21)  1.26

                               

 Di luted, cents  per share (0.21) 1.18

                               

Due to the losses  incurred from con
nuing opera
ons in the year ended 31 December 2023, there is  no di lu
ve effect from

the existing share options  or warrants .

13.         EXPLORATION AND EVALUATION ASSETS

US$'000
 Cost

At 1 January 2022 22,773
Additions 15,213

               
At 1 January 2023 37,986
Additions 22,643
Decommiss ioning - change in estimates 177
Insurance proceeds (10,563)
Funds received in l ieu of grants (302)

           
At 31 December 2023 49,941

           

PARADOX ACQUISITION

O n 21 December 2022, the Group announced that i t would acquire the remaining 25% working interest in the WS U in the

Paradox Bas in, Utah from Rockies  Standard O i l  Company LLC ("RS O C"). As  a  result, the Group now holds  a  100% working

interest in the WSU.

Under the term of the acquis i
on agreement, total  cons idera
on of up to US$3 mi l l ion is  payable by the issue of up to

40,449,284 new Ordinary Shares  of 0.1 pence each in Zephyr Energy plc, at a  price of 6.05 pence per new Ordinary Share.

The new Ordinary Shares  would be issued in two tranches:

·      A first tranche of 13,483,095 new O rdinary Shares  to be issued in seOlement of loan notes  of US$1 mi l l ion, on

completion of the acquis i tion.



completion of the acquis i tion.

·      A second tranche of 26,966,189 new O rdinary Shares  to be issued in seOlement of loan notes  of US$2 mi l l ion,

upon Zephyr's  final  investment decis ion with respect to the commencement of opera
ons at the Powerl ine Road

gas  process ing plant which was acquired in August 2022. I f the final  investment decis ion is  not made by 1 January

2029 the Group has  no further obl igation to issue the second tranche.

O n 10 February 2023, the Group announced that i t had completed the acquis i
on and issued 13,483,095 new O rdinary

Shares  of 0.1 pence each in Zephyr Energy plc, at a  price of 6.05 pence per new O rdinary Share, in respect of the first

tranche. See notes  23 and 26.

STATE 36-2 WELL CONTROL INCIDENT

O n 7 Apri l  2023, as  workover opera
ons were being completed on State 36-2, the wel l  experienced a s ignificant control

issue. Al l  relevant authori
es  were no
fied and a specia l is t wel l  control  team recommended by the Group's  insurers  was

deployed to bring the wel l  under control  as  quickly as  poss ible. Wel l  control  efforts  were successful  and remedia
on and

clean-up opera
ons were completed. A third-party confirmatory environmental  survey found no evidence of l ingering

environmental  impact. The Group also received confirma
on from the State of Utah's  Divis ion of O i l , Gas  and Mining that

the remediation work performed on the wel l  s i te was  completed in accordance with the State's  requirements .

The Group has  comprehensive wel l  control  insurance coverage and the Board expects  to recover substan
al ly a l l  costs

associated with the incident. The Group's  pol icy covers  expenses  up to the pol icy l imit of US$20 mi l l ion for clean-up,

remedia
on, plugging and abandonment of the original  wel l , and the cost of a  new wel l  of s imi lar des ign up to the point at

which the incident occurred.

At 31 December 2023, a  total  of US$7.7 mi l l ion had been recovered from the Group's  insurer. A receivable of US$2.9 mi l l ion

has  been recognised in respect of expenditure not yet recovered at 31 December 2023, which has  been recovered in ful l

s ince the year end. See note 17.

ACQUISITION OF ADDITIONAL ACREAGE

O n 15 August 2023, the Group announced that i t had acquired an addi
onal  640 leased acres  in the Paradox Bas in at a

cost of US$7,230. Fol lowing the acquis i
on, the Group now operates  a  total  of over 46,000 gross  acres  in the Paradox

Bas in, the majori ty of which i t holds  as  operator with a  100% interest.

SALT WASH PROJECT

O n 18 O ctober 2023, the Group announced a proposed farm-in to a  minimum 75% working interest in a  1,047-acre

leasehold pos i
on in the Salt Wash Field, a  previous ly producing asset with proven oi l , gas  and hel ium reserves, located

three mi les  to the south of the Group's  WSU.

