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Official List of the United Kingdom Listing Authority. A prospective investor should be aware of the risks of investing in such
companies and should make the decision to invest only after careful consideration and, if appropriate, consultation with an
independent financial adviser. Each AIM company is required pursuant to the AIM Rules for Companies to have a nominated
adviser. The nominated adviser is required to make a declaration to the London Stock Exchange on Admission in the form set
out in Schedule Two to the AIM Rules for Nominated Advisers. The London Stock Exchange has not itself examined or
approved the contents of this document.
The Directors, whose names and functions appear on page 13 of this document, and the Company accept responsibility, both
collectively and individually, for the information contained in this document and compliance with the AIM Rules. To the best of the
knowledge and belief of the Directors and the Company (who have taken all reasonable care to ensure that such is the case), the
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applicable securities laws of Australia, Canada, the Republic of Ireland, the Republic of South Africa or Japan. Subject to certain
exceptions, the Ordinary Shares may not be offered, sold, taken up, delivered or transferred in, into or from the United States,
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DEFINITIONS
The following definitions apply throughout this document unless the context requires otherwise:
“1948 Act”

the UK Companies Act 1948 (as amended), as applicable to the
Falkland Islands

“1985 Act”

the UK Companies Act 1985 (as amended), as applicable to the
Falkland Islands

“2006 Act”

the UK Companies Act 2006 (as amended)

“Acts”

together, the 1948 Act and the 1985 Act

“Adjoining Licencees”

together, Rockhopper and Desire

“Admission”

the admission of the entire issued and to be issued ordinary share
capital to trading on AIM and such admission becoming effective in
accordance with Rule 6 of the AIM Rules

“AGL”

Argos Georgia Limited, a company incorporated in Bermuda

“AIM”

AIM, a market operated by the London Stock Exchange

“AIM Rules”

the AIM rules for companies published by the London Stock
Exchange from time to time

“AIM Rules for Nominated
Advisers”

the AIM rules for nominated advisers published by the London
Stock Exchange from time to time

“Arcadia”

Arcadia Petroleum Limited, a company incorporated in England
and Wales

“Argos” or the “Company”

Argos Resources Limited, a company incorporated in the Falkland
Islands

“Argos Exploration” or the
“Subsidiary”

Argos Exploration Limited, a company incorporated in the Falkland
Islands and a wholly-owned subsidiary of the Company

“Articles”

the Articles of Association of the Company

“Borders & Southern”

Borders & Southern Petroleum plc, a company incorporated in
England and Wales

“business day”

a day (other than a Saturday or Sunday) on which banks are
generally open for business in London

“certificated” or “in certificated
form”

a share or other security which is not in uncertificated form (i.e. not
in CREST)

“City Code”

the City Code on Takeovers and Mergers in the United Kingdom

“Combined Code”

the Combined Code on Corporate Governance issued by the
Financial Reporting Council in June 2008

“Competent Person”

Senergy (GB) Limited

“Computershare”

Computershare Investor Services PLC

“connected person”

has the meaning set out in section 252 of the 2006 Act
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“CPR” or “Competent Person’s
Report”

the report prepared by the Competent Person set out in Part IV of
this document

“CREST”

the relevant system (as defined in the CREST Regulations) in
respect of which Euroclear is the operator (as defined in the CREST
Regulations)

“CREST Regulations”

the Uncertificated Securities Regulations 2001 (SI 2001 No. 3755)

“Depositary Interests”

the interests representing Ordinary Shares issued through
Computershare

“Desire”

Desire Petroleum plc, a company incorporated in England and
Wales

“Disclosure and Transparency
Rules”

the Disclosure and Transparency Rules made by the Financial
Services Authority pursuant to section 73A of the FSMA

“Directors” or “Board”

the directors of the Company whose names are set out on page 14
of this document

“Enlarged Share Capital”

the issued Ordinary Shares upon Admission, comprising the
Existing Ordinary Shares and the Placing Shares

“Euroclear”

Euroclear UK & Ireland Limited, a company incorporated in
England and Wales

“Evolution Securities”

Evolution Securities Limited, the Company’s nominated adviser
and broker

“Existing Ordinary Shares”

the 145,145,463 Ordinary Shares in issue immediately prior to
Admission

“Falkland Oil & Gas”

Falkland Oil and Gas Limited, a company incorporated in the
Falkland Islands

“FSMA”

the UK Financial Services and Markets Act 2000 (as amended)

“Governor”

the Governor of the Falkland Islands

“Group”

Argos and Argos Exploration and “Group Company” shall be
interpreted accordingly

“Licence”

the Production Licence PL001 issued by the Governor on 2 June
1997 (as amended) in which the Group has a 100 per cent. interest,
further details of which are set out in Part V of this document

“Licence Area”

the approximately 1,126km2 area the subject of the Licence, further
details of which are set out in Part V of this document

“London Stock Exchange”

London Stock Exchange plc

“North Falkland Basin”

the area lying to the north of the Falkland Islands in relation to
which Her Majesty the Queen, through the Falkland Islands
Government, exercises jurisdiction over the exploration of the nonliving resources of the seabed and sub-soil

“Official List”

the official list of the UK Listing Authority
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“Optionholders”

holders of options under the Share Option Scheme

“Options”

the options to subscribe for Ordinary Shares which have been
granted under the Share Option Scheme, as more fully described in
paragraphs 5 and 8 of Part VI of this document

“Ordinary Shares”

ordinary shares of 2p each in the share capital of the Company

“participant ID”

the identification code or membership number used in CREST to
identify a particular CREST member or other CREST participant

“Placing”

the conditional placing of the Placing Shares at the Placing Price
pursuant to the Placing Agreement as described in paragraph 12 of
Part I of this document

“Placing Agreement”

the conditional agreement dated 27 July 2010 and made between (1)
the Company (2) Evolution Securities and (3) the Directors relating
to the Placing, further details of which are set out in paragraph 9.1
of Part VI of this document

“Placing Price”

31 pence per Placing Share

“Placing Shares”

the 70,967,742 new ordinary shares to be issued by the Company
pursuant to the Placing

“Production Licence”

an offshore petroleum production licence granted by the
Government of the Falkland Islands

“Prospectus Rules”

the prospectus rules made by the Financial Services Authority
pursuant to section 73A of the FSMA

“Rockhopper”

Rockhopper Exploration plc, a company incorporated in England
and Wales

“Securities Act”

the United States Securities Act of 1933, as amended, and the rules
and regulations promulgated thereunder

“Shareholders”

holders of Ordinary Shares

“Share Option Scheme”

the share option scheme of the Company, further details of which
are set out in paragraph 8 of Part VI of this document

“subsidiary” or “subsidiary
undertaking”

have the meanings given to them by the 1985 Act

“UK Listing Authority”

the Financial Services Authority acting in its capacity as competent
authority for the purposes of Part VI of the FSMA

“uncertificated” or “in
uncertificated form”

recorded on the relevant register of the uncertificated share or
security concerned as being held in uncertificated form in CREST
and title to which, by virtue of the CREST Regulations, may be
transferred by means of CREST

“United Kingdom” or “UK”

the United Kingdom of Great Britain & Northern Ireland

“United States” or “US”

the United States of America, its territories and possessions, any
state of the United States of America and the district of Columbia
and all other areas subject to its jurisdiction
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GLOSSARY OF TECHNICAL TERMS
The following glossary of technical terms applies throughout this document unless the context requires
otherwise:
Variable

Meaning

Units

2D

Two dimensional

3D

Three dimensional

Admission

Process of admission of an entity to a Stock Market

API

American Petroleum Institute

AVO

Amplitude versus offset or amplitude variation with offset is
often used as a direct hydrocarbon indicator

Best Estimate

An estimate representing the best technical assessment of
projected volumes. Often associated with a central, P50 or
mean value

BHFP

Bottom hole flowing pressure

psi

BHSIP

Bottom hole shut in pressure

psi

bbls/d

Barrels per day

BCU

Base Cretaceous Unconformity

bopd

Barrels of oil per day

BPU

Base Permian Unconformity

Bscf

Billions of standard cubic feet

bwpd

Barrels of water per day

cp

Centipoise

CO2

Carbon dioxide

Contingent Resources

Contingent Resources are those quantities of petroleum
estimated, as of a given date, to be potentially recoverable
from known accumulations, but the applied project(s) are not
yet considered mature enough for commercial development
due to one or more contingencies. Contingent Resources may
include, for example, projects for which there are currently
no viable markets, or where commercial recovery is
dependent on technology under development, or where
evaluation of the accumulation is insufficient to clearly
assess commerciality. Contingent Resources are further
categorised in accordance with the level of certainty
associated with the estimates and may be sub-classified
based on project maturity and/or characterised by their
economic status

COS

Exploration or geological chance of success. The probability,
typically expressed as a percentage, that a given outcome
will occur

CPI

Computer-processed interpretation

d

Day
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DST

Drill stem test

Variable

Meaning

ºF / ºC

Degrees Fahrenheit/Centigrade

FDP

Field Development Plan

ft

Feet

FWHP

Flowing wellhead pressure

FWL

Free water level

GDT

Gas Down To

GIIP

Gas Initially In Place

GPRR

Gross Prospective Recoverable Resources

GR

Gamma ray

GOR

Gas Oil Ratio

GRV

Gross Rock Volume

GWC

Gas-water contact

h

Thickness

HIIP

Hydrocarbons Initially in Place

IOR

Improved oil recovery

k

Permeability

mD

ka

Air permeability

mD

kh

Permeability-thickness

km

kilometres

km2

square kilometres

Kw

Water Permeability

Lead

A feature identified on seismic data that has the potential to
become a prospect. Usually a Lead is associated with poorer
quality or limited 2D seismic data

LKG

Lowest Known Gas

ft or m

LPG

Liquified Petroleum Gas

Tonnes

m

metre

Mbal

Material Balance. A means of assessing HIIP.

MD

Measured depth

mD

Millidarcies

MDRKB

Measured Depth Rotary Kelly Bushing

ft or m

MDBRT

Measured Depth Below Rotary Table

ft or m

Mean

The arithmetic average of a set of values
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Units

psi

ft or m

api

ft or m

mDft

mD

ft or m

MJ/Sm

Mega Joules per standard cubic metre

MM

Million

MMbo

Million barrels of oil

MMboe

Million barrels of oil equivalent
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MMscf/d

Million standard cubic feet per day

Variable

Meaning

MMstb

Millions stock tank barrels

N/G

Net to Gross

NPV

Net present value

NUI

Normally unmanned installation

OBM

Oil based mud

ODT

Oil down to

OWC

Oil water contact

P99

The probability that a stated volume will be equalled or
exceeded. In this example a 99 per cent. chance that the
actual volume will be greater than or equal to that stated

PDO

Plan of Development and Operation

Pres

Reservoir pressure

ppg

pounds per gallon

Producing

Related to development projects (eg wells and platforms):
Active facilities, currently involved in the extraction
(production) of hydrocarbons from discovered reservoirs

Prospective Resources

Prospective Resources are those quantities of petroleum
estimated, as of a given date, to be potentially recoverable
from undiscovered accumulations by application of future
development projects. Prospective Resources have both an
associated chance of discovery and a chance of development.
Prospective Resources are further subdivided in accordance
with the level of certainty associated with recoverable
estimates assuming their discovery and development and
may be sub-classified based on project maturity

Proved
or
P90

Proved Reserves are those quantities of petroleum, which, by
analysis of geoscience and engineering data, can be
estimated with reasonable certainty to be commercially
recoverable, from a given date forward, from known
reservoirs and under defined economic conditions, operating
methods, and government regulations. If deterministic
methods are used, the term reasonable certainty is intended
to express a high degree of confidence that the quantities will
be recovered. If probabilistic methods are used, there should
be at least a 90 per cent. probability that the quantities
actually recovered will equal or exceed the estimate

Proved plus Probable
or
P50

Probable Reserves are those additional Reserves which
analysis of geoscience and engineering data indicate are less
likely to be recovered than Proved Reserves but more certain
to be recovered than Possible Reserves. It is equally likely
that actual remaining quantities recovered will be greater
than or less than the sum of the estimated Proved plus
Probable Reserves (2P). In this context, when probabilistic
methods are used, there should be at least a 50 per cent.
probability that the actual quantities recovered will equal or
exceed the 2P estimate

Units

psi
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Variable

Meaning

Units

Proved plus Probable
plus Possible
or
P10

Possible Reserves are those additional reserves which
analysis of geo-science and engineering data suggest are less
likely to be recoverable than Probable Reserves. The total
quantities ultimately recovered from the project have a low
probability to exceed the sum of Proved plus Probable plus
Possible (3P) Reserves, which is equivalent to the high
estimate scenario. In this context, when probabilistic
methods are used, there should be at least a 10 per cent.
probability that the actual quantities recovered will equal or
exceed the 3P estimate

psi

pounds per square inch

PVT

Pressure Volume Tempurature: Measurement of the variation
in petroleum properties as the stated parameters are varied

P/Z

Reservoir pressure (P) divided by the compressibility factor
(Z), which plotted against cumulative gas volume produced
provides a simplified material balance analysis for gas fields

Recoverable Oil

Those quantities of oil that are estimated to be produceable
from discovered or undiscovered accumulations

Reserves

Reserves are those quantities of petroleum anticipated to be
commercially recoverable by application of development
projects to known accumulations from a given date forward
under defined conditions. Reserves must further satisfy four
criteria: they must be discovered, recoverable, commercial,
and remaining (as of the evaluation date) based on the
development project(s) applied. Reserves are further
categorised in accordance with the level of certainty
associated with the estimates and may be sub-classified
based on project maturity and/or characterised by
development and production status

RFT

Repeat formation test

Sales Gas

Gas volume for sale after liquid stripping in the separator

scf

Standard cubic foot

SNS

Southern North Sea

stb/d

Stock tank barrels per day

STOIIP

Stock tank oil initially in place

Sw

Water saturation

TCF

Trillion cubic feet of gas at standard distribution pressure of
14.73 pounds per square inch at 60 degrees fahrenheit

TD

Total depth

ft or m

TVDBRT

True vertical depth below rotary table

ft or m

TVDSS

True vertical depth sub sea

ft or m

unrisked recoverable oil

Those quantities of oil that are estimated to be produceable
from discovered or undiscovered accumulations, without
factoring the probability that the given outcome will occur

UUOA

Unitisation and Unit Operating Agreement

ratio
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Variable

Meaning

Units

VoK

Average velocity function for depth conversion of time based
seismic data, where Vo is the initial velocity and K provides
information on the increase or decrease in velocity with
depth. Vo+k therefore provides a method of depth conversion
using a linear velocity field, increasing or decreasing with
depth for each geological zone

Well Head Gas

Gas volume before liquid stripping at the separator

WHP

Wellhead pressure

psi
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MARKET AND FINANCIAL INFORMATION
The data, statistics and information and other statements in this document regarding the markets in which
the Group operates, or the Group’s position therein, are based on the Group’s records or are taken or derived
from statistical data and information derived from the sources described in this document.
In relation to these sources, such information has been accurately reproduced from the published
information, and, so far as the Directors are aware and are able to ascertain from the information provided
by the suppliers of these sources, no facts have been omitted which would render such information inaccurate
or misleading.
Unless otherwise indicated, financial information in this document, including the Group’s audited
consolidated financial statements for the years ended 31 December 2007, 2008 and 2009 and the notes to
those financial statements, has been prepared in accordance with International Financial Reporting
Standards.
Various figures and percentages in tables in this document have been rounded and accordingly may not total.
Certain financial data has also been rounded. As a result of this rounding, the totals of data presented in this
document may vary slightly from the actual arithmetical totals of such data.
All times referred to in this document are, unless otherwise stated, references to London time.

FORWARD-LOOKING STATEMENTS
This document includes statements that are, or may be deemed to be, “forward-looking statements”. These
forward-looking statements can be identified by the use of forward-looking terminology, including the terms
“believes”, “estimates”, “plans”, “projects”, “anticipates”, “expects”, “intends”, “may”, “will”, or “should”
or, in each case, their negative or other variations or comparable terminology. These forward-looking
statements include matters that are not historical facts. They appear in a number of places throughout this
document and include statements regarding the Directors’ current intentions, beliefs or expectations
concerning, among other things, the Group’s results of operations, financial condition, liquidity, prospects,
growth, strategies and the Group’s markets.
By their nature, forward-looking statements involve risk and uncertainty because they relate to future events
and circumstances. Actual results and developments could differ materially from those expressed or implied
by the forward-looking statements. Factors that might cause such a difference, include, but are not limited to
the risk factors set out in Part II of this document.
Forward-looking statements may and often do differ materially from actual results. Any forward-looking
statements in this document are based on certain factors and assumptions, including the Directors’ current
view with respect to future events and are subject to risks relating to future events and other risks,
uncertainties and assumptions relating to the Group’s operations, results of operations, growth strategy and
liquidity. Whilst the Directors consider these assumptions to be reasonable based upon information currently
available, they may prove to be incorrect. Prospective investors should therefore specifically consider the risk
factors contained in Part II of this document that could cause actual results to differ before making an
investment decision. Save as required by law or by the AIM Rules, the Company undertakes no obligation
to publicly release the results of any revisions to any forward-looking statements in this document that may
occur due to any change in the Directors’ expectations or to reflect events or circumstances after the date of
this document.

EXCHANGE RATES
In the document, references to “pounds sterling”, “£”, “pence” and “p” are to the lawful currency of the
United Kingdom and references to “US dollars”, “$” and “cents” are to the lawful currency of United States
of America. Unless otherwise stated, the basis of translation of pounds sterling into US dollars for the
purposes of inclusion in this document is US$1.50/£1.00.
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PLACING AND MARKET STATISTICS
Number of Existing Ordinary Shares

145,145,463

Number of Placing Shares to be issued pursuant to the Placing

70,967,742

Number of Ordinary Shares in issue upon Admission

216,113,205

Placing Price

31 pence

Gross proceeds of the Placing

£22.0 million

Net proceeds of the Placing receivable by the Company

£20.6 million

Placing Shares as a percentage of the Enlarged Share Capital

32.8 per cent.

Market capitalisation, upon Admission, at the Placing Price

£67.0 million

Tradeable instrument display mnemonic

ARG

ISIN

FK0114538241

SEDOL

B61L0H0

EXPECTED TIMETABLE OF PRINCIPAL EVENTS
2010
Publication of this document

27 July

Admission and dealings expected to commence in the Ordinary Shares on AIM

8.00 a.m. on 29 July

CREST member accounts expected to be credited in respect of Depositary Interests
Despatch of definitive share certificates in respect of the Ordinary Shares
Note:
Each of the above dates is subject to change at the absolute discretion of the Company and Evolution Securities.
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29 July
by 12 August

DIRECTORS, SECRETARY AND ADVISERS
Directors

Ian Main Thomson, OBE (Executive Chairman)
John Anthony Hogan (Managing Director)
Andrew Grant McKenzie Irvine (Finance Director)
Dennis Ray Carlton (Senior Non-Executive Director)
Christopher James MacDonald Fleming (Non-Executive Director)
James Charlton Ragg (Non-Executive Director)
All of whose business address is at
Argos House
H. Jones Road
Stanley
Falkland Islands

Registered Office

John Street Chambers
Stanley
Falkland Islands

Company Secretary

Kevin Kilmartin
John Street Chambers
Stanley
Falkland Islands

Website

www.argosresources.com

Nominated Adviser and Broker

Evolution Securities Limited
100 Wood Street
London EC2V 7AN

Solicitors to the Company as to
the Falkland Islands Law

Kilmartin Marlor
John Street Chambers
Stanley
Falkland Islands

Solicitors to the Company as to
English Law

Peachey & Co LLP
95 Aldwych
London WC2B 4JP

Solicitors to Evolution Securities

Osborne Clarke
One London Wall
London EC2Y 5EB

Competent Person

Senergy (GB) Limited
39 Charing Cross Road
London WC2H 0AR

Reporting Accountant and
Auditors to the Company

BDO LLP
Kings Wharf
20-30 Kings Road
Reading
Berkshire RG1 3EX
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Registrars

Computershare Investor Services (Jersey) Ltd
Queensway House
Hilgrove Street
St. Helier
Jersey JE1 1ES

Depositary

Computershare Investor Services PLC
The Pavilions
Bridgwater Road
Bristol BS99 6ZZ
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PART I
INFORMATION ON THE GROUP
1.

Introduction

Argos is an oil and gas exploration company based in the Falkland Islands. The Group’s principal asset is a
100 per cent. interest in Production Licence PL001, covering approximately 1,126km2 in the North Falkland
Basin. Based on the 2D seismic survey conducted in 1996, seven prospects and five leads have been
identified by Argos in the Licence Area. The combined potential of the seven prospects is estimated to be
747 million barrels of unrisked recoverable oil, in the most likely case, and up to 1.75 billion barrels in the
upside case. The Licence Area adjoins licence areas being explored by Rockhopper and Desire, who have
drilled the first two wells of a new eight well drilling campaign in the North Falkland Basin.
The Company has a strong and experienced management team with significant experience in both the oil and
gas industry and the Falkland Islands. The Company’s strategy is to undertake a 3D seismic programme
during the next austral summer over a number of the prospects identified from the interpretation of 2D
seismic data, with a view to better defining those prospects, and potentially identifying new prospects,
leading to the selection of possible targets for an initial drilling programme in the fourth quarter of 2011 and
in 2012.
The Company is now seeking admission to trading on AIM and has conditionally raised gross proceeds of
£22.0 million through the issue of the Placing Shares pursuant to the Placing, the net proceeds of which will
be used by the Group to finance the Group’s work programme in respect of the Licence for at least 12 months
from the date of Admission.
All technical information disclosed in this Part I relating to the Licence has been sourced from the Competent
Person’s Report set out in Part IV of this document.
2.

Key strengths

The Directors believe that the key strengths of the Company are:
•

a proven petroleum system in the North Falkland Basin;

•

the 100 per cent. ownership of the Licence, which is adjacent to Rockhopper’s recent 242MMbo Sea
Lion oil discovery;

•

the Johnson gas discovery which potentially extends into the Licence, with gross mean potential
Contingent Resource of 3.4TCF and upside of 7.9TCF;

•

the seven prospects already identified from the 2D seismic programme;

•

unrisked (P50) resources of 747MMbo and upside of 1,750MMbo (P10);

•

the potential for the North Falkland Basin to be further de-risked by the ongoing 2010 drilling activity;
and

•

a strong and experienced management team with significant experience in both the oil and gas
industry and the Falkland Islands.

3.

The Falkland Islands

Overview
The Falkland Islands are situated approximately 480km to the east of South America in the South Atlantic
Ocean. The Falkland Islands cover approximately 12,000km2 of land and includes the two main islands of
East and West Falkland and about 200 small islands. The majority of the approximately 3,000 population are
located in Stanley on the East Island.
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The Falkland Islands are an Overseas Territory of the United Kingdom, with the Governor representing the
Head of State, Her Majesty the Queen. The legal system is based upon that of the United Kingdom and is
internally self-governing with the exception of defence and foreign affairs, which remain the responsibility
of the Government of the United Kingdom.
The Falkland Islands has its own legislation relating to the exploration and production of oil and gas, which
is administered by the Director of Minerals Resources, an official of the Falkland Islands Government based
in Stanley.
The water depth in the North Falkland Basin is between 140m and 500m and the climate is similar to that of
the UK Central North Sea with the potential for year round drilling.
Geological setting
The Falkland Islands lie off the east coast of Argentina at the western end of the Falkland Plateau and the
South American continental crust that extends towards South Georgia. The North Falkland Basin was formed
in the Jurassic to Early Cretaceous period as a continental rift associated with the break up of the
Gondwanaland super-continent and the opening of the South Atlantic. It contains a thick Tertiary and
Cretaceous sequence which overlies Jurassic and older sediments. Rifting commenced during the Early
Cretaceous period and resulted in a dominantly north south trending fault pattern that is superimposed on
underlying northwest to southeast and northeast to southwest trends.
Licensing and exploration history
The North Falkland Basin is a relatively underexplored area. The first seven exploration licences were
awarded in 1996 with six wells drilled in the first drilling campaign in 1998 (as summarised below). Four of
these wells were drilled on valid structural features and demonstrated the presence of an active hydrocarbon
system. Of the other two wells, one was drilled on a weak structure and the other did not reach the main
objective.
Summary of 1998 drilling programme
Well

Operator

Total depth

Trap

Comment

14/5-1a

Royal Dutch Shell

4,525m

Structural – valid

Gas discovery
(Johnson – 32%
gas at surface)

14/9-1

Amerada Hess
Corporation

2,590m

Structural – valid

Oil shows

14/9-2

Amerada Hess
Corporation

2,370m

Structural –
uncertain
closure

Oil shows

14/10-1

Royal Dutch Shell

3,005m

Structural – valid

27° live oil
recovered to surface

14/13-1

Lasmo Plc

1,550m

Structural – valid

Dry

14/24-1

Lundin Petroleum

2,939m

Structural – valid

Oil/Gas Shows

A new drilling programme is now underway following the contracting of the Ocean Guardian semi-submersible
rig by Desire in October 2009 for eight firm contracted wells in the North Falkland Basin. The first two wells
have been drilled by Desire and Rockhopper which has resulted in the significant Sea Lion oil discovery by
Rockhopper in May 2010. The well discovered 53m of net oil pay in multiple zones of good sands. It is believed
that there are good predictive hydrocarbon indicators in the 3D seismic data over Sea Lion.
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4.

The North Falkland Basin and the Licence

The map below illustrates the location of the Company’s Licence PL001 and the Adjacent Licences held by
Desire and Rockhopper.

Source: the Company
As set out in page 6 of the CPR, the North Falkland Basin contains a Lower Cretaceous section that is
dominated by lacustrine and fluvial clastic sediments comprising organic-rich mudstones with sandstones.
The previous drilling campaign in the basin proved that these lacustrine mudstones provide a rich oil-prone
source rock and the fluvio-deltaic and postulated alluvial fan and lacustrine fan sandstones are the primary
reservoir targets in the basin.
A variety of hydrocarbon exploration play types are recognised and these are broadly divided into those that
overlie the source rock/seal horizons and those that inter-finger with or underlie these horizons. The former
were the focus of the initial phase of drilling in the North Falkland Basin in 1998, and the latter play types
were only partially tested until the latest drilling campaign commenced in February 2010.
The Licence Area is located 290km to the north of Stanley in the northwestern part of the North Falkland
Basin and covers an area of 1,126km2, equivalent to approximately four North Sea blocks. The water depth
over the Licence is between 200m and 500m and therefore not regarded as deep water.
The Licence is currently in the second of three exploration phases which continues to 25 November 2015.
The first five year phase was due to terminate on 25 November 2001, but this first phase was granted a
number of extensions. The Licence entered the second exploration phase of seven years on 25 November
2008 at which time 30 per cent. of the original Licence Area was relinquished. A third exploration phase of
10 years requires a further drilling commitment. Further information on the Licence is set out in Part V of
this document.
In addition, the Johnson contingent gas resource discovered by Shell appears to extend into the Licence. Well
14/5-1 drilled by Shell in 1998, encountered potentially significant net gas pay between 5m and 130m thick
in early Cretaceous age sandstones.
5.

Other Falkland Islands operators

North Falkland Basin
Desire
Desire secured a rig contract in October 2009 for a minimum of four wells and an option over a further six
wells. Desire’s well 14/19-1, drilled on the Liz prospect, was completed as an abandoned gas discovery
in April 2010. Hydrocarbon shows were reported from late syn-rift intervals between 2,540m and 3,400m.
Some 17m of net hydrocarbons were found in over-pressured pre-rift and late syn-rift sandstones between
2,960m and 3,031m. At higher stratigraphic levels oil shows were encountered in thin, tight conglomerates
and sandstones.
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Desire has announced that it intends to drill the Rachel prospect later in 2010, which it believes is of the same
play type as Rockhopper’s Sea Lion discovery. Desire has also announced that it expects Arcadia to drill two
wells in Desire’s acreage as part of the current drilling campaign.
Rockhopper
Rockhopper’s well 14/10-2 was drilled on the Sea Lion prospect in May 2010 and suspended as a discovery
for future testing. It discovered 53m of net oil pay in multiple zones of good sands within the upper part of
an early post-rift fan complex, originating from the east. Rockhopper announced that it believes that there
are good predictive hydrocarbon indicators in the 3D seismic data over Sea Lion.
In a report prepared by RPS Energy Pty Ltd on behalf of Rockhopper in June 2010, RPS Energy Pty Ltd
increased its calculations of best estimate of recoverable contingent resource in the Sea Lion discovery to
242MMbo, with a high case of 669MMbo.
Analysis undertaken by Rockhopper on samples of oil recovered from the well showed that the oil was
medium grade crude of between 26.4º – 29.2º API gravity. Rockhopper commenced drilling a second
exploration well on the Ernest prospect on 23 July 2010.
South Falkland basin
Falkland Oil & Gas
Falkland Oil & Gas entered into a joint venture agreement with BHP Billiton in October 2007 and contracted
the Ocean Guardian rig in February 2010 to drill the Toroa prospect in May 2010. The Toroa prospect is
situated in the south Falkland basin, approximately 140km south of Stanley in approximately 700m of water.
The Company estimates the Toroa prospect to have mean gross unrisked prospective resources of 1.7 billion
barrels with a range between 380 million barrels (P90) and 2.9 billion barrels (P10).
The Toroa F61/5-1 exploration well was spudded on 31 May 2010 and was plugged and abandoned having
drilled to a total depth of 2,476m. No reservoired hydrocarbons were encountered. Further detailed
evaluation of data gained from the well is currently being undertaken, with a view to reducing risk on the
company’s other deepwater plays prior to further exploration.
Borders & Southern
Borders & Southern holds five production licences over 19,598km2 of the Falkland Plateau sub-basin,
southeast of the Falkland Islands and has acquired, processed and interpreted 2,862km of 2D seismic data
and 1,492km of 3D seismic data, as well as having commissioned and completed a number of technical
studies.
An environmental impact statement was submitted in February 2010 and is awaiting approval from the
Falkland Islands Government. Borders & Southern is currently in discussions to source a rig in order to
finalise the well planning and drilling of up to three wells during the fourth quarter of 2010 and the first
quarter of 2011.
2010 Drilling campaign
A summary of the 2010 drilling campaign is outlined below:
Slot

Prospect

Timing GPRR
(2010) (MMbo)

Operator

Result

1
2
3
4
5
6

Liz
Sea Lion
Toroa
Ernest
Sea Lion
Rachel

February
281
April
242
May
1,700
July
156
August
242
September 249

Desire
Rockhopper
BHP Billiton
Rockhopper
Rockhopper
Desire

Non commercial gas discovery
Oil discovery
No reservoired hydrocarbons
Drilling
Well test: awaited
Awaited
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With regard to slots 7 to 10, Desire has stated its commitment to drill four wells and Rockhopper has stated
its commitment to drill two wells. Desire expect Arcadia to drill two wells on Desire’s acreage.
6.

History of the Group

Argos Exploration, previously named Argos Evergreen Limited, was originally incorporated for the purpose
of participating in a consortium, led by Amerada Hess, formed to apply for a petroleum production licence
in the competitive first licensing round announced by the Falkland Islands Government in 1996. The
Company had a 60 per cent. interest in the issued share capital of Argos Exploration with the balance being
held by a subsidiary of Evergreen Resources, Inc.
The consortium was awarded the Licence by the Falkland Islands Government on 2 June 1997.
For the first exploration phase of the Licence (the “First Phase”), the consortium conducted a 2D seismic
programme and drilled two wells which were completed at the end of 1998. Whilst both wells had oil shows,
neither were regarded as being commercial and were accordingly plugged and abandoned. There was,
however, encouragement that a very high quality oil source rock had been encountered and that the oil
generation process had commenced.
With the weak economic conditions in the oil industry in 1999 and having completed the full work
programme for the First Phase, Amerada Hess decided not to retain the Licence or proceed to the second
phase (the “Second Phase”) of the Licence. In this decision, they were joined by three of the other four
consortium members and Argos Exploration became the sole owner of the Licence.
Following a thorough review of the data available by an independent consultant, which led to a new
geological model for the North Falkland Basin, Argos Exploration’s shareholders agreed to provide
additional funding to continue with the Licence. The Falkland Islands Government was supportive of this
approach and agreed to extensions of the First Phase up until November 2008.
In early 2004, Evergreen Resources Inc. merged with Pioneer Natural Resources Inc. and the Company
acquired the remaining 40 per cent. shareholding in Argos Exploration.
The Company continued the Licence and entered the Second Phase on 25 November 2008. The Second
Phase expires on 25 November 2015. The Falkland Islands Government acknowledged the notification of the
Company’s election to enter the Second Phase and confirmed that the required relinquishment of 30 per cent.
of the original Licence Area was approved.
Further details of the Licence are set out in Part V of this document.
7.

The Group’s strategy and work programme

With the entry into the Second Phase, the Company established a strategy to conduct an exploration
programme which is complementary and subsequent to that being implemented in the two adjoining licences
by the Adjoining Licencees.
The Company plans to carry out a 3D seismic programme during the forthcoming austral summer over a
number of the prospects and leads identified from its earlier 2D seismic programme. The prospects identified
from the 2D seismic data have a total unrisked potential of 747 million barrels of prospective recoverable
resource in the most likely case, and up to 1.75 billion barrels in the upside case.
The 3D seismic survey will involve the contracting of a seismic vessel and using 3D seismic technology to
determine the location of possible oil and gas accumulations.
On completion of the seismic interpretation in the second half of 2011, the Company expects to be in a
position to high-grade prospects and identify drilling locations for exploration wells. Subject to the
successful completion of the 3D seismic survey and receipt of further equity funding or a farm-in partner,
the Company plans to commmence drilling in the fourth quarter of 2011.
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Indicative timetable
Q4 2010/Q1 2011
Q1 2011
Q3 2011
Q4 2011

Acquire up to 1,000km2 3D seismic
Process and interpret 3D seismic data
Report on prospect inventory
High-grade drilling targets, design well,
submit environmental impact statements
Drilling

Q4 2011/2012

The Directors believe that the encouraging results from the Adjoining Licencees, the nearby Sea Lion
discovery in particular, materially derisk the likely outcome of Argos’s own work programme.
8.

The Group’s prospects

The 2D seismic data acquired in 1997 was reprocessed and reinterpreted in late 2009/early 2010. Based upon
that work, seven prospects and five leads have been identified by Argos in the Licence Area. The prospective
recoverable resource estimates are set out in the table below. No resource estimates are included for the
mapped leads as it is believed that 3D seismic will be required to further define these to prospect status.
Prospect: Reservoir

Gross P90

Zeus: Jurrasic
Zeus: Aptian
Zeus: Campanian
Demeter: Jurassic
Demeter: Aptian
Boreas: Valanginian
Apollo: Jurassic
Istros: Jurassic
Glaucos: Jurassic
Hermes: Jurassic
Hermes: Aptian

56
10
9
19
2
52
47
11
15
15
8
––––––––
244

Total

––––––––

Source: pages vi, 18, 19, 21 and 23-25 of the CPR

Prospective Recoverable Resource (MMbo)
Gross P50
Gross P10
Mean
152
29
35
48
5
145
176
47
49
42
19
––––––––
747

––––––––

348
64
86
105
10
346
454
106
108
87
39
––––––––
1,753

––––––––

182
34
42
57
6
177
221
52
57
47
22
––––––––
897

COS
14%
17%
17%
8%
17%
10%
10%
12%
10%
10%
13%

––––––––

Resource totals are arithmetically summed and do not take account of prospect dependencies where elements
of trap, reservoir or charge in one prospect impact upon the potential of other prospects. Any dependencies
are discussed in more detail in the prospect description sections of the Competent Person’s Report.
3D seismic programme
The aim of the 3D seismic programme is to firm up a number of the existing prospects and leads as well as
potentially identifying additional prospects. The Company has reviewed the Rockhopper 3D seismic data
that extends into the Licence Area. It is clear that this data is of materially better quality than the older 2D
seismic data, particularly in the deeper part of the section. The Directors believe that a similar 3D seismic
programme in the Licence Area will achieve a similar improvement in data quality resulting in a higher level
of confidence in the prospect mapping generally.
The fact that both the Adjoining Licencees successfully completed 3D seismic programmes in adjacent
acreage in the same geological fairway as the Licence Area, from which they have each identified multiple
large prospects within the 3D seismic area, has materially de-risked the likely outcome of Argos’s own
planned 3D programme. The results of this programme may give a different picture to that shown by the
existing data.
Stratigraphic prospects
Rockhopper has identified a large prospect portfolio in the adjacent licences PL032 and PL033 to the east of
the Licence Area. Three of these prospects are structural/stratigraphic traps with amplitude anomalies which
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required 3D seismic to identify. The Sea Lion discovery is one of these three anomalies. Desire had a similar
experience requiring 3D seismic to identify stratigraphic traps with amplitude anomalies within their
licences.
The table below shows the total mean prospective resources reported by Rockhopper and Desire in
stratigraphic prospects identified from 3D seismic that were not evident on 2D seismic data.
As set out on page 29 of the CPR, the Company has one stratigraphic prospect to date, Boreas, mapped on
2D seismic data, and three leads in the Eastern Graben that are potential pinch-out traps and combination
structural stratigraphic traps. Maturing these leads will be one of the objectives of the 3D seismic
programme:
Statigraphic prospects

Gross Mean Speculative Resource (MMbo)
Pre-3D
Post-3D

Desire (PL003/004)
Rockhopper (PL032/033)
Argos (PL001)

Nil
103
177*

954
949
To be determined

* The Boreas prospect

Based on the above, the Directors believe that 3D seismic data should confirm similar stratigraphic
prospectivity in the Licence Area to that reported by the Adjoining Licencees.
Further details of the Licence Area and the Group’s prospects are set out in the Competent Person’s Report
in Part IV of this document.
9.

Current trading and financial information

The Company will focus on the exploration of its Licence in the near to mid term, including a 3D seismic
programme in 2010/2011 and, subject to receipt of further funds, an initial drilling programme in 2011/2012.
The Directors do not envisage generating any revenues over the current financial year, but are encouraged
by the developments in the Falkland Islands basins, the results to date in the Adjoining Licences in particular,
and are accordingly confident of the future prospects of the Company.
The 3D seismic programme is the only known material cost or commitment of the Company for the current
financial year.
The Accountant’s Report on the Company is set out in Part III of this document.
10.

The Board, senior consultant and key contractor

Brief biographies of the Directors and the key consultant and contractor to the Group are set out below.
Paragraph 6 of Part VI of this document sets out further details of current and past directorships and certain
other important information regarding the Directors.
Directors
Ian Thomson, OBE (aged 71) – Executive Chairman
Ian, a Chartered Engineer, founded Argos in 1995. After an early career in the mining and energy equipment
industry he became the Managing Director of Evergreen Resources Inc.’s exploration and production
interests in the UK and Europe. He is a director of a number of Falkland Islands and overseas companies
engaged in fishing and other operations.
John Hogan (aged 57) – Managing Director
John joined the Board in 2005. John is a qualified geologist who has spent over 35 years in the oil industry.
He was Chief Operating Officer of LASMO plc and Managing Director of LASMO North Sea between 1989
and 2000. Since 2000, he has been active at board level in a number of privately held and listed energy
businesses internationally.
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Andrew (Drew) Irvine FCCA (aged 49) – Finance Director
Drew joined the Board in 2005. After qualifying as a Chartered Certified Accountant in Scotland, Drew
managed the Pannell Kerr Foster related accounting practice in the Falkland Islands. Drew is now a Falkland
Islands resident and is a director of a number of Falkland Islands companies. He is Chairman of the Falkland
Islands Pensions Scheme, a member of the Board of the Falkland Islands Fishing Companies Association
and a director of the Falkland Islands Chamber of Commerce and the Falkland Islands Development
Corporation.
Dennis Carlton (aged 60) – Senior Non-executive Director
Dennis joined the Board in 2005 having served on the Board of Argos Exploration since 1995. Dennis is a
qualified petroleum geologist and has been involved with the North Falkland Basin since 1995. He was Chief
Operating Officer of Evergreen Resources Inc. between 1981 and 2004 and, following its merger, Vice
President of Exploration, Western Division for Pioneer Natural Resources USA Inc until 2008. He is
currently a director of a number of other private companies operating in the energy and other sectors.
Christopher Fleming (aged 50) – Non-executive Director
Christopher joined the Board in 2008. Christopher graduated from Aberdeen University with an M.A. in
Economics and Law and joined Morgan Grenfell in 1985. Between 1987 and 2005 he was involved in the
development of the Gilt Sales operations of Bankers Trust, Deutsche Bank and SBC Warburg as Head of
Government Bond Sales of each of the banks.
From 2005 to 2009 he was Head of EMEA Flow Rates, Credit and Currency Sales for RBS Global
Marketing and is currently Global Head of Rate Sales for Nomura International PLC.
James Ragg LLB, FCA (aged 44) – Non-executive Director
James joined the Board in 2008. James qualified as a Chartered Accountant in 1995 and, after eight years
with Saffery Champness, joined Haines Watts as an audit and assurance partner in 2004. He is currently a
designated Partner in Haines Watts South LLP. Alongside his audit and assurance role, James is an expert on
organisational governance and lectures regularly on governance responsibilities. He is a trustee and audit
committee member of a major UK charity.
Senior consultant
Richard Baker (aged 64) – Head of Exploration
Richard has over 35 years’ international experience as an exploration geophysicist. Richard spent his early
career with Seismograph Services Ltd and Burmah Oil Company and over 12 years with Union Oil of
Calfornia Corporation (“Unocal”). He has held several team management roles in independent exploration
companies and has completed several North Falkland Basin projects since 1999.
Key contractor
Argos Georgia Limited – Administrative and operational support
As set out in paragraph 9.2 of Part VI of this document, the Company will utilise the administrative,
accounting and operational infrastructure of AGL. These facilities already cover operations in the Falkland
Islands, the South Atlantic, Antarctica, Europe and elsewhere, are more than adequate for the proposed
activities of the Company. During the Amerada Hess consortium’s seismic and drilling activities in the
1990s, these facilities in the Falkland Islands were used. Ian Thomson has a 46.46 per cent. shareholding in
AGL.
11.

Reasons for the Placing and use of proceeds

The Company is seeking to raise £22.0 million pursuant to the Placing (before expenses). The net proceeds
of £20.6 million will be applied by the Group as follows:
•

£17.0 million to fund the 3D seismic programme to ascertain the potential of the Licence; and
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•

£3.6 million for general working capital and contingency.

The Directors believe that Admission will be beneficial to the Group as it will raise the profile of the Group
and provide the Group with more flexibility for further growth and to raise equity capital in the future.
12.

Details of the Placing

Evolution Securities has conditionally agreed, pursuant to the Placing Agreement, as agent for the Company,
to use its reasonable endeavours to procure subscribers for the Placing Shares at the Placing Price. The
Placing will raise (before commissions and expenses) £22.0 million for the Company. The Placing Shares
are being placed with institutional and other investors. The Placing Shares will represent 32.8 per cent. of
the Enlarged Share Capital. The Placing has been fully underwritten by Evolution Securities.
The Placing is conditional, inter alia, on Admission becoming effective by 29 July 2010 (or such later date
as Evolution Securities and the Company may agree, not being later than 31 August 2010) and on the Placing
Agreement not being terminated prior to Admission. The Placing Shares will rank pari passu in all respects
with the Existing Ordinary Shares including the right to receive all dividends and other distributions
declared, paid or made after the date of issue and will be placed free of any expenses and stamp duty.
On Admission, the Company will have 216,113,205 Ordinary Shares in issue and a market capitalisation of
£67.0 million at the Placing Price. The Placing Shares will represent 32.8 per cent. of the Enlarged Issued
Share Capital. The current Shareholders will therefore suffer a dilution of 32.8 per cent. pursuant to the
Placing.
Further details of the Placing Agreement are set out in paragraph 9.1 of Part VI of this document.
13.

Admission, settlement and dealings

Application has been made to the London Stock Exchange for all of the Ordinary Shares, issued and to be
issued pursuant to the Placing, to be admitted to trading on AIM. It is expected that Admission will become
effective and that dealings will commence in the Ordinary Shares on 29 July 2010.
No temporary documents of title will be issued. All documents sent by or to a placee, or at his direction, will
be sent through the post at the placee’s risk. Pending the despatch of definitive share certificates, instruments
of transfer will be certified against the register of members of the Company.
Settlement of shares on AIM is generally made through the CREST system. CREST is a paperless settlement
system enabling securities to be evidenced otherwise than by certificate and transferred otherwise than by
written instrument in accordance with the CREST Regulations. Securities issued by non-UK registered
companies, such as the Company, cannot be held or transferred in the CREST system.
However, the Company, through its depositary, Computershare, has established a facility whereby
Depositary Interests may be issued to Shareholders who wish to hold Ordinary Shares in electronic form
within the CREST system. This will be done pursuant to a deed poll to be executed by Computershare
Investor Services PLC, acting as depositary. Application will be made for the Depositary Interests,
representing Ordinary Shares, to be admitted to CREST with effect from Admission. Accordingly, settlement
of transactions in Ordinary Shares following Admission may take place within the CREST System if any
individual Shareholder so wishes provided such person is a “system member” (as defined in the CREST
Regulations) in relation to CREST. Shareholders who elect to hold their Ordinary Shares in uncertificated
form through the Depositary Interest facility will be bound by the terms of the deed poll, the proposed form
of which is available for inspection.
CREST is a voluntary system and holders of Ordinary Shares who wish to receive and retain share
certificates will be able to do so.
14.

Lock-in and orderly market arrangements

Each of the Directors and AGL (together the “Covenantors”), holding, in aggregate, 38.27 per cent. of the
Existing Ordinary Shares and 25.70 per cent. of the Enlarged Share Capital, has undertaken to the Company
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and Evolution Securities (subject to certain limited exceptions provided by Rule 7 of the AIM Rules) not to
dispose of the Ordinary Shares held by each of them (and their connected persons) following Admission or
any other securities issued in exchange for or convertible into, or substantially similar to, Ordinary Shares
(or any interest in them or in respect of them) at any time prior to the date being 12 months from the date of
Admission (the “Lock-in Period”) without the prior written consent of Evolution Securities.
Each of the Covenantors has also undertaken to the Company and Evolution Securities not to dispose of the
Ordinary Shares held by each of them (and their connected persons) for the period of 12 months following
the expiry of the Lock-in Period otherwise than through Evolution Securities.
Further details of these arrangements are set out in paragraph 9.1 of Part VI of this document.
15.

Corporate governance

The Directors recognise the value and importance of high standards of corporate governance and intend,
given the Company’s size and the constitution of the Board, to comply with the main provisions of the
Combined Code.
With effect from Admission, the Board has established an audit committee (the “Audit Committee”) and a
remuneration committee (the “Remuneration Committee”) with formally delegated responsibilities.
The Audit Committee will be chaired by James Ragg. Its other members will be Dennis Carlton and
Christopher Fleming. The Audit Committee will have primary responsibility for monitoring the quality of
internal controls and ensuring that the financial performance of the Company is properly measured and
reported on. It will receive and review reports from the Company’s management and auditors relating to the
interim and annual accounts and the accounting and internal control systems in use throughout the Group.
The Audit Committee will meet at least twice a year and will have unrestricted access to the Company’s
auditors.
The Remuneration Committee will be chaired by Dennis Carlton. Its other members will be James Ragg and
Christopher Fleming. The Remuneration Committee will review the performance of the executive Directors
and make recommendations to the Board on matters relating to their remuneration and terms of employment.
The Remuneration Committee will also make recommendations to the Board on proposals for the granting
of share options and other equity incentives pursuant to the Share Option Scheme or any other share option
scheme or equity incentive scheme in operation from time to time. The remuneration and terms and
conditions of appointment of the non-executive directors of the Company will be set by the Board.
As the Board is small, there will not be a separate nomination committee and recommendations for
appointments to the Board will be considered by the Board as a whole after due evaluation.
The Directors will comply, and procure compliance, with Rule 21 of the AIM Rules relating to dealings by
Directors and other applicable employees in the Company’s securities and, to this end, the Company has
adopted an appropriate share dealing code.
16.

Dividend policy

It is the intention of the Directors to achieve capital growth for Shareholders. In the short term, the Directors
therefore intend to retain any future profits in the Company and, accordingly, are unlikely to declare
dividends in the foreseeable future. However, the Directors will consider the payment of dividends out of the
distributable profits of the Company when they consider it is appropriate to do so.
17.

The Share Option Scheme

The Directors believe that the success of the Group will depend to a significant degree on the future
performance of the Group’s management team. The Directors also recognise the importance of ensuring that
all employees are well motivated and identify closely with the success of the Group.
Accordingly, the Company has established the Share Option Scheme. Under the Share Option Scheme, the
Company can grant options over up to 14,514,546 Ordinary Shares to directors and employees of the Group
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for a period of up to ten years.
Options have been granted over an aggregate of 12,680,818 Ordinary Shares, representing 5.87 per cent. of
the Enlarged Share Capital.
Further details of the Share Option Scheme and the Options granted thereunder are set out in paragraph 8 of
Part VI of this document.
18.

Effect of Falkland Islands domicile on the Company

As the Company is incorporated in the Falkland Islands, a takeover offer for the Company will not be
governed by the City Code and will not be regulated by the Panel on Takeover and Mergers in the UK
although certain related provisions have been incorporated into the Articles as summarised in paragraph 4.1
of Part VI of this document.
As a company incorporated in the Falkland Islands, the Company is not subject to the provisions of the
Disclosure and Transparency Rules and, consequently, Shareholders would not ordinarily be subject to any
requirement to disclose to the Company the level of their interests in Ordinary Shares. However, in
accordance with the guidance set out in the AIM Rules, the Company has elected to incorporate certain
provisions of the Disclosure and Transparency Rules and the 2006 Act into the Articles, further details of
which are set out in paragraph 4 of Part VI of this document.
Shareholders do not currently have pre-emptive rights under Falkland Islands law over further issues of
Ordinary Shares. The Directors, in any event, at the next general meeting of Shareholders intend to put a
resolution to incorporate by reference into the Articles the relevant provisions of Chapter 3 of Part 17 of the
2006 Act affording rights of pre-emption upon the issue of new Ordinary Shares (the “Pre-emption
Resolution”). Between the date of Admission and the adoption of the Pre-emption Resolution, the Directors
have no intention of allotting shares other than on a pre-emptive basis.
19.

Taxation

Information regarding taxation in relation to the Placing and Admission is set out in paragraph 11 in Part VI
of this document. If you are in any doubt as to your tax position you should consult your own independent
financial adviser immediately.
20.

Further information

Your attention is drawn to Parts II to VI (inclusive) of this document. In particular, you are advised to
carefully consider the risk factors set out in Part II of this document.
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PART II
RISK FACTORS
Potential investors should carefully consider the risks described below before making a decision to
invest in the Company. If any of the following risks actually occur, the Group’s business, financial
condition, results or future operations could be materially adversely affected. In such circumstances,
the price of the Ordinary Shares could decline and you could lose all or part of your investment. This
document contains forward looking statements that involve risks and uncertainties. The Company’s
actual results could differ materially from those anticipated in the forward looking statements as a
result of many factors, including the risks faced by the Company which are described below and
elsewhere in this document.
There can be no certainty that the Company will be able to implement successfully the strategy set out
in this document. No representation is or can be made as to the future performance of the Company
and there can be no assurance that the Company will achieve its objectives.
Risks relating to the business of the Group
General exploration risk
No commercial volumes of oil or gas have yet been discovered in the Licence Area. There is no certainty
that such discoveries will ever be made or that the further surveys planned will justify the undertaking of
further surveys and/or subsequent drilling.
There are risks inherent in the exploration for oil reserves and there is no guarantee that exploration will lead
to commercial discoveries. Hydrocarbon resource and reserve estimates are expressions of judgment based
on knowledge, experience and industry practice. They are therefore imprecise and depend to some extent on
interpretations, which may prove to be inaccurate. Estimates that were reasonable when made may change
significantly when new information from additional drilling and analysis becomes available. This may result
in alterations to development and production plans which may, in turn, adversely affect operations.
Drilling may result in unprofitable efforts, not only with respect to dry wells, but also with respect to wells
which, though yielding some hydrocarbons, are not sufficiently productive to justify commercial
development.
The successful completion of a well does not assure a profit on investment or recovery of drilling, completion
and operating costs.
Development and production risk
Development and production activities by their nature involve significant risks, many of which are beyond
the Group’s control. Risks such as delays in the construction and commissioning of drilling platforms or
other technical difficulties, lack of access to key infrastructure, adverse weather conditions, environmental
hazards, industrial accidents, occupational and health hazards, technical failures, labour disputes, unusual or
unexpected geological formations, explosions, blow-outs, pipe failure, abnormal pressure formations and
other acts of God are inherent to the business. The occurrence of any of these incidents could result in
substantial losses to the Group due to injury or loss of life, severe damage to or destruction of property,
natural resources and equipment, pollution or other environmental damage, clean-up responsibilities,
regulatory investigation and penalties and suspension of operations. Damages occurring as a result of such
risks may give rise to claims against the Group which may not be covered, in whole or part, by insurance.
In addition, the occurrence of any of these incidents could result in the Group’s current or future project
target dates for drilling being delayed or interrupted, increase capital expenditure and result in liability to the
owners or operator of the field.
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Market risk
The marketability of any oil and gas discovered will be affected by numerous factors beyond the control of
the Group. These factors include market fluctuations, proximity and capacity of oil and gas
pipelines, processing equipment and Government regulations including regulations relating to taxation,
royalties, allowable production, importing and exporting of oil and gas, and environmental protection.
Commercial risk
Even if the Group recovers quantities of oil or gas, there is a risk the Group will not achieve a commercial
return. The Group may not be able to transport the oil or gas to commercially viable markets at a reasonable
cost or may not be able to sell the oil or gas to customers at a price and quantity which would cover its
operating and other costs.
Volatility of oil prices
Historically, oil prices have fluctuated significantly and are affected by numerous factors over which the
Group has no control, including world production levels, international economic trends, currency exchange
rate fluctuations, expectations for inflation, speculative activity, consumption patterns, actions taken by
governments and international cartels and global or regional political events. The aggregate effect of these
factors is impossible to predict.
Fluctuations in oil and natural gas prices and, in particular, a material decline in the price of oil or natural
gas may have a material adverse effect on the Group’s business, financial condition and results of operations
assuming production is achieved from the Licence. Oil and gas prices could affect the viability of exploring
and/or developing the Group’s interests.
No profit to date
The Group has accumulated losses since its inception and it is therefore not possible to evaluate its prospects
based on past performance. Since the Company intends to continue investing in the Licence Area, the
Directors anticipate making further losses for the foreseeable future.
There can be no certainty that the Group will achieve or sustain profitability or achieve or sustain positive
cash flow from its activities.
Future funding requirements
In the opinion of the Directors, having made due and careful enquiry, taking into account the net proceeds
of the Placing, the working capital available to the Group will be sufficient for its present requirements, that
is for at least the next 12 months from the date of Admission.
In the longer term, the Group will need to raise additional funding to undertake work beyond that being
funded by the Placing such as an exploratory drilling programme and testing or appraisal in the event of a
discovery. There is no certainty that this will be possible at all or on acceptable terms. In some cases, the
Group may finance development by farming out or otherwise reducing its level of participation in interests
which it holds. This could substantially dilute the Group’s interest in the Licence.
Insurance risk
The Group plans to insure its operations in accordance with industry practice and plans to insure the risks it
considers appropriate for the Group’s needs and for its circumstances. Insurance cover will not be available
for every risk faced by the Group.
The Group may be subject to liability for pollution, blow-outs or other hazards against which the Group or
the operator may elect not to insure because of high premium costs or other reasons. The occurrence of an
event that is not covered or fully covered by insurance could have a material adverse effect on the business,
financial condition and results of operations of the Group.
There is a risk that insurance premiums may increase to a level where the Group considers it is unreasonable
or not in its interests to maintain insurance cover or not to a level of coverage which is in accordance with
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industry practice. In addition, the Group may, following a cost-benefit analysis, elect to not insure certain
risks on the ground that the amount of premium payable for that risk is excessive when compared to the
potential benefit to the Group of the insurance cover. The occurrence of an event which is not covered, in
whole or in part, by insurance could result in a significant cost to the Group which could have a material
adverse effect on its business, financial condition and results of operations.
Title and payment obligations
The Licence and any future licences in which the Group has or may earn an interest will be subject to
applications for renewal or grant (as the case may be). The renewal or grant of the term of each licence is
usually at the discretion of the relevant Government authority. If a licence is not renewed or granted, the
Group may suffer significant damage through loss of the opportunity to develop and discover any
hydrocarbon resources on that licence area.
Under the Licence and certain other contractual agreements to which the Group is or may in the future
become party, the Group is or may become subject to payment and other obligations. In particular the Group
may be required to expend the funds necessary to meet the minimum work commitments attaching to the
Licence. Failure to meet these work commitments will render the licence in question liable to be revoked.
Further, if any contractual obligations are not complied with when due, in addition to any other remedies
which may be available to other parties, this could result in dilution or forfeiture of interests held by the
Group. The Group may not have, or be able to obtain financing for all such obligations as they arise.
Environmental factors
The Group’s operations are, and will be, subject to environmental regulation (with regular environmental
impact assessments and evaluation of operations required before any permits are granted to the Group) in the
Falkland Islands. Although the Group intends to be in compliance with all applicable environmental laws and
regulations, there are certain risks inherent to its activities, such as accidental spills, leakages or other
circumstances, that could subject the Group to extensive liability.
Furthermore, the Group may require approval from the relevant authorities before it can undertake activities
which are likely to impact the environment. Failure to obtain such approvals will prevent the Group from
undertaking its desired activities. The Group is unable to predict the effect of additional environmental laws
and regulations which may be adopted in the future, including whether any such laws or regulations would
materially increase the Group’s cost of doing business or affect its operations in the Falkland Islands.
Economic and political risk
The Group’s operations are located in the Falkland Islands where there may be risks over which it will have
no, or limited, control. These may include economic, social, or political instability or change, instability and
changes of laws affecting foreign ownership, government participation, taxation, working conditions,
exchange control and custom duties as well as government control over domestic production. There may be
other unforeseen matters such as disputes over borders.
The Falkland Islands were, in 1982, the subject of hostilities between the UK and Argentina. The Argentine
Government has not relinquished its claims to sovereignty in relation to the Falkland Islands. However, the
position of the UK and Falkland Islands Governments is that the UK has no doubt about its sovereignty over
the Falkland Islands and the surrounding maritime areas. The UK Government remains fully committed to
the offshore prospecting policy pursued by the Falkland Islands Government, as laid out in the Offshore
Petroleum (Licensing) Regulations 2000. This policy is entirely consistent with Her Majesty’s sovereign
rights over the Falkland Islands.
Competition risk
Some of the Group’s competitors, including major oil companies, have greater financial and other resources
than the Group and, as a result, may be in a better position to compete for future business opportunities.
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Many of the Group’s competitors not only explore for, and produce oil and gas, but also carry out refining
operations and market their petroleum and other products on a worldwide basis. There can be no assurance
that the Group can compete effectively with these companies.
Retention of business relationships
It is likely that the Group will rely significantly on strategic relationships with other entities in the oil and
gas industry such as service providers, farm-in partners and certain regulatory and governmental
departments. The Group relies upon third parties to provide essential contracting services, such as drilling
and project management. The loss of these services could have a material and adverse effect on the business,
financial position and results of operations of the Group.
Attraction and retention of key employees
In common with other services and businesses in this industry sector, the Group’s business is dependent on
retaining the services of a small number of key personnel of the appropriate calibre as the business develops.
The success of the Group is, and will continue to be, to a significant extent, dependent on the expertise and
experience of the Directors and senior management and the loss of one or more could have a materially
adverse effect on the Group. There can be no guarantee that the Group will be able to continue to attract and
retain employees.
Farm-in party and contractor risk
It is likely that the Group may be exposed to various risks related to any contractors or, in the event that one
is sought, farm-in partners that may adversely affect its proposed activities and Licence interests, including:
(i) being unable to secure farm-in partners on acceptable terms to help fund the drilling of future wells on
any of its prospects in order to meet Licence exploration commitments; (ii) financial failure, non-compliance
with obligations or default by a participant in any farm-in arrangement to which it is, or may become, a party;
(iii) insolvency or other managerial failure by the Company or any of the contractors used by any farm-in
partner in its exploration activities; and (iv) insolvency or other managerial failure by the Company or any
of the other service providers used by any farm-in party for any activity.
Currency risk
The Company is raising funds in pounds sterling, while many contracts in the oil and gas industry are
principally denominated in US dollars.
Taxation
The attention of potential investors is drawn to paragraph 11 of Part VI of this document. The tax rules,
including stamp duty provisions, and their interpretation relating to an investment in the Company may
change during the life of the Company as may the tax residence of the Company.
Any change in the Company’s tax status or in taxation legislation in any jurisdiction in which the Company
operates could affect the Company’s financial condition and results and its ability (if any) to provide returns
to Shareholders. In particular, the taxation regime applicable in the Falkland Islands may change and could
have an adverse impact on the after-tax profits available to the Company in the future. Statements in this
document concerning the taxation of investors in Ordinary Shares are based on existing Falkland Islands and
UK tax law and practice which is subject to change. The taxation of an investment in the Company depends
on the individual circumstances of investors.
Takeover Code
The City Code will not apply to the Company and consequently a takeover of the Company would be
unregulated by the UK Panel on Takeovers and Mergers authorities and Shareholders will therefore not have
the protection of the Takeover Code.
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Risks relating to the Ordinary Shares
Investment risk and AIM
The Ordinary Shares will be quoted on AIM rather than the Official List. The rules of AIM are less
demanding than those of the Official List and an investment in shares quoted on AIM may carry a higher risk
than an investment in shares quoted on the Official List. Liquidity in the market for the Company’s securities
cannot be guaranteed. Investors should be aware that the value of the Ordinary Shares may be volatile and
may go down as well as up and investors may therefore not recover their original investment.
The market price of the Ordinary Shares may not reflect the underlying value of the Group’s net assets.
The price at which investors may dispose of their Ordinary Shares in the Company may be influenced by a
number of factors, some specific to the Group and its operations and some which affect quoted companies
generally. These factors could include the performance of the Group, large purchases or sales of Ordinary
Shares, legislative changes and general, economic, political or regulatory conditions. On any disposal
investors may realise less than the original amount invested.
Stock markets have also from time to time experienced extreme price and volume fluctuations, which have
affected the market prices of securities and which have been unrelated to the operating performance of the
companies affected. These broad market fluctuations, as well as general economic and political conditions
could adversely effect the market price of the Ordinary Shares.
Share price effect of sales of Ordinary Shares
The market price of Ordinary Shares could decline significantly as a result of any sales of Ordinary Shares
by certain Shareholders following the expiry of the relevant lock-in periods, details of which are set out in
Parts I and VI of this document, or the expectation or belief that sales of such shares may occur.
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PART III
SECTION A – ACCOUNTANT’S REPORT ON ARGOS
The following is the full text of a report on the IFRS Financial Information of Argos Resources Limited and its
subsidiary undertaking from BDO LLP, the Reporting Accountant, to the Directors and Evolution Securities.
BDO LLP
Kings Wharf
20-30 Kings Road
Reading
RG1 3EX
The Directors
Argos Resources Limited
Argos House
H Jones Road
Stanley
Falkland Islands
27 July 2010
Evolution Securities Limited
100 Wood Street
London
EC2V 7AN
Dear Sirs,
Argos Resources Limited (the “Company”) and its subsidiary undertaking (together, the “Group”)
Introduction
We report on the financial information set out in Section B of Part III. This financial information has been
prepared for inclusion in the Admission Document dated 27 July 2010 of Argos Resources Limited (the
“Admission Document”) on the basis of the accounting policies set out in note 1 to the financial information.
This report is required by paragraph (a) of Schedule Two of the AIM Rules for Companies and is given for
the purpose of complying with that paragraph and for no other purpose.
Responsibilities
The directors of the Company are responsible for preparing the financial information on the basis of
preparation set out in note 1 to the financial information and in accordance with International Financial
Reporting Standards as adopted by the European Union (“IFRSs”).
It is our responsibility to form an opinion as to whether the financial information gives a true and fair view,
for the purposes of the Admission Document, and to report our opinion to you.
Save for any responsibility arising under paragraph (a) of Schedule Two of the AIM Rules for Companies to
any person as and to the extent there provided, to the fullest extent permitted by the law we do not assume
any responsibility and will not accept any liability to any other person for any loss suffered by any such other
person as a result of, arising out of, or in connection with this report or our statement, required by and given
solely for the purposes of complying with Schedule Two of the AIM Rules for Companies.
Basis of opinion
We conducted our work in accordance with Standards for Investment Reporting issued by the Auditing
Practices Board in the United Kingdom. Our work included an assessment of evidence relevant to the
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amounts and disclosures in the financial information. It also included an assessment of significant estimates
and judgements made by those responsible for the preparation of the financial information and whether the
accounting policies are appropriate to the entity’s circumstances, consistently applied and adequately
disclosed.
We planned and performed our work so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that the
financial information is free from material misstatement whether caused by fraud or other irregularity or
error.
Our work has not been carried out in accordance with auditing or other standards and practices generally
accepted in the United States of America or other jurisdictions and accordingly should not be relied upon as
if it had been carried out in accordance with those standards and practices.
Opinion
In our opinion, the financial information gives, for the purposes of the Admission Document, a true and fair
view of the state of affairs of Group as at the dates stated and of its consolidated losses, cash flows and
changes in equity for the years then ended in accordance with the basis of preparation set out in note 1 to the
financial information and has been prepared in accordance with IFRSs as described in note 1 to the financial
information.
Declaration
For the purposes of paragraph (a) of Schedule Two of the AIM Rules for Companies we are responsible for
this report as part of the Admission Document and declare that we have taken all reasonable care to ensure
that the information contained in this report is, to the best of our knowledge, in accordance with the facts and
contains no omission likely to affect its import. This declaration is included in the Admission Document in
compliance with Schedule Two of the AIM Rules for Companies.
Yours faithfully

BDO LLP
Chartered Accountants
BDO LLP is a limited liability partnership registered in England and Wales (with registered number
OC305127).
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SECTION B – FINANCIAL INFORMATION ON ARGOS
Consolidated statements of comprehensive income

Note
Administrative expenses

Year ended 31 December
2008
£

6
5

(94,023)
––––––––
(94,023)
78
––––––––

10

––––––––
––––––––

Loss from operations
Finance income
Total comprehensive income for the year
attributable to owners of the parent
Basic and diluted loss per share (pence)

2007
£

(93,945)
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(0.23)

2009
£

(194,153)
––––––––
(194,153)
54
––––––––

(116,752)
––––––––
(116,752)
–
––––––––

(194,099)

––––––––
––––––––

––––––––
––––––––

(0.46)

(116,752)
(0.21)

Consolidated statements of financial position

Assets
Non-current assets
Capitalised exploration expenditure
Current assets
Other receivables
Cash and cash equivalents

Note

2007
£

11

2,368,060

2,428,369

2,509,221

12

21,022
1,013
––––––––
22,035

258,899
18,191
––––––––
277,090

37,547
298,663
––––––––
336,210

Total current assets
Total assets
Liabilities
Current liabilities
Other payables

13

Total net assets
Capital and reserves attributable to equity
holders of the company
Share capital
Retained earnings/(deficit)

As at 31 December
2008
£

2,390,095

––––––––
––––––––

2,705,459

––––––––
––––––––

2,845,431

95,560
––––––––
2,294,535

78,023
––––––––
2,627,436

38,065
––––––––
2,807,366

2,100,909
193,626
––––––––
2,294,535

2,627,909
(473)
––––––––
2,627,436

2,902,909
(95,543)
––––––––
2,807,366

––––––––

14
15

Total shareholders’ equity

––––––––
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2009
£

––––––––
––––––––

––––––––
––––––––
––––––––
––––––––

Consolidated statements of cash flows

Note
Cash flows from operating activities
Loss for year
Adjustments for:
Finance income
Share based payment expense
Net cash outflow from operating activities
before changes in working capital
Decrease/(increase) in other receivables
Increase/(decrease) in other payables
Net cash outflow from operating activities
Investing activities
Interest received
Exploration and development expenditure
Net cash used in investment activities
Financing activities
Issue of ordinary shares (net of issue costs)
Net cash from financing activities
Net (decrease)/increase in cash and cash equivalents
Cash and cash equivalents at beginning of year
Exchange gains on cash and cash equivalents
Cash and cash equivalents at end of year

Year ended 31 December
2007
2008
£
£
(93,945)

(194,099)

(78)
–
––––––––

(54)
–
––––––––

–
21,682
––––––––

(94,023)
––––––––
1,529
15,007
––––––––
(77,487)
––––––––

(194,153)
––––––––
(19,962)
13,148
––––––––
(200,967)
––––––––

(95,070)
––––––––
3,437
(40,083)
––––––––
(131,716)
––––––––

78
(24,847)
––––––––
(24,769)
––––––––

54
(60,309)
––––––––
(60,255)
––––––––

–
(80,852)
––––––––
(80,852)
––––––––

98,146
––––––––
98,146
––––––––
(4,110)
5,123
–
––––––––
1,013

278,400
––––––––
278,400
––––––––
17,178
1,013
–
––––––––
18,191

492,915
––––––––
492,915
––––––––
280,347
18,191
125
––––––––
298,663

––––––––

35

2009
£

––––––––

(116,752)

––––––––

Consolidated statements of changes in equity
Share
capital
£
At 1 January 2007
Total comprehensive income for
year to 31 December 2007
Shares issued during 2007 (net of issues costs)

1,977,409

At 31 December 2007
Total comprehensive income for
year to 31 December 2008
Shares issued during 2008 (net of issue costs)
At 31 December 2008
Total comprehensive income for
year to 31 December 2009
Shares issued during 2009 (net of issue costs)
Share based payment expense
At 31 December 2009

Retained
earnings/
(deficit)
£
287,571

Total
equity
£
2,264,980

–
123,500
–––––––––
2,100,909

(93,945)
–
–––––––––
193,626

(93,945)
123,500
–––––––––
2,294,535

–
527,000
–––––––––
2,627,909

(194,099)
–
–––––––––
(473)

(194,099)
527,000
–––––––––
2,627,436

–
275,000
–
–––––––––
2,902,909

(116,752)
–
21,682
–––––––––
(95,543)

(116,752)
275,000
21,682
–––––––––
2,807,366

––––––––– ––––––––– –––––––––
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Notes to the financial information
1.

Accounting Policies

Basis of preparation
The financial information included herein is in respect of the Company and the Group for the three years
ended 31 December 2007, 2008 and 2009. This information has been prepared by the Directors of the
Company from the statutory financial statements of the Company for the financial years then ended.
Following admission to trading on AIM, Argos Resources Limited intends to prepare its first financial
statements for the year ended 31 December 2010 in compliance with International Financial Reporting
Standards as adopted by the European Union (“Adopted IFRS”).
When the 2010 financial statements are prepared they will be the first consolidated financial statements
prepared by Argos Resources Limited in accordance with Adopted IFRS and as such will apply the
requirements and options in IFRS 1 (First time Adoption of International Financial Reporting Standards) as
they relate to the 2010 financial statements, based on the date of transition to adopted IFRS applicable in
those financial statements.
As described below, in preparing the 2007, 2008 and 2009 financial information, the Directors have applied
Adopted IFRS (including IFRS 1) as if Argos Resources Limited were a first time adopter in that financial
information and the assumptions they have made about the standards and interpretations expected to be
effective and the policies they expect to adopt in the 2010 financial statements. An implied transition date of
1 January 2006 has been used solely for the purposes of the financial information.
The principal accounting policies adopted in the preparation of the financial information are set out below.
The policies have been consistently applied to all the years presented, unless otherwise stated.
Only information with respect to the Group is being presented for the purposes of the financial information.
The following new standards, amendments to standards and interpretations have been issued. These are not
effective for the financial year ended 31 December 2009 and have not been adopted early as the Directors
do not expect these standards and interpretations to be relevant to the Group and will not therefore have any
effect on the financial statements.
New and revised standards, amendments and interpretations to existing standards that are not yet
effective and have not been early adopted
International Accounting Standards
IAS/IFRS

Effective date for
periods commencing

IFRS 1 (amendments) Additional exemptions for first-time adopters
These amendments exempt entities using the full cost method from retrospective
application of IFRSs for oil and gas assets and exempt entities with existing leasing
contracts from reassessing the classification of those contracts in accordance
with IFRIC 4.

January 2010

IFRS 2 (amendment) Group cash-settled share-based payment transactions
These amendments provide a clear basis to determine the classification of share
based payment awards in both consolidated and separate financial statements.

January 2010

IFRS 3 (revised) Business combinations
Any business combination completing on or after 1 April 2010 will fall within
the scope of the new standard.
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July 2009

International Accounting Standards
IAS/IFRS

Effective date for
periods commencing

IFRS 9 Financial instruments: classification and measurement
This is the first part of a new standard on classification and measurement of
financial assets that will replace IAS 39. IFRS 9 has two measurement categories:
amortised cost and fair value. All equity instruments are measured at fair value. A
debt instrument is at amortised cost only if the entity is holding it to collect
contractual cash flows and the cash flows represent principal and interest.
Otherwise it is at fair value through profit or loss.

January 2013

IAS 24 (revised) Related party disclosure
This amendment removes the requirement for government related entities to
disclose details of all transactions with the government and other governmentrelated entities and it clarifies and simplifies the definition of a related party.

January 2011

IAS 27 (amendments) Consolidated and separate financial statements
The amendment requires the effects of all transactions with non-controlling
interests to be recorded in equity if there is no change in control.
IAS 32 (amendment) Classification of rights issues
The amendment addresses the accounting for rights issues (rights, options or
warrants) that are denominated in a currency other than the functional currency of
the issuer.
IAS 39 (amendment) Financial instruments: recognition and measurement
This amendment prohibits designating inflation as a hedgeable component of a
fixed rate debt and also prohibits including time value in the one-sided edged risk
when designating options as hedges.

July 2009

February 2010

July 2009

Interpretations
IFRIC 14 and IAS 19 Limit on a defined benefit asset, minimum funding
requirements and their interaction January 2011
This interpretation provides guidance on assessing the limit in IAS 19, Employee
benefits, on the amount of the surplus that can be recognised as an asset. It also
explains how the pension asset or liability may be affected by a statutory or
contractual minimum funding requirement.

January 2011

IFRIC 17 Distributions of non-cash assets to owners
This interpretation clarifies how an entity should measure distributions of assets,
other than cash, when it pays dividends to its owners.

July 2009

IFRIC 18 Transfer of assets from customers
This interpretation clarifies the accounting for arrangements where an item of
property, plant and equipment, which is provided by the customer, is used to
provide an ongoing service.

July 2009

IFRIC 19 Extinguishing financial liabilities with equity Instruments
This interpretation clarifies the accounting when an entity renegotiates the terms of
its debt with the result that the liability is extinguished through the borrower
issuing its own equity instruments to the lender.
Improvements to IFRS (2009)
This is a collection of amendments to 12 standards as part of the IASB program
of annual improvements.

July 2010

January 2010

Revenue
The Group is in the exploration and evaluation stage of its offshore petroleum licence. There is therefore no
revenue recognised.
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Basis of consolidation
Where a Company has the power, either directly or indirectly, to govern the financial and operating policies
of another entity or business so as to obtain benefits from its activities, it is classified as a subsidiary.
The financial information presents the results of the Company and its subsidiary as if they formed a single
entity. Intercompany transactions and balances between group companies are therefore eliminated in full.
Business combinations
The financial information incorporates the results of business combinations using the purchase method. In
the statement of financial position, the acquiree’s identifiable assets, liabilities and contingent liabilities are
initially recognised at their fair values at the acquisition date. The results of acquired operations are included
in the consolidated statement of comprehensive income from the date on which control is obtained. They are
deconsolidated from the date control ceases.
Foreign currencies
The financial information is presented in pounds Sterling, the functional and presentation currency of the
company. Transactions in foreign currencies are initially recorded in the functional currency at the rate ruling
at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are
retranslated at the functional currency rate ruling at the end of the reporting period. Any differences are taken
to the consolidated statement of comprehensive income.
Segment reporting
Operating segments are reported in a manner consistent with the internal reporting provided to the chief
operating decision-maker. The chief operating decision maker has been identified as the Board of Directors.
Intangible assets – exploration and evaluation expenditure
As permitted under IFRS 6, the Group has accounted for evaluation and exploration expenditure using “full
cost” method, whereby all costs associated with oil exploration are capitalised as intangible assets, pending
determination of feasibility of the project.
Costs incurred include appropriate technical and administrative expenses but not general overheads. If an
exploration project is successful, the related expenditures will be transferred to tangible assets and amortised
over the estimated life of the commercial reserves. Where a licence is relinquished, a project is abandoned,
or is considered to be of no further value to the group the related costs are written off. All capitalised costs
are reviewed annually against the underlying value of oil and gas reserves, unless the expenditure relates to
an area where it is too early to make a decision about the value of the assets.
Impairment
Exploration and evaluation assets are assessed for impairment when facts and circumstances suggest that the
carrying amount may exceed its recoverable amount. Such indicators include the point at which a
determination is made as to whether or not commercial reserves exist. Where the exploration and evaluation
(“E&E”) assets concerned fall within the scope of an established full cost pool, the E&E assets are tested for
impairment together with all development and production assets associated with that cost pool, as a single
cash generating unit. The aggregate carrying value is compared against the expected recoverable amount of
the pool, generally by reference to the present value of future net cash flows expected to be derived from
production of commercial reserves. Where the E&E assets to be tested fall outside the scope of any
established cost pool, there will generally be no commercial reserves and the E&E assets concerned will
generally be written off in full.
Any impairment loss is recognised in the income statement and separately disclosed.
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Financial assets
The Group classifies its financial assets depending on the purpose for which the asset was acquired.
The Group has not classified any of its financial assets as held to maturity, available for sale or fair value
through profit and loss.
Loans and receivables
These assets are non-derivative financial assets with fixed or determinable payments that are not quoted in
an active market. They are initially recognised at fair value plus costs that are directly attributable to the
acquisition or issue and subsequently carried at amortised cost less any provision for impairment. The
Group’s loans and receivables comprise cash and cash equivalents and other receivables in the statement of
financial position. Cash and cash equivalents comprise current account balances or short term deposits,
maturing within three months, at variable interest rates. Any interest earned is accrued and classified as
interest receivable.
The effect of discounting on these financial instruments is not considered to be material.
Financial liabilities
The Group classifies its financial liabilities depending on the purpose for which the liability was incurred.
All are non-derivative liabilities and are measured at amortised cost. There are no financial liabilities which
are measured at fair value through profit and loss.
Financial liabilities held at amortised cost
These liabilities are initially recognised at fair value and subsequently at amortised cost.
The effect of discounting on these financial instruments is not considered to be material.
Taxes
The major components of income tax on the profit or loss include current and deferred tax.
Current tax is based upon the profit or loss for the year adjusted for items that are non-assessable or
disallowed and is calculated using tax rates that have been enacted, or substantively enacted, by the end of
the reporting period.
Income tax is charged or credited to the comprehensive income statement, except where the tax relates to
items credited or charged directly to equity, in which case the tax is also dealt with in equity.
Deferred tax assets and liabilities are recognised where the carrying amount of an asset or liability in the
statement of financial position differs to its tax base, except for differences arising on:
•

the initial recognition of goodwill;

•

the initial recognition of an asset or liability in a transaction which is not a business;

•

combination and at the time of the transaction affects neither accounting or taxable profits; and

•

investments in subsidiaries and jointly controlled entities where the Group is able to control the timing
of the reversal of the difference and it is probable that the difference will not reverse in the foreseeable
future.

Recognition of deferred tax assets is restricted to those instances, where it is possible that taxable profit will
be available against which the difference can be utilised.
The amount of the asset or liability is determined using tax rates that have been enacted or substantively
enacted by the end of the reporting period and are expected to apply when deferred tax liabilities and assets
are settled or recovered.
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Deferred tax assets and liabilities are offset when the Group has a legally enforceable right to offset current
tax asset and liabilities and the deferred tax assets and liabilities relate to taxes levied by the same tax
authority on either:
•

the same taxable group company; or

•

different group entities which intend to settle current tax assets and liabilities on a net basis, or to
realise the assets and settle the liabilities simultaneously, in each future period in which significant
amounts of deferred tax assets or liabilities are expected to be settled or recovered.

Share based payments
When share options are awarded to employees or key personnel, the fair value of the options at the date of
grant is charged to the comprehensive income statement over the vesting period. Non-market vesting
conditions are taken into account by adjusting the number of equity instruments expected to vest at each end
of the reporting period so that, ultimately the cumulative amount recognised over the vesting period is based
on the number of options that eventually vest. Market vesting conditions are factored into the fair value of
the options granted. As long as all other vesting conditions are satisfied, a charge is made irrespective of
whether the market vesting conditions are satisfied. The cumulative expense is not adjusted for failure to
achieve a market vesting condition.
Where the terms and conditions of options are modified before they vest, the increase in fair value of the
options, measured immediately before and after the modification is also charged to the comprehensive
income statement over the remaining vesting period.
Where equity instruments are granted to persons other than employees, the comprehensive income
statement, or if appropriate, the fixed asset class is debited with the fair value of goods and services received.
2.

Critical accounting estimates and judgements

Significant accounting judgements, estimates and assumptions
The Group makes certain estimates and assumptions regarding the future in relation to intangible assets and
impairment of these assets. Estimates and judgements are continually evaluated based on historical
experience and other factors, including expectations of future events that are believed to be reasonable under
the circumstances. In the future, actual experience may differ from these estimates and assumptions. The
estimates and assumptions that have a significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year are discussed as follows:
Impairment of Intangible assets
If there are circumstances which suggest that the carrying value of intangible assets may be impaired, the
Group is required to test whether the intangible assets have suffered any impairment. The valuation of
intangible assets requires judgements to be made in respect of discount rates, growth rates and future cash
flows and the cost of capital. Actual outcomes may vary.
Further details of the accounting judgements, estimates and assumptions in relation to these two accounting
areas are described in more detail in the relevant accounting policy and in relation to the valuation of
intangible assets in note 11.
Share based payments
The Group is required to make estimates and judgements to determine the fair value of share options granted.
Further details of the estimates and judgements made are described in more detail in the relevant accounting
policy and in note 16.
3.

Financial instruments – risk management

The Group’s financial assets comprise cash and cash equivalents and other receivables, which are categorised
as “Loans and other receivables”.
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The Group’s financial liability comprises other payables which are categorised as financial liabilities held at
amortised cost. These are all deemed to be current financial liabilities.
It is, and has been throughout the period of the financial information, the Group’s policy that no trading in
financial instruments shall be undertaken.
Liquidity risk is the most significant aspect for the Group in the area of financial instruments. It is not
exposed to significant credit risk or interest rate risk and the exposure to foreign currency risk is not
significant. Policy for managing these risks is set by the Board following recommendations from the Finance
Director. Certain risks are managed centrally, while others are managed locally following guidelines
communicated from the centre. The policy for each of the above risks is described in more detail below.
Foreign currency risk
The Group’s functional currency is pounds Sterling and the Group has no other receivables or liabilities in
currencies other than sterling. The Group has annual US dollar commitments going forward and the currency
risk is on this is dealt with by holding the appropriate cash balances in US dollars.
As of 31 December 2009 the Group’s financial assets and financial liabilities were all denominated in
Sterling other than cash and cash equivalents which consisted of:

Sterling balances
US dollar balances
Total

2007
£

2008
£

2009
£

1,013
–
––––––––
1,013

18,191
–
––––––––
18,191

254,137
44,526
––––––––
298,663

––––––––

––––––––

––––––––

Interest rate risk
The Group is not exposed to interest rate risk as there are no interest bearing loans or balances outstanding
to providers of finance.
Liquidity risk
The liquidity risk of each group entity is managed centrally by the directors. The main risk for the Group’s
operations is reliance on the equity investors for working capital support. All classes of financial assets and
liabilities have contractual maturities of less than twelve months.
Credit risk
The Group is not exposed to credit risk as it does not trade, and the cash balances held by the Group are with
reputable institutions.
Fair values
The fair values of the Group’s financial assets and liabilities are not materially different from the carrying
values in the consolidated statement of financial position and notes to the financial information.
Capital
The Company regards its capital to comprise of its ordinary share capital and retained earnings. The Group’s
primary objective in managing its capital is to maintain a sufficient base to meets its working capital and
investment needs. Decision taking involves consideration of both short term needs and longer term strategic
objectives.
4.

Segmental reporting

The Chief Operating Decision Maker (the “CODM”) in accordance with IFRS 8 has considered the Group’s
activities and is of the opinion that the Group is engaged in a single segment of business. The information
within the financial information is consistent with the information provided to the CODM. The Group has
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only one business and geographical segment which is that of oil and gas exploration in the waters around the
Falkland Islands. The information provided to the CODM is reported on the same basis as the information
presented in the financial information.
5.

Finance income
2007
£

Interest received on short term deposits
6.

78

–––––––

54

–––––––

–

–––––––

Expenses by nature
2007
£

Staff costs (see note 7)
Auditors remuneration (see note 8)
Share based payment to non-employees
Legal and professional fees
Other costs

50,001
9,500
–
26,955
7,567
–––––––
94,023

Total administrative expenses
7.

Year ended 31 December
2008
2009
£
£

–––––––

Year ended 31 December
2008
2009
£
£
50,001
44,070
–
87,436
12,646
–––––––
194,153

–––––––

69,938
10,780
1,745
23,066
11,223
–––––––
116,752

–––––––

Staff costs
2007
£

Wages and salaries
Share based payment expense (note 16)

50,001
–
–––––––
50,001

50,001
–
–––––––
50,001

50,001
19,937
–––––––
69,938

5

6

6

–––––––

Average number of employees (including Directors)

Year ended 31 December
2008
2009
£
£

–––––––

–––––––

All staff costs relate to amounts paid to key management personnel. The Company is invoiced for services
provided by J A Hogan, a director of the Company. There are no pension contributions or benefits provided
to the Directors of the Company. Details of the share option scheme are contained in note 16.
The Directors of the Company are deemed to be the key management of the Company.
8.

Auditor’s remuneration

During the year, the Group obtained the following services from Group’s auditors at costs as detailed below:
2007
£
Audit services
Tax services
Other services

5,500
1,500
2,500
–––––––
9,500

–––––––
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Year ended 31 December
2008
2009
£
£
8,500
1,850
33,720
–––––––
44,070

–––––––

8,500
1,356
924
–––––––
10,780

–––––––

9.

Taxation
2007
£

Falkland Islands corporation tax at 26% (25% 2007 & 2008)

–

–––––––

Year ended 31 December
2008
2009
£
£
–

–––––––

–

–––––––

Factors affecting the tax charge in the year
The reason for the difference between the actual tax charge and the standard rate of corporation tax in the
Falkland Islands is as follows:
£
Loss for year
Falkland Islands corporation tax at 26% (25% 2007 &2008)
Expenses not deductible for tax purposes
Share based payments
Trading losses carried forward
Tax charge for year
Unrelieved tax losses, on which no deferred tax asset
has been recognised, which are available for offset
against future profits
10.

(93,945)
––––––––
(23,486)
–
–
23,486
––––––––
–

£
(194,099)
––––––––
(48,525)
–
–
48,525
––––––––
–

£
(116,752)
––––––––
(30,356)
–
5,638
24,718
––––––––
–

—–––––––

—–––––––

—–––––––

589,294

678,041

792,681

—–––––––

—–––––––

—–––––––

Loss per share
2007
£

Loss for the year
Weighted average number of ordinary
shares in issue during the period
Basic and diluted loss per ordinary share (pence)

Year ended 31 December
2008
2009
£
£

(93,945)

(194,099)

(116,752)

2,049,817
––––––––
(0.23)

42,018,180
––––––––
(0.46)

54,685,777
––––––––
(0.21)

—–––––––

—–––––––

—–––––––

The ordinary shares of £1 each were split into shares of £0.05 on 29 August 2008. To give a comparative
value the loss per share for 2007 is stated based on the equivalent number of £0.05 shares in issue. The loss
per share in 2007, based on 2,049,817 £1 shares, was (4.6) pence per share.
As the Group is reporting a loss for all three years in accordance with IAS 33 the share options are not
considered dilutive as an exercise of the share options would result in a reduced loss per share.
11.

Capitalised exploration expenditure
2007
£

Cost at 1 January
Additions

Year ended 31 December
2008
2009
£
£

Cost at 31 December

2,343,213
24,847
––––––––
2,368,060

2,368,060
60,309
––––––––
2,428,369

2,428,369
80,852
––––––––
2,509,221

Net book value at 1 January
Net book value at 31 December

2,343,213
2,368,060

2,368,060
2,428,369

2,428,369
2,509,221

––––––––
––––––––

––––––––
––––––––

––––––––
––––––––

These intangible assets relate to exploration costs which represent the costs of oil and gas projects.
The results of neighbouring seismic programmes have been encouraging. In 2009, an operator in adjacent
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acreage secured a drilling rig and agreement was made with others in the region to commit to an eight
exploration well program. This and the subsequent oil discovery by Rockhopper Exploration plc on the Sea
Lion exploration well – 14/10-2 have encouraged the Directors to conclude, in the consideration of the fair
value, that no provision for impairment is necessary. All of the Group’s exploration expenditure relates to the
Falklands Islands cost pool.
12.

Other receivables
2007
£

Other receivables
Unpaid share capital

21,022
–
–––––––
21,022

–––––––

Year ended 31 December
2008
2009
£
£
40,984
217,915
–––––––
258,899

–––––––

37,547
–
–––––––
37,547

–––––––

All balances fall due for payment within 12 months.
13.

Other payables
2007
£

Other payables
Accruals

61,978
33,582
–––––––
95,560

–––––––

Year ended 31 December
2008
2009
£
£
–
78,023
–––––––
78,023

–––––––

14,886
23,179
–––––––
38,065

–––––––

All balances are payable within 12 months.
14.

Share capital
2007
£

Authorised
100,000,000 ordinary shares of £0.05 each
(5,000,000 ordinary share of £1 each in 2007)

5,000,000

–––––––

Year ended 31 December
2008
2009
£
£

5,000,000

–––––––

5,000,000

–––––––

Following special resolution, passed on 29 August 2008, the ordinary shares of £1 each were split into
20 ordinary shares of £0.05
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2007
£
Allotted, called up and fully paid
At 1 January
52,558,180 ordinary shares of £0.05 each
2,100,909 ordinary shares of £1 each converted to
42,018,180 ordinary shares of £0.05 each
1,977,409 ordinary shares of £1 each

Year ended 31 December
2008
2009
£
£

2,627,909
2,100,909
1,977,409

During the year
By cash
5,500,005 ordinary shares of £0.05 each issued
9,926,300 ordinary shares of £0.05 each
35,500 ordinary shares of £1 each issued

275,000
496,315
35,500

Shares issued to settle amounts owed to related parties
613,700 ordinary shares of £0.05 each issued
88,000 ordinary shares of £1 each issued

30,685
88,000
––––––––
123,500

Total issued during the year

—–––––––
2007
£

At 31 December
58,058,185 ordinary shares of £0.05 each
52,558,180 ordinary shares of £0.05 each
2,100,909 ordinary shares of £1 each

––––––––
527,000

—–––––––

––––––––
275,000

—–––––––

Year ended 31 December
2008
2009
£
£
2,902,909
2,627,909

2,100,909

Share options (note 16)
Share options in issue at 31 December 2009 were as follows:

Date of grant
12 November 2009
15.

At
1 January
2009

Issued
during
year

Exercise
price

At
31 December
2009

–

5,072,327

£0.05

5,072,327

Exercise period
November 2009
to October 2019

Reserves
2007
£

Retained earnings/(deficit) at start of year
Loss for year
Share based payment expense

287,571
(93,945)
–
––––––––
193,626

Retained earnings/(deficit) at end of year

––––––––

Year ended 31 December
2008
2009
£
£
193,626
(194,099)
–
––––––––
(473)

––––––––

(473)
(116,752)
21,682
––––––––
(95,543)

––––––––

Retained earnings/(deficit) are cumulative net gains and losses recognised in the income statement.
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16.

Share based payments

In 2009, the Company introduced an equity-settled share based remuneration scheme for employees and key
personnel, the only vesting condition being that the individual remains an employee of the Group or where
not an employee, serves out the full contract term over the vesting period.

Granted during the year
(number of shares at 5p each)
Outstanding at the end of year
(number of shares at 5p each)

2007

2008

2009

–

–

5,072,327

–

–

5,072,327

The exercise price of options outstanding at the end of the year was 5.00p and their weighted average
contractual life was 9.87 years. Of the total number of options outstanding at the end of the year, none had
vested at the end of the year. The weighted average share price during the year was estimated to be 5.00p at
the date of exercise of options.
The following information is relevant in the determination of the fair value of options granted during the year
under the equity-settled share based remuneration schemes operated by the Company.
2009
Equity-settled
Option pricing model used
Weighted average exercise price at grant date (pence)
Exercise price (pence)
Weighted average contractual life (years)
Expected volatility
Risk-free interest rate

Black-Scholes
5.00
5.00
9.87
76.3%
2.76%

The volatility assumption, measured at the standard deviation of expected share price returns, is based on a
statistical analysis of daily share prices over the last five years of comparable publically quoted companies.
The share-based remuneration expense comprises:

Equity-settled schemes
17.

2007
£

2008
£

2009
£

–

––––––––

–

––––––––

––––––––

Controlling entity

There is no ultimate controlling entity.
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21,682

18.

Related party transactions

Details of the remuneration of key management personnel is given in note 7. Other related party transactions
are as follows:
2007
£
Related party relationship
Argos Georgia Ltd, a shareholder and
company in which IM Thomson has an interest
Due (to)/from at 1 January
Expenses paid on behalf of the group
Amounts loaned to group
Loans repaid
Capitalised in year
Shares issued in year
Share issue proceeds received
Due (to)/from at 31 December
19.

(88,230)
(62,646)
–
–
88,000
–
–
––––––––
(62,876)

––––––––

Year ended 31 December
2008
2009
£
£

(62,876)
(5,282)
(86,910)
124,383
30,685
69,315
–
––––––––
69,315

––––––––

69,315
(2,957)
–
2,797
–
–
(69,315)
––––––––
(160)

––––––––

Subsidiary undertakings

The only subsidiary in the Group is Argos Exploration Limited. This company is incorporated in Falklands
Island and is involved in oil and gas exploration. Argos Resources Limited holds 100 per cent. shareholding
in the ordinary share capital of Argos Exploration Limited.
20.

Events after the reporting date

On 9 July 2010 the Company’s share capital of 5p ordinary shares was sub-divided into 1p ordinary shares
and then immediately consolidated into 2p ordinary shares. The Company’s authorised share capital was then
increased to £10 million by the creation of an additional 250 million ordinary shares of 2p each.
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The Directors
Argos Resources Ltd
Argos House
H Jones Road
Falkland Islands

The Directors
Evolution Securities Ltd
100 Wood Street
London
EC2V 7AN
rd
23 June 2010

Dear Sirs,
In accordance with the instructions of the Directors of Argos Resources Limited (the
Company), Senergy (GB) Limited (Senergy) has reviewed a portfolio of assets currently held
by the Company in the North Falkland Basin, offshore Falkland Islands. The assets
evaluated comprise a portfolio of exploration prospects.
We were requested to provide an independent evaluation of the recoverable hydrocarbons
expected for each asset categorised in accordance with the 2007 Petroleum Resources
Management System prepared by the Oil and Gas Reserves Committee of the Society of
Petroleum Engineers (SPE) and reviewed and jointly sponsored by the World Petroleum
Council (WPC), the American Association of Petroleum Geologists (AAPG) and the Society of
Petroleum Evaluation Engineers (SPEE). The results of this work have been presented in
accordance with the requirements of the AIM Market of the London Stock Exchange, in
particular as described in the “Note for Mining and Oil and Gas Companies - June 2009”.
Recoverable volumes are expressed as gross and net technical prospective resources.
Gross resources are defined as the total estimated petroleum to be produced in the event of
exploration success. Net resources are defined as that portion of the gross resources
attributable to the interests owned by the Company.
Standard geological and engineering techniques accepted by the petroleum industry were
used in estimating recoverable hydrocarbons. These techniques rely on engineering and
geo-scientific interpretation and judgement; hence the resources included in this evaluation
are estimates only and should not be construed to be exact quantities. It should be
recognised that such estimates of hydrocarbon resources may increase or decrease in future
if there are changes to the technical interpretation, economic criteria or regulatory
requirements. As far as Senergy is aware there are no special factors that would affect the
operation of the assets and which would require additional information for their proper
appraisal.
The content of this report and our estimates of resources are based on data provided to us by
the Company. Senergy confirm that to our knowledge there has been no material change of
circumstances or available information since the report was compiled.
We acknowledge that this report may be included in its entirety, or portions of this report
summarised, in documents prepared by the Company and its advisers in connection with
www.senergyworld.com
K10ARG001L
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commercial or financial activities and that such documents, together with this report, may be
filed with any stock exchange and other regulatory body and may be published electronically
on websites accessible by the public, including a website of the Company.
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Executive Summary
This report comprises an independent evaluation of the potential recoverable hydrocarbons
attributable to the Argos Resources Limited (Argos) interests in licence PL001 in the North
Falkland Basin, offshore Falkland Islands. The Argos working interest in the PL001 licence is
100%. Senergy has reviewed seven high graded prospects in detail and has considered the
other exploration potential that may exist in the licence. The contingent resource potential of
the Johnson discovery has not been reviewed by Senergy but a summary of the
Rockhopper1 assessment of this resource has been reproduced from their published
Competent Person’s Report (CPR) dated April 2009. A critical assessment of the regional
data has not formed part of the work undertaken by Senergy. In this regard we used the
published work of the British Geological Survey (BGS), Shell and the United States
Geological Survey (USGS). We have also had access to petroleum system work undertaken
on behalf of Argos.

Regional Setting
The North Falkland Basin formed in the Late Jurassic to Early Cretaceous as a continental rift
associated with the opening of the South Atlantic, and contains a thick Tertiary and
Cretaceous sequence which overlies probable Jurassic and older sediments. The six wells
drilled in 1998 confirmed the presence of world class Lower Cretaceous lacustrine shale, oilprone source rock. In addition a deeper oil and gas prone source interval was encountered in
the gas window in one of the wells. Five of these wells encountered oil shows and well 14/5-1
is reported to have discovered a potentially significant gas accumulation. Reservoir quality
sandstones are proven in the Upper Cretaceous (Campanian) and Lower Cretaceous (Aptian)
and are predicted to be present, based on seismic and geological model evidence, in the
Lower Cretaceous (Barremian) and Jurassic sequences.
A variety of hydrocarbon exploration play types are recognised in the basin and these are
broadly divided into those that overlie the source rock/seal horizon and those that inter-finger
with or underlie this horizon. The former were the focus of the initial phase of drilling in the
basin in 1997/8, and the latter play types were largely un-tested until the latest drilling
campaign commenced in February 2010. To date two new wells have been drilled, both in
the North Falkland Basin. There is only a very limited amount of data currently available from
these wells. Desire well 14/19-1 (the ‘Liz’ prospect) was completed as an abandoned gas
discovery in April 2010. Rockhopper well 14/10-2 (the ‘Sea Lion’ prospect) was drilled in May
2010 and suspended for future testing having discovered 53 m of net oil pay in multiple zones
of good sands within the upper part of an early post-rift lacustrine fan complex.
There are still considerable uncertainties inherent in the interpretation of this under-explored
basin, with respect to both the extent of the source rock intervals and the presence of
reservoir quality sandstones. Furthermore, the most likely hydrocarbon phase is often
uncertain though on balance an oil phase is considered to be more likely in the Argos
prospects, thus all volumes have been calculated for a single phase liquid, although it is
recognised that this is likely to be a simplification.

1

Rockhopper is the operator of the adjacent licence PL032 and of the recent Sea Lion discovery well.
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Exploration Strategy
Argos has identified a portfolio of prospects on the current 2D seismic dataset and now plans
to advance the exploration programme with the acquisition of 3D seismic data that is intended
to both confirm the presence and reduce the risk of existing prospects, and is also expected
to identify new prospective traps.
The experience of other operators in the North Falkland Basin indicates that the acquisition of
3D seismic data is essential for the definition of the structural/stratigraphic prospect types in
particular. The recent Sea Lion discovery by Rockhopper in well 14/10-2 is an example of
this prospect style where sandstone presence and trap geometry have both been identified
with seismic amplitude mapping requiring 3D data. A portfolio of similar prospects has been
identified by other operators in the basin using 3D data.

Prospective Resources: Prospect Portfolio
The high graded prospects in the Argos portfolio belong to a variety of “play categories” which
have aspects of trap type, reservoir target and hydrocarbon charge mechanism shared in
common. Success in one prospect in a play would probably significantly reduce the risk of
other prospects in that play type.
The un-risked potentially recoverable prospective resource volumes net to Argos as of 1st
June 2010, for the high graded prospects, together with the estimated risk factor or geological
chance of success (COS), are summarised in the table below and in Table 1.2:
Un-Risked Prospective Resources (MMstb) Net to Argos
Prospect: Reservoir 2
Zeus: Jurassic
Zeus: Aptian
Zeus: Campanian
Demeter: Jurassic
Demeter: Aptian
Boreas: Valanginian
Apollo: Jurassic
Istros: Jurassic
Glaucus: Jurassic
Hermes: Jurassic
Hermes: Aptian
Resource Total

Low 3

Best3

High3

56
10
9
19
2
52
47
11
15
15
8
244

182
34
42
57
6
177
221
52
57
47
22
897

348
64
86
105
10
346
454
106
108
87
39
1,753

Risk Factor
or COS
14%
17%
17%
8%
17%
10%
10%
12%
10%
10%
13%

Most of the prospects are well defined structural traps, both fault bounded and four way dip
closed, and several of the structures have significant closures at various horizons providing
multiple reservoir targets. There is one potentially large structural/stratigraphic trap (Boreas);

2

The reservoir objectives are as follows: Jurassic = Jurassic to early Cretaceous, late syn-rift
sandstones; Aptian = Lower Cretaceous, middle post-rift sandstones; Campanian = Upper Cretaceous,
late post-rift sandstones; Valanginian = Lower Cretaceous, latest syn-rift or earliest post-rift sandstones.
3
The quoted Low, Best and High values are the 90% probability (P 90 ), Mean and 10% probability (P 10 )
respectively derived from probabilistic estimates of the resource size distribution generated using a
”Monte Carlo” statistical approach.
www.senergyworld.com
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the relatively poor representation of this play type in the portfolio is in marked contrast to the
portfolios of other operators in the basin and appears to reflect the lack of 3D seismic data.
Resource totals do not take account of prospect dependencies where elements of trap,
reservoir or charge in one prospect impact upon the potential of other prospects. Any
dependencies are discussed in more detail in the prospect description sections of this report.
The recoverable volumes reported in this summary table are net to Argos and reflect the
potential volume within the licence. The gross resource and STOIIP 4 volumes for each
opportunity are provided in the individual prospect descriptions.

Contingent Resources: Johnson Discovery
Senergy has not undertaken an independent review of the Johnson discovery due to
database limitations. Instead we have relied on the factual information presented in the
publicly available Competent Persons Report (CPR) published by Rockhopper 5 .
The quoted volumes are net to Argos. We estimate that about 30% of the best and high total
structure volume as mapped by Rockhopper is located on Argos licence PL001. The low
case presented by Rockhopper appears to be located entirely on PL032. The gross total
structure resource and GIIP volumes for this opportunity are provided in Section 4.
Contingent Resources (Bscf) Net to Argos

Johnson

Low

Best

High

0

469

2,379

In the Rockhopper CPR the risk factor for Johnson is assessed as 10%, this being the chance
of a commercial development.

Additional Exploration Potential
The acquisition of 3D seismic data is central to the forward exploration strategy for PL001.
We have been provided with an assessment by Argos of the potential number and size of
structural/stratigraphic prospects that Argos expect to identify with new data. Senergy
reviewed the technical basis for this predicted outcome and regards it as reasonable. The
following table summarises the un-risked volumes net to Argos.
Notional Resources
(MMstb)

Low

Best

High

44

522

1,305

There is no risk factor or geological chance of success (COS) assigned to this notional
potential. This is because prospects are not currently identified on the existing limited data.
Nevertheless it is clear that the risk is very high at the present early stage in the exploration
process and that new data and evaluation is required to confirm the potential and to reduce
risk.
4

STOIIP is a volumetric estimate of stock tank oil initially in place in the reservoir.
This information has been accurately reproduced and as far as Senergy is aware and is able to
ascertain from the information published, no facts have been omitted which would render the
reproduced information inaccurate or misleading.
5
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The possible resource size estimates were derived by analogy to similar
structural/stratigraphic prospect types defined on 3D data by other operators in the North
Falkland Basin (see Section 5.1). The low case of 44 MMstb assumes that only one prospect
with the low average prospect resource size 6 will be identified on the new 3D data. The best
estimate case of 522 MMstb was derived deterministically by assuming two prospects will be
identified, each with the mean average prospect resource size. The high case of 1,305
MMstb assumes that five prospects with the mean average prospect resource size will be
identified.

Economic Evaluation
The scoping economic assessment estimates the Net Present Value (NPV) of representative
notional field sizes. These do not constitute a valuation of resources and they are included in
order to provide a tool to assist in ranking this opportunity relative to other areas.
The economic evaluation was undertaken for a non specific oil field in the North Falkland
Basin. A single stand-alone FPSO development with water injection was assessed for three
notional recoverable resource sizes of approximately 50 MMstb, 100 MMstb and 200 MMstb.
The export scenario envisages that oil would be transported via a dynamically positioned (DP)
shuttle tanker.
The development cost estimates were based on well costs estimated by Senergy. These
costs are 2010 cost estimates escalated at 5% per annum and are only suitable for scoping
economics. It was not part of the scope of this study to review these costs in detail.
The economic results for three oil price scenarios are summarised below:
Oil Price Scenario

Case 1: 50 MMstb
NPV @ 10% ($MM)

$50/bbl
$75/bbl
$100/bbl

Case 2: 100 MMstb
NPV @ 10% ($MM)
227
971
1,722

-25
355
763

Case 3: 200
MMstb NPV @
10% ($MM)
975
2,431
3,885

All of the scenarios are potentially economically viable except for the low resource case of 50
MMstb at the low oil price of $50/bbl. Further details and sensitivity analysis can be found in
Section 6 of this report.
It is assumed that licence extension, if required, will be granted by the relevant authorities.
The applicable tax regimes for the Falkland Islands and Argos have been used. Tax
balances, tax synergies and CO 2 tax have not been applied.

Production Profiles
Senergy has prepared scoping production profiles for the three field size cases of 50 MMstb,
100 MMstb and 200 MMstb (see Section 6 for further details). These are for a notional
reservoir of good quality and make assumptions related to the success of future operations.

6

Average Prospect Resource size: this refers to the average sizes for the six structural/stratigraphic
prospects that are identified on 3D seismic data in the adjacent licences of other operators and that are
documented in published CPR’s (See Section 5).
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Professional Qualifications
Senergy (GB) Limited is a privately owned independent consulting company established in
1990, with offices in Aberdeen, London, Stavanger, Abu Dhabi, Perth and Kuala Lumpur.
The company specialises in petroleum reservoir engineering, geology and geophysics and
petroleum economics. All of these services are supplied under an accredited ISO9001 quality
assurance system. Except for the provision of professional services on a fee basis, Senergy
has no commercial arrangement with any person or company involved in the interest that is
the subject of this report.
Andrew John Evans is the Head of Reserves Certification for Senergy and was responsible
for supervising this evaluation. He is a professional petroleum engineer with over 25 years of
oil industry experience gained in major international companies and within Senergy. He is a
member of the Energy Institute, of the Society of Petroleum Engineers and of the Society of
Petroleum Evaluation Engineers, and has a BA in Natural Science (Physics) from the
University of Oxford.
Yours faithfully,

Andrew J. Evans
Head of Reserves Certification
For and on behalf of Senergy (GB) Limited
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1

Introduction

This report was prepared by Senergy at the request of the Directors of Argos Resources
Limited (Argos). It consists of an evaluation of the interests held by Argos in a portfolio of
exploration prospects in licence PL001 offshore Falkland Islands (Figure 1.1).
Senergy was requested to provide an independent evaluation of the recoverable
hydrocarbons expected for each prospect. The report details the licence interests and the
prospective resources attributable to the assets, and a scoping economic evaluation for a
range of notional field sizes.

1.1

Evaluation Methodology

Standard geological and engineering techniques accepted by the petroleum industry were
used in estimating recoverable hydrocarbons. These techniques rely on engineering and
geo-scientific interpretation and judgement; hence the resources included in this evaluation
are estimates only and should not be construed to be exact quantities. It should be
recognised that such estimates of hydrocarbon resources may increase or decrease in future
if there are changes to the technical interpretation, economic criteria or regulatory
requirements.
Senergy was requested to provide an independent evaluation of the potential recoverable
hydrocarbons for each prospect. The starting point in making an assessment of resources is
an estimate of hydrocarbons initially in place (HIIP). There are various methods that can be
used. In this report the quoted low, best estimate and high HIIP volumes are probabilistic
estimates calculated by Senergy. The specific Senergy method used for calculating HIIP is
based on good industry practice, but it should be emphasised that there is no single
universally accepted method in use within the industry. For probabilistic estimates the low is
P 90 , best estimate is the Mean and the high case is the P 10 (i.e. 90% probability, Mean of the
distribution and 10% probability). The probabilistic estimates are generated using a ”Monte
Carlo” statistical approach. A resource size distribution is determined by the parameter input
size ranges and their nature (e.g. whether normal, lognormal or other). The size of the
distribution is particularly sensitive to the choice of “end member” P 90 and P 10 input
parameters especially for the key inputs of assumed hydrocarbon contact depth and reservoir
thickness.
Senergy has used the existing interpretations (depth maps and log interpretations) to derive
an independent probabilistic estimate of the volumetric distribution of HIIP for all the
prospects.
The potentially recoverable volumes can also be estimated using a variety of methods. In this
report the estimates are based on the application of a recovery factor range to the HIIP
volumes.
Senergy has estimated the geological chance of success (COS) for all prospects using a
standard methodology which is based on the principle that an exploration prospect requires
the three components of trap, reservoir and hydrocarbon charge to be present and effective.
Risk values are assigned to each of these elements and these are multiplied together to give
an overall COS. The risk assessment is related to the P 90 inputs to the resource calculation
and takes account of the shape of the resource distribution. The assessment of COS has
www.senergyworld.com
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considered the risk of encountering large resource volumes, with associated high values for
the critical P 90 inputs i.e. the low end of the resource distribution range has not been
considered. This methodology relates COS to the input parameters associated with a
specified volume range, not just to the ability of the well to flow hydrocarbons to surface. The
AIM definition of exploration COS is the chance to find a sufficient volume of hydrocarbons to
test to the surface. Senergy ensure that the assigned value is appropriate to the quoted size
distribution.

1.2

Sources of Information

In conducting this review we have utilised information and interpretations supplied by Argos
comprising operator information and geological, geophysical, engineering and other data
along with various technical reports. We have reviewed the information provided and
modified assumptions where we considered this to be appropriate. We have accepted,
without independent verification, the accuracy and completeness of this data.
Senergy has had access to a reasonably comprehensive set of both raw and interpreted data.
However, Senergy has not attempted a systematic re-interpretation of raw data (either well
logs or seismic) but has performed a critical assessment of the existing interpretation work
supplied in the database. This interpreted data included time and depth maps for the near top
reservoir horizons, the results of some well log petrophysical interpretations, regional
assessments of reservoir distribution and geochemical modelling studies.
There are six wells in the northern part of the basin (see Section 2) and a variety of well
reports and composite logs are available for each. A computer processed interpretation (CPI)
report by Shell is available for wells 14/5-1 and 14/10-1.
Well
14/5-1A
14/9-1
14/9-2
14/10-1
14/13-1
14/24-1

Operator
Shell
Amerada
Amerada
Shell
Lasmo
Lundin

TD Depth (m)
4,525
2,590
2,345
3,005
1,475
2,915

Hydrocarbon Shows
Oil & Gas shows
Oil staining
Oil staining
Oil 27 API
Dry hole
Oil staining

The regional seismic database comprises mixed vintages of 2D and 3D data. The specific
PL001 database consists of the original Spectrum reprocessed 1993 and 1995 regional data,
and 1,416 km of 2D 96 full fold data acquired in 1997 by the Amerada Hess group. See
Section 2.6 for further details. The resulting 2D seismic grid is adequate for the definition of
large structural traps. Both gravity and magnetic data was also obtained during the seismic
data acquisition.
We have had access to a variety of prospect evaluation summary documents, generally in the
form of PowerPoint files prepared by Argos between 2006 and 2010.
There are proprietary regional studies by Argos (especially on Geochemical Modelling) and in
addition there are published reports covering aspects of the structural development,
geochemistry (including work by Shell and BGS) and reservoir potential, and a USGS
assessment of the field size distribution potential of the basin.
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The database available for each prospect is described in more detail in the prospect
description sections of this report.

1.3

Licence Details

The Argos prospect inventory in the North Falkland Basin is located in licence PL001 in which
Argos holds a 100% working interest. The licence was originally awarded to a group
operated by Amerada Hess in the initial Falkland Islands bid round in 1996. The original
group recorded 1,416 km of full fold proprietary seismic data and drilled two wells on the
block. Amerada Hess and the other group members, except Argos, subsequently withdrew
from the licence leaving Argos with 100% equity.
The Offshore Mineral Ordinance of 1994 allows the Falkland Islands Government to grant
Production Licenses which consist of an exploration phase and a development phase. The
exploration phase consists of three phases totalling 22 years. A 35 year Production and
Exploitation license can be applied for at any time during the three exploration phases. The
term of this license can be extended past the 35 years at the discretion of the Governor of the
Falkland Islands.
The licence is currently in the second phase of the exploration period which continues to
November 24th, 2015. The first 5 year phase was due to terminate on November 24th, 2001,
but this first phase was granted a number of extensions. The licence entered the second 7
year phase on November 24th 2008 at which time 30% of the original licence area was
surrendered. A third exploration phase of 10 years requires a further drilling commitment.
Table 1.1 provides details of the licence held by Argos.

1.4

Requirements

In accordance with your instructions to us we confirm that:
N

We are professionally qualified and a member in good standing of a self-regulatory
organisation of engineers and/or geoscientists;

N

We have at least five years relevant experience in the estimation, assessment and
evaluation of oil and gas assets;

N

We are independent of Argos “the Company”, its directors, senior management and
advisers;

N

We will be remunerated by way of a time-based fee and not by way of a fee that is
linked to the Admission or value of the Company;

N

We are not a sole practitioner;

N

We have the relevant and appropriate qualifications, experience and technical
knowledge to appraise professionally and independently the assets, being all assets,
licences, joint ventures or other arrangements owned by the Group or proposed to be
exploited or utilised by it (“Assets”) and liabilities, being all liabilities, royalty
payments, contractual agreements and minimum funding requirements relating to the
Group’s work programme and Assets (“Liabilities”).
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1.5

Standards Applied

In compiling this report we have used the definitions and guidelines set out in the 2007
Petroleum Resources Management System prepared by the Oil and Gas Reserves
Committee of the Society of Petroleum Engineers (SPE) and reviewed and jointly sponsored
by the World Petroleum Council (WPC), the American Association of Petroleum Geologists
(AAPG) and the Society of Petroleum Evaluation Engineers (SPEE). The results of this work
have been presented in accordance with the requirements of AIM, a Market operated by the
London Stock Exchange, in particular as described in the “Note for Mining and Oil and Gas
Companies - June 2009”.

1.6

No Material Change

Senergy confirm that to our knowledge there has been no material change of circumstances
or available information since the report was compiled and we are not aware of any significant
matters, arising from our evaluation, that are not covered within this report which might be of
a material nature with respect to the proposed admission.

1.7

Site Visit

A site visit had not been required as all the data pertaining to this project is subsurface
information available digitally and there are no Argos physical assets, facilities or equipment
of any kind in-situ in the Falkland Islands either onshore or offshore.

1.8

Liability

All interpretations and conclusions presented herein are opinions based on inferences from
geological, geophysical, engineering or other data. The report represents Senergy’s best
professional judgment and should not be considered a guarantee of results. Our liability is
limited solely to the Company for the correction of erroneous statements or calculations. The
use of this material and report is at the user’s own discretion and risk.

1.9

Consent

We hereby consent, and have not revoked such consent, to:
N

the inclusion of this report, and a summary of portions of this report, in documents
prepared by the Company and its advisers;

N

the filing of this report with any stock exchange and other regulatory authority;

N

the electronic publication of this report on websites accessible by the public, including
a website of the Company; and

N

the inclusion of our name in documents prepared in connection with commercial or
financial activities.

The report relates specifically and solely to the subject assets and is conditional upon various
assumptions that are described herein. The report must therefore be read in its entirety. This
report was provided for the sole use of the Company on a fee basis. Except with permission
from Senergy this report may not be reproduced or redistributed, in whole or in part, to any
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other person or published, in whole or in part, for any other purpose without the express
written consent of Senergy.
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2

North Falkland Basin Hydrocarbon Potential

Licence PL001 is located 290 km north of Port Stanley in the northern part of the North
Falkland Basin in water depths up to 500 m. The licence covers most of the north-western
part of a rift basin about 240 km long and 45 km wide. The basin contains a Lower
Cretaceous section that is dominated by lacustrine and fluvial clastic sediments comprising
organic-rich mudstones with sandstones. The previous drilling campaign in the basin proved
that these lacustrine mudstones provide a rich oil-prone source rock and the fluvio-deltaic and
postulated alluvial fan and lacustrine fan sandstones are the primary reservoir targets in the
basin.
A variety of hydrocarbon exploration play types are recognised and these are broadly divided
into those that overlie the source rock/seal horizons and those that inter-finger with or underlie
these horizons (Figure 2.1). The former were the focus of the initial phase of drilling in the
basin in 1998, and the latter play types were only partially tested until the latest drilling
campaign commenced in February 2010. To date two new wells have been drilled, both in
the North Falkland Basin. There is only a very limited amount of data currently available from
these wells. Desire well 14/19-1 (the ‘Liz’ prospect) was completed as an abandoned gas
discovery in April 2010. Rockhopper well 14/10-2 (the ‘Sea Lion’ prospect) was drilled in May
2010 and suspended for future testing having discovered 53 m of net oil pay in multiple zones
of good sands within the upper part of an early post-rift lacustrine fan complex.
Senergy has not undertaken an independent regional evaluation of the basin but has used the
existing published and proprietary studies to establish the structural and stratigraphic
framework and summarise the data on source rock, reservoir and seal intervals in the basin.
We have paid particular attention to the source rock potential and to clarify the reservoir
targets that have proven presence and those that are speculative. This information has been
used to understand and quantify the size distribution and risk factor of the prospects that are
the primary focus of this report.

2.1

Regional Setting & Basin Development

The North Falkland Basin (Figure 2.2) formed in the Jurassic to Early Cretaceous as a
continental rift associated with the breakup of the Gondwanaland super-continent and the
opening of the South Atlantic, and contains a thick Tertiary and Cretaceous sequence which
overlies Jurassic and older sediments. Rifting commenced during the Early Jurassic, and
resulted in a dominantly north–south trending fault pattern that is superimposed on underlying
northwest-southeast and northeast–southwest trends.
The North Falkland Basin comprises the main north-south trending Eastern Graben which is
separated from a Western Graben by the Central Ridge.
The sedimentary sequence is often sub-divided by reference to the rift phase with pre-rift,
syn-rift and post-rift intervals being identified. The pre-rift interval is poorly sampled having
only been penetrated by one well (14/9-1) which encountered a Middle to Late Devonian
siltstone sequence. The overlying syn-rift interval has been encountered at different
stratigraphic levels and in different structural locations by most of the wells drilled previously
in the basin. A probable Middle Jurassic to earliest Cretaceous mixed clastic sequence
overlies the Devonian sediments on the Central Ridge. In the basin depocentre in the
Eastern Graben, three wells (14/24-1, 14/05-1 and 14/10-1) penetrated a thick Late Jurassic
to Early Cretaceous syn-rift, fluvial to lacustrine sequence (Berriasian to Valanginian).
www.senergyworld.com
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This sequence passes gradationally into the early post-rift (Valanginian to Barremian)
comprising the main lacustrine shale interval and sandstones that together constitute the
principal source rock and reservoir targets in the basin. In the north the upper part of this
sequence is dominated by prograding delta front sandstones as seen in well 14/5-1.
The later post-rift interval comprises an Albian to Cenomanian deltaic, fluvial and marginal
marine sequence overlain by deeper water marine sequences of Turonian to Tertiary age.
The western and southern parts of the North Falkland Basin have experienced a more
complex structural history with northwest to southeast trending faults, showing evidence of
reverse movement. In these areas of prominent structural highs and local depocentres, a
thinner Cretaceous to Tertiary sequence overlies possible Jurassic sediments and older
basement.

2.2

Previous Drilling & Well Results

Senergy has reviewed the dry hole analysis of the previous six wells drilled in the basin during
the first drilling campaign in 1998 prepared by Argos and in published documents. Four of the
wells were drilled on valid structural features. Of the other two wells one was drilled on a
weak structure and the other did not reach the main objective.
A new drilling campaign is in progress of which the first two wells have been drilled, both in
the North Falkland Basin. There is only a very limited amount of data currently available from
these wells. However the recent Press Releases do indicate that Desire well 14/19-1 found
oil shows in a number of late syn-rift and pre-rift intervals but reservoirs were thin and tight.
Rockhopper well 14/10-2 encountered 53 m of net oil pay in the early post-rift section at a
depth of about 2,744 m with an average porosity of 19%.
The main reservoir objectives at the time of the first drilling phase in 1998 were considered to
be within the Lower Cretaceous prograding deltaic sequence that overlies the basin wide
lacustrine source rock/seal interval. Most of the wells were drilled away from the basin
depocentres and source kitchen where the source rock was immature and acted as a vertical
seal preventing migration from the deeper mature source rocks into the main pre-drilling
reservoir objectives.
Well

Trap

Source

Reservoir

Seal

14/5-1A

Structural - valid

Post & Syn-Rift

Valid

14/9-1

Structural - valid
Structural uncertain closure
Structural - valid

Post & Early
Syn-Rift
Post & Early
Syn-Rift
Post & Syn-rift

Valid

14/9-2

Outside main
source kitchen
Outside main
source kitchen
Outside main
source kitchen
Edge of main
source kitchen
Outside main
source kitchen
Outside main
source kitchen

Did not reach
target
Post- Rift

Valid

14/10-1
14/13-1

Structural - valid

14/24-1

Structural invalid

Valid
Valid

Valid

Wells 14/9-1 and 14/9-2 were drilled on the Central Ridge structure and encountered both
early syn-rift (Jurassic) and post-rift (Aptian) sandstones with some oil staining. Well 14/9-1
appears to have tested a valid structural closure, though it is not certain that 14/9-2 did. The
www.senergyworld.com
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main source kitchen is located some 5 km to the east and southeast and it is believed that
14/9-1 may have been dry due to the lack of a viable migration route. This could be due to the
base of the lacustrine source rock unit being juxtaposed to Devonian basement in this specific
area, and illustrates the need to consider the migration route issues in detail during prospect
risk assessment.
Well 14/13-1 did not reach the syn-rift source and reservoir objective due to mechanical
problems. Well 14/24-1 apparently did not test a valid structural closure.
The 14/5-1 and 14/10-1 wells tested valid structures in post-rift and syn-rift levels and are
close to the modelled edge of the main early post-rift source kitchen. Both wells encountered
oil and gas shows and we are informed that 14/5-1 (on the Johnson structure) encountered
potentially significant net gas pay between 5 m and 130 m thick in early Cretaceous age
sandstones.
Senergy has reviewed these conclusions and agrees with the findings though we do note that
the lack of commercial hydrocarbons in 14/5-1 and 14/10-1 is not conclusively explained at all
horizons.
Desire well 14/19-1 (the ‘Liz’ prospect) was completed as an abandoned gas discovery in
April 2010. Hydrocarbon shows were reported from late-syn-rift intervals between 2,540 m
and 3,400 m. Some 17 m of net hydrocarbons were found in over-pressured pre-rift and late
syn-rift sandstones between 2,960 and 3,031 m. At higher stratigraphic levels oil shows were
encountered in thin, tight conglomerates and sandstones.
Rockhopper well 14/10-2 (the ‘Sea Lion’ prospect) was drilled in May 2010 and suspended for
future testing. It discovered 53 m of net oil pay in multiple zones of good sands within the
upper part of an early post-rift fan complex (LC3), originating from the east. It is believed that
there are good predictive hydrocarbon indicators in the 3D seismic data over Sea Lion.

2.3

Basin Hydrocarbon Potential

There are two independent methods that can be used to assess the prospective resource
potential of the North Falkland Basin. The first is to consider analogous basins and the
second is to use the United States Geological Survey (USGS) database.
The USGS has reviewed the regional geological data in the Falkland Plateau and North
Falkland Basin in order to assess the oil, gas, and natural-gas liquids (NGL) resource
potential of the basin. They estimate that the basin has the theoretical potential to contain up
to 40 hydrocarbon accumulations with about 10 fields potentially exceeding 64 MMbo
recoverable resources. The results of the analysis of the un-discovered resource potential in
the North Falkland Basin are illustrated in Figure 2.3. The estimated prospect recoverable
resource sizes for the principal prospects in the North Falkland Basin have been plotted on
this chart and we find the estimates to be compatible.
There are many sedimentary basins around the world that share petroleum system features in
common with the North Falkland Basin. The basin is a relatively narrow and elongated (50 by
250 km) half graben basin with a thick and good quality syn-rift lacustrine shale source rock
sequence that modelling studies indicate is at peak oil maturity in a basin depocentre area.
Some reservoir targets are proven and others are predicted at a number of stratigraphic
levels and are generally expected to comprise a variety of non marine facies types.
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Similar narrow half graben basins with lacustrine source rocks are found throughout SE Asia,
in the US and in the African rift basins. The Lake Albert Basin is a Tertiary intra-continental
rift on the African Craton and forms the northern termination of the East African Rift System.
Although located onshore the subsurface geological characteristics of the basin mean that it
is the best known analogue to the North Falkland Basin and the issue of water depth although
important for development cost and logistic considerations does not impact on the geological
analogies. It is about 40 km wide by about 125 km long. Rifting initiated during the late
Oligocene or Early Miocene. Similar degrees of displacement on the eastern and western
border faults produce a graben structure that gently dips towards the west. The graben is
characterised by both extensional and compressional deformation resulting in a variety of trap
types dominated by ‘flower’ and fault block structures.
The basin has an approximately 6 km thick sediment fill deposited in lacustrine and fluvialdeltaic environments. Rapid tectonic subsidence coupled with limited sediment input led to
deep stratified lakes with the accompanying deposition of source rocks. The precise age,
thickness and quality of source is not specified in published documents. Complex fault
patterns have provided conduits for sometimes long distance hydrocarbon migration.
The hydrocarbon exploration wells drilled to date have achieved exceptional success rates
with 22 hydrocarbon discovery wells out of 23 wells drilled and according to one of the
principal operators, Tullow, with 600+ MMbo discovered resources. Tullow also note that the
basin could contain ‘significantly beyond 1 billion barrels’.
The field size distribution in the basin is unclear at this relatively early stage of development.
However the largest field discovered to date, Kingfisher, has confirmed a potential of ‘around
200 MMbo’ with high well flow rates > 14,000 bopd in at least 3 high quality reservoirs. There
appear to be at least 12 other field discoveries, the average size of which would appear to be
of the order of 40 MMbo. However we emphasise that no precise data is yet available and
these should be treated as very approximate estimates.

2.4

Hydrocarbon Play Types

The main hydrocarbon exploration play types in the North Falkland Basin can be sub-divided
into syn-rift and post-rift plays. These can then be further sub-divided based on trap style,
whether structural or stratigraphic, and on reservoir type. Different authors will define and
sub-divide plays according to their own schemes and perceptions. There is no unique
method for categorising play types. Argos considers that the main plays are in the syn-rift
Jurassic and early Cretaceous sequence in fluvial/lacustrine sandstones below the main
lacustrine source rock (Figure 2.1); in early post-rift Barremian to Valanginian clastics within
the main lacustrine interval; and in structural or stratigraphic traps, and alluvial fan clastics
inter-fingering with the lacustrine source rocks on the faulted basin margins. In addition, late
post-rift Late Cretaceous sandstones are prospective in areas where faults have allowed
vertical migration.
The limited drilling campaign in 1998 left a large number of intra-basinal and basin margin
prospects and play types un-tested in the basin. The post-rift plays were the focus of
attention during this initial drilling campaign. The early post-rift and syn-rift plays were largely
untested. The key to future drilling success lies in structural and stratigraphic plays and
prospects either below the lacustrine source rock (within the early post-rift and syn-rift
sequence) or above this unit (in the later post-rift) where faulting would allow vertical
migration.
www.senergyworld.com
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2.4.1

Syn-Rift Plays

Within the syn-rift Jurassic to early Cretaceous sequence both structural and stratigraphic
traps are possible below the main Valanginian to Barremian lacustrine source rocks (Figure
2.1). The upper part of this syn-rift sequence includes the Tithonian to Valanginian source
interval. The reservoir objectives are most likely to be alluvial, fluvial and gravity flow
sandstones. Expelled hydrocarbons from either source rock interval would migrate laterally
into structural and stratigraphic traps (Richards and Hillier, 2000).
Alluvial fan clastics are also predicted in the syn-rift sequence by seismic evidence and
geological model on the downthrown sides of major basin margin and intra-basin faults
systems.
All the prospects currently identified on the 2D seismic data are representative of syn-rift play
types.

2.4.2

Early Post-Rift Plays

The early post-rift Valanginian to Barremian sequence appears to comprise an optimal
source/reservoir/seal combination adjacent to the main basin depocentres. Structural and
stratigraphic traps are envisaged with gravity flow sandstones being a prime target.
Seismic data suggests that down-slope turbidite gravity flow deposits could be present in the
deeper parts of the paleo-lake (Figure 2.4). The source for coarse clastics is postulated to be
the delta systems in the hinterland. Amplitude extraction using the Shell 3D seismic data
shows possible feeder channels that could direct coarse-grained clastics down slope. There
is potential for turbidite fan sandstones to inter-finger with or directly underlie the main source
rock interval, which would also act as top and lateral seal.
Alluvial fan clastics could also be present in the earliest post rift sequence. An ideal location
for this type of play would be where alluvial fan clastics inter-finger with the lacustrine
deposits and where the latter transgress the top of the fan, creating the vertical seal.
The definition of prospects belonging to post-rift play types are the principle objective of the
3D seismic data acquisition.

2.4.3

Later Post-Rift Plays

Hydrocarbon migration into the later post-rift fluvial to shallow marine reservoir targets
requires faults to penetrate from the base of the main lacustrine source rock into the Middle to
Late Cretaceous section. Consequently the post-rift plays are more likely to be structural than
stratigraphic. Several seismic lines show possible gas chimney effects at faults, which could
be charging these units.

2.5

Hydrocarbon Source, Generation & Migration

There are proprietary regional studies by Argos concerning the Geochemical Modelling and in
addition there are published reports covering aspects of the structural development and
geochemistry including work by Shell and BGS.
The primary source rock horizon is Lower Cretaceous (Barremian to Valanginian) lacustrine,
oil prone, algal, shales of excellent quality. There have been several studies by different
www.senergyworld.com
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authors and we have access to the published study by Shell/BGS and to proprietary
modelling work undertaken by Argos.
The Barremian to Valanginian lacustrine shale thickness encountered in wells varies from 88
m on the Central Ridge to 584 m in the main graben. Total organic carbon averages 5.6%
and ranges from 2 to 10 % TOC. Shell’s Research Laboratory has stated that this is one of
the richest source rocks that they have seen worldwide (Richards & Hillier). The Shell 14/101 well geochemical report records the presence of an oil prone source (Barremian to
Valanginian) from 2,130 m to TD (3,000 m) with Type I/II kerogen. All the studies appear to
tell a similar story of a thick gross interval (+500 m) that is mature in its lower part below 2,400
to 2,650 m and at peak oil phase below 2,800 to 3,000 m. The maturation modelling studies
indicate that the timing of generation and expulsion has been from the Late Cretaceous to
present.
Well data also suggests that valid source rocks are present below this main lacustrine unit
with TOC values of 2 to 7% in the Tithonian to Valanginian section. These deeper Tithonian
to Valanginian syn-rift source rocks went through the oil window early in basin history and
expelled hydrocarbons during the Early to Late Cretaceous. Well 14/5-1 encountered
increasing gas (up to 32%) with gas breaking out of the drilling mud below about 4,000 m.
The gross source sequence in this well is over 500 m thick, with type II/IV kerogen (TOC
average 0.76% up to 1.6%) with coals towards the base, that are highly mature to post
mature below 4,150 m with a transition from wet gas/condensate to dry gas at circa 3,700 m.
This provides support for the possibly widespread presence of a deeper (possibly early
Jurassic) mixed gas and oil prone source in the basin.
There are still considerable uncertainties inherent in the interpretