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Warrego Energy Limited (ASX: WGO)
March quarterly observations: West Erregulla-2 probability of success

Our base case valuation of $0.17/share (range $0.05-0.43) and upside
potential on exploration success at WE of $0.63/sh., discussed in our
report of 19th March, remain unchanged.

▪

Market cap = $50m at $0.098/share as of 3rd May 2019
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Spudding of the WE-2 well is expected in late May. Drilling and testing
is expected to take ~60 days. Three targets (1 oil, 2 gas) will be tested.

0.140

1-Nov-18

▪

Warrego’s Perth Basin partner, Strike Energy, released information in
its March quarterly to support Strike’s view of the high probability of
success for the West Erregulla-2 well.

2-Aug-18

▪

SHARE PRICE PERFORMANCE

3-May-18

Overview

Closing price as of 3rd May 2019,

Key points
Background: Warrego is focused on oil and gas exploration in the onshore Perth Basin and onshore Spain.
The company is involved in near-term drilling of two large gas prospects: West Erregulla-2 (with gross P50
prospective resource of up to 1,163 bcf); and Tesorillo-1 (830 bcf P50 gross) in southern Spain. Both wells are
adjacent to previous discoveries in gas-short markets, with drilling costs largely funded by JV partners. Further
information is provided in our research report of 19th March 2019 and briefing summary of 26th March 2019.
Near-term drilling interest: West Erregulla is a near-field analogue to Beach/Mitsui’s Waitsia project, one of
the largest onshore gas discoveries in Australia, and is expected to spud later this month. West Erregulla is a
similar size to Waitsia and is targeting the same formations (Kingia and High Cliff, “KHC”).
Forecast high probability of success (POS): Warrego’s JV partner, Strike Energy (ASX: STX) estimates a 69%
POS for West Erregulla-2. Strike’s March 2019 quarterly report has provided additional information in support
of its view. Whilst in some respects the POS is a moot point - in simple terms gas will either be found or not
and the outcome can’t be known until after drilling the well - the POS may drive the decision of some investors
to participate pre-drill or not and will be of interest to industry participants. Strike’s key points include:
▪

▪
▪
▪

Charge: the gas in the KHC formations at Waitsia comes from the same source as the gas in the Dongara
tight sands in West Erregulla-1, drilled in 1990, increasing the probability that the underlying KHC at West
Erregulla will also have received this charge.
Seal: the seismic suggests shale or tight gas silts above the KHC and the presence of gas in the Dongara
sands in WE-1 is an indirect indicator of a seal for the underlying KHC.
Trap: WE has the same trapping geometry as Waitsia and flat spots on seismic are potential direct
hydrocarbon indicators. The amplitude of the seismic signals aligns with the trap structure.
Reservoir: Reservoir quality is believed to improve as one moves south-east towards the depo-centre of
the basin, due to the presence of chlorite and illite coatings on the sand grains, which preserved porosity
over geological time. Waitsia-4, the deepest and most eastern Waitsia well, had the highest flow rate and
best quality reservoir quality. Irwin-1, the furthest eastern penetration, found the deepest high quality
Kingia formation. Strike contends that flat spots seen on seismic (interpreted as the gas water contacts)
would not develop in low porosity rocks. Beach Energy and Mitsui are also drilling 800m deeper than
Waitsia (to 4,500m) looking for the same quality KHC targets under the Beharra Springs gas field.

Next steps: spud of WE-2 late May; total depth expected mid-late July, testing late July/August. WE-2 will be
followed by Beach/Mitsui Beharra Springs Deep (BSD) well testing the same formations.
Disclosure: K1 Capital prepared a commissioned research report on Warrego Energy in March 2019 and
received a fee for preparing this report. Author: John Young, jayoung@k1capital.net.au
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Figure 1 West Erregulla-2 drilling schedule

Source: Strike Energy Limited, April 2019 Activities Update, 3rd April 2019, p 12

Disclosure:
K1 Capital Pty Ltd (K1 Capital) was commissioned by Bridge Street Capital Partners, ABN 32 164 702
005 to prepare this research report on Warrego Energy and will receive a fee for preparing this report.
The user of this report is Bridge Street Capital Partners and persons designated by them. K1 Capital
has prepared this report based on inspection of company reports and research using publicly available
information. K1 Capital has not undertaken a site visit to Warrego’s projects. To the best of K1
Capital’s knowledge, full, accurate and true disclosure of all material information was provided by
Warrego. Given the potential for a perceived conflict of interest it is K1 Capital’s policy not to include
a share price target or investment recommendation for commissioned research. K1 Capital may seek
to do business with companies covered in its reports. Bridge Street Capital has historically provided
corporate advisory services to Petrel Energy and will seek to do so with Warrego Energy in the future.
Consequently investors should be aware that the firm may have a conflict of interest that could affect
the objectivity of its research. Please see the final page of this report for further information on
disclosures and disclaimers.
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**********************************************************************************
K1 Capital disclosures
Disclosure: K1 Capital is the trading brand of K1 Capital Pty Limited, Australian Business Number (ABN)
25 614 078 714, AFS Licence number 493121. K1 Capital Pty Limited and/or its associated entities,
directors and/or its employees may have a material interest in securities referred to in this report, or
may provide services to, or seek to do business with, companies referred to in this report. Hence
investors should be aware that K1 Capital Pty Limited or other such persons may have a conflict of
interest that could affect the objectivity of this report. Investors should consider this report as only a
single factor in making their investment decision.
The analyst discloses that when conducting on-site visits to inspect company assets the analyst may
receive assistance from the company or companies involved. This assistance may include transport,
accommodation, incidental expenses, and the provision of safety equipment. The analyst has not
conducted a site visit to the company’s operations or offices.
This document is current at the date of the issue but may be superseded by future publications.
Disclaimer: Whilst K1 Capital Pty Limited believes the information contained in this communication is
based on reliable information, no warranty is given as to its accuracy and persons relying on this
information do so at their own risk. To the extent permitted by law K1 Capital Pty Limited and its
associated entities accept no liability for any loss or damage caused by any error in, or omission from,
this document. Any projections contained in this communication are estimates only. Such projections
are subject to market influences and are contingent upon matters outside the control of K1 Capital
Pty Limited and therefore may not be realized in the future.
This document is not an offer to buy or sell or the solicitation of an offer to buy or sell any security or
instrument or to participate in any trading strategy.
This document is intended to provide general financial product advice only and has been prepared
without taking account of your objectives, financial situation or needs, and therefore, before acting
on advice contained in this document, you should consider its appropriateness having regard to your
objectives, financial situation and needs. If any advice in this document relates to the acquisition or
possible acquisition of a financial product, you should obtain a copy of, and consider, the Product
Disclosure Statement, prospectus or other disclosure material for that product before making any
decision. Investments can go up and down. Past performance is not necessarily indicative of future
performance.
Analyst Certification: The analyst certifies that the views expressed in this research accurately reflect
the analyst’s personal views about the subject company, its assets, securities or issuers; and no part
of the analyst’s compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed herein.
Copyright © 2019 K1 Capital Pty Limited: This publication may be reproduced in part for educational
or non-profit purposes without special permission from the copyright holder, provided
acknowledgment of the source is made. No use of this publication may be made for resale or for any
other commercial purpose whatsoever without prior permission in writing from K1 Capital Pty Limited.
**********************************************************************************
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Bridge Street Capital Partners Disclosures
By downloading this report you acknowledge receipt of our Financial Services Guide, available on our
web page www.bridgestreetcapital.com.au.
Bridge Street Capital Partners Pty Ltd (BSCP) is licensed to provide financial services in Australia; CAR
AFSL 456663; Level 14, 234 George Street, Sydney NSW 2000
Bridge Street Capital Partners Pty Ltd is providing the financial service to you.
General Advice Warning
Please note that any advice given by Bridge Street Capital Partners Pty Ltd or its authorised
representatives (BSCP) is GENERAL advice, as the information or advice given does not take into
account your particular objectives, financial situation or needs. You should, before acting on the advice,
consider the appropriateness of the advice, having regard to your objectives, financial situation and
needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product
you should read any relevant Prospectus, PDS or like instrument.
Disclaimers
BSCP is a Corporate Advisor to Warrego Energy. It has commissioned K1 Capital Pty Ltd to prepare
this report and will pay a fee to K1 Capital. BSCP does not warrant the accuracy of any information it
sources from others. BSCP provides this report as an opinion held at a point in time about an
investment or sector. BSCP has no obligation to update the opinion unless you are a client of BSCP.
Assessment of risk can be subjective. Historical information may not translate into future performance.
Portfolios of investments need to be well diversified and the risk appropriate for the investor. BSCP
does not stand behind the capital value or performance of any investment. To the fullest extent
permitted by the law, BSCP disclaim any liability for any loss or damage arising from the use of, or the
reliance on, any information within the report whether or not caused by any negligent act or omission
of BSCP. Overseas investors acknowledge that BSCP has not solicited their business and that they have
accessed this report while searching for information on Australian companies.
Additional Disclosures
BSCP is a corporate advisory firm that earns fees from providing services to clients. It has earned fees
from providing services to Petrel Energy in the past. BSCP is a Corporate Advisor to Warrego Energy
and expects to earn fees from that company for providing corporate advisory services. Mr Alex
Sundich, a director of Bridge Street Capital Partners, was a non-executive director of Petrel Energy as
of the date of this report but will be stepping down from the Board upon completion of the merger
with Warrego Energy. My Sundich is a shareholder of Petrel Energy.
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