The key terms of the farm-in which completed on 6 September 2023, were as  fol lows:

·      An ini tia l  payment of US$0.3 mi l l ion due within 30 days  of the transaction completing.

·      A second payment of US$0.3 mi l l ion due within 60 days  of the transaction completing.

·      The Group is  commiOed to dri l l , log and case one ver
cal  del inea
on wel l , with spudding prior to 30 June 2024 to

obtain a  100% share in the leasehold.

·      The sel ler has  the op
on to back-in to the lease holding at a  25% working interest, with no historic cost exposure,

once the del inea
on wel l  i s  dri l led and a field development plan has  been proposed by Zephyr. ThereaQer, the

sel ler would become a ful ly paying 25% working interest partner.

The total  cons ideration of US$0.6 mi l l ion has  been treated as  an acquis i tion of assets  at 31 December 2023.

In June 2024, the Group announced that the dri l l ing deadl ine had been extended to 1 September 2024.

U.S. DEPARTMENT OF ENERGY FUNDING

O n 9 December 2022, the Group announced that i t had secured addi
onal  US$1 mi l l ion research grant funding from the

Univers i ty of Utah's  Energy and Geoscience I ns
tute ("EGI "), to be u
l ised for data gathering during the dri l l ing of the State

36-2 LN-C C wel l . The grant was  not concluded during the year ended 31 December 2023 and the Group received US$0.3

mi l l ion for historical  expenditure in l ieu of this  award. The carrying value of the Group's  explora
on and evalua
on assets

have been presented net of the funds  received.

IMPAIRMENT

The Directors  assessed the indicators  of impairment as  set out in I F RS 6 and no indicators  or impairment were iden
fied.

O n this  bas is  the Directors  have sa
sfied themselves  that there was no requirement to perform an impairment test at 31

December 2023 and, as  a  result, no provis ion for impairment has  been made in respect of these assets  at 31 December

2023 (2022: ni l ). See note 4.

14.         PROPERTY AND EQUIPMENT

Group Company



Group Company
 
 
 
Cost

Oil  and gas
properties

US$'000

Office
equipment

US$'000

Right-of-use
assets

US$'000

 
Total

US$'000
 

Office
equipment

US$'000

Right-of-use
assets

US$'000
 

 
Total

US$'00
 

At 1 January 2022 12,902 27 - 12,929 27 - 27
Business
combination

40,199 - - 40,199
- -

-

Acquis i tions 3,362 - - 3,362 - - -
Additions 9,757 - - 9,757 - - -
Exchange
differences

- (3) - (3)
(3) -

(3)

                                                                                                        
At 1 January 2023 66,220 24 - 66,244 24 - 24
Additions 10,468 - 77 10,545 - 77 77
Disposals (2,792) - - (2,792) - - -
Decommiss ioning -
change in estimates

 
463

 
-

 
-

 
463

 
-

 
-

 
-

Exchange
differences

- 1 - 1
1 -

1

                                                                                                        
At 31 December
2023

74,359 25 77 74,461 25 77
102

                                                                                                  
 
Accumulated depreciation

At 1 January 2022 1,755 18 - 1,773 18 - 18
Charge for the year 12,666 2 - 12,668 2 - 2
Exchange
differences

- (2) - (2)
(2) -

(2)

                                                                                                        
At 1 January 2023 14,421 18 - 14,439 18 - 18
Charge for the year 9,607 2 21 9,630 2 21 23
Disposals (449) - - (449) - - -
Exchange
differences

- 1 - 1
1 -

1

                                                                                                        
At 31 December
2023

23,579 21 21 23,621 21 21
42

                                                                                                  
Carrying amount

At 31 December
2023

50,780 4 56 50,840
4 56

60

                                                                                                  
At 31 December
2022

51,799 6 - 51,805
6 -

6

                                                                                                  
At 1 January 2022 11,147 9 - 11,156 9 - 9

                                                                                                  

The Group depreciation and depletion charge has  been al located to the income statement as  fol lows:

 2023
US$'000

2022
US$'000

 

 Depreciation, depletion and amortisation 9,607 12,666  

 Administrative expenses 23 2  

                                

 9,630 12,668  

                               

IMPAIRMENT

At 31 December 2023, the Directors  cons idered the requirements  of I AS 36 Impairment of assets in respect of i ts  oi l  and gas

proper
es. They have sa
sfied themselves  that there were no indicators  of impairment and, therefore, there was no

requirement to perform an impairment test. As  a  result, no provis ion for impairment has  been made in respect of these

assets  at 31 December 2023 (2022: ni l ). See note 4.

15.         DERIVATIVE CONTRACTS

During the year ended 31 December 2023, the Group entered into the fol lowing derivative contracts  to mitigate i ts  exposure

to fluctuations  in commodity prices .

 
 

Oi l
Contracts

 
 

Volume
Bbl

 
 
 

Pricing point

 
Strike price

per bbl
US$

 
 
 

Term

Fair value
31 December

2023
US$'000

Swap 7,000 WTI NYMEX 81.50   1 Apri l  2022 to 30 Apri l  2023 Settled
Swap 7,000 WTI NYMEX 81.33 1 May 2023 to 31 May 2023 Settled
Swap 5,000 WTI NYMEX 80.81 1 June 2023 to 30 June 2023 Settled
Swap 5,000 WTI NYMEX 80.17 1 July 2023 to 31 July 2023 Settled
Swap 5,000 WTI NYMEX 79.49 1 August 2023 to 31 August 2023 Settled



Swap 5,000 WTI NYMEX 79.49 1 August 2023 to 31 August 2023 Settled
Swap 4,000 WTI NYMEX 78.72 1 September 2023 to 30 September

2023
Settled

Swap 4,000 WTI NYMEX 78.05 1 October 2023 to 31 October 2023 Settled
Swap 3,000 WTI NYMEX 77.40 1 November 2023 to 30 November 2023 Settled
Swap 3,000 WTI NYMEX 76.74 1 December 2023 to 31 December 2023 Settled

At 31 December 2023, the Group had the fol lowing outstanding derivative contract:

 

 
 

Oi l
Contracts

 
 

Volume
Bbl

 
 
 

Pricing point

 
Strike price

per bbl
US$

 
 
 

Term

Fair value
31 December

2023
US$'000

Swap 27,000 WTI NYMEX 82.20 1 January 2024 to 31 March 2024 278
 

The fa ir value of the outstanding contracts  at 31 December 2023 has  been recognised as  fol lows:

2023
US$'000

2022
US$'000

Non-current assets - 175
Current assets 278 1,133

                                
 278 1,308

                                 

The fa ir value measurement of derivative contracts  has  been categorised as  Level  1 in the fa ir value hierarchy as  the

measurement inputs  are quoted prices  in active markets  for identical  assets  at the measurement date.

The recognised gain on derivative contracts  was  as  fol lows:

2023
US$'000

2022
US$'000

Real ised gain 1,441 473
Change in fa i r value (1,029) 1,308

                                
 412 1,781

                                 

20.         BORROWINGS

Group
2023

US$'000
2022

US$'000
FIBT facility
Term loan 10,943 15,129
Revolving credit 15,000 8,000
Capital ised debt issue costs (119) (239)

                                  
25,824 22,890

                                  
SGRI
Revolving credit 9,494 2,580
Capital ised debt issue costs (56) (77)

                                  
9,438 2,503

                                  
Promissory note
Loan 89 -

                                  
Total  borrowings 35,351 25,393

                                  

Group
2023

US$'000
2022

US$'000

Current borrowings 28,950 14,572
Non-current borrowings 6,401 10,821

                                  
35,351 25,393

                                  

 

REMAINING CONTRACTUAL MATURITY ANALYSIS

The fol lowing table detai ls  the Group's  remaining maturi ty for i ts  borrowings. The table has  been drawn up based
on the undiscounted cash flows based on the earl iest date on which the borrowings  are required to be paid. The
table includes  both principal  and interest cash flows.

Group
2023 2022



2023
US$'000

2022
US$'000

Maturity analysis
Less  than 6 months 13,109 2,543
6 months  to 1 year 18,103 14,037
1 year to 2 years 5,086 5,086
2 years  to 5 years 1,699 6,782

                                  
37,997 28,448

                                  

FIRST INTERNATIONAL BANK & TRUST ("FIBT")

O n 16 February 2022, the Group entered into credit faci l i ty agreements  with F I BT through i ts  U.S. subs idiaries . Under the

terms of the agreements  the Group received a term loan of US$18 mi l l ion, repayable by 48 monthly instalments , and a 12-

month revolving credit faci l i ty of US$10 mi l l ion, both of which incurred interest at a  rate of 6.74%.

The revolving credit faci l i ty has  a  standard redetermina
on every s ix months  and was increased to a  commitment of up to

US$13 mi l l ion in October 2022, incurring interest at a  rate of 9.74%.

I n O ctober 2023, the repayment term of the revolving credit faci l i ty was  extended to 16 O ctober 2024, and the interest

charge was adjusted to a  variable rate equal  to the Wal l  Street Prime Rate plus  2.5% subject to a  minimum rate of 6.74%.

O n 21 December 2023, the revolving credit faci l i ty was  increased to a  commitment of up to US$15.2 mi l l ion with the same

repayment and interest terms.

At 31 December 2023, the Group had drawn US$15 mi l l ion in respect of the faci l i ty.

I n June 2024, the Group completed i ts  semi-annual  redetermina
on of the exis
ng revolving credit faci l i ty and entered into

a new faci l i ty agreement with F I BT. Under the terms of the agreement, the Group received a new term loan of US$5.6 mi l l ion.

The new term loan wi l l  amortise monthly over four years  and has  an interest rate of 10% per annum.

The revolving credit i s  subject to a  covenant which is  measured on an annual  bas is . The Group was in ful l  compl iance with

the terms of the covenant in the periods  reported.

FIBT has  a  l ien on the assets  of the Group's  U.S. subs idiaries , Zephyr Bakken LLC and Rose Petroleum (Utah) LLC.

SGRI

O n 19 December 2022, the Group entered into a  faci l i ty agreement with an experienced U.S. based ins
tu
onal  investor

through i ts  U.S. subs idiary Zephyr W i l l i s ton LLC. Under the terms of the agreement the Group received a 12-month revolving

credit faci l i ty of up to US$8 mi l l ion incurring interest at a  rate 12%.

O n 13 O ctober 2023, the revolving credit faci l i ty was  increased to US$8.6 mi l l ion and the repayment term was extended to

19 March 2024.

Interest and fees  have been added to the loan and are due for repayment on the same terms as  the faci l i ty.

O n 30 Apri l  2024, the repayment term of the revolving credit faci l i ty was  further extended to 31 May 2024, on which date, i t

was  further extended to 30 June 2024.

O n 3 May 2024, the Group announced that i t had re
red US$3.88 mi l l ion of the faci l i ty through the issuance of US$3.88

mi l l ion of equity comprised of 64,045,768 new O rdinary Shares  of 0.1 pence each in Zephyr Energy plc at a  price of 4.85

pence per new Ordinary Share. See note 29.

In June 2024, the Group announced that i t had ful ly repaid the remaining US$6 mi l l ion of the faci l i ty. 

PROMISSORY NOTE

O n 1 August 2023, the Group entered into an agreement for a  principal  sum of US$160,000 repayable in s ix monthly

instalments  of US$16,500 and a final  payment of US$75,000 due in February 2024. The note was related to oi lfield

equipment and the lender held col lateral  over that equipment unti l  the principal  was  repaid.

The movement in total  borrowings  during the year was:

2023
US$'000

2022
US$'000

At 1 January 25,393 4,060
Net cashflows - financing activi ties  - net additions  to
borrowings

9,016 21,569

Non-cash movements  - movement in capital ised interest and
loan costs

942 (236)

                                
At 31 December  35,351 25,393
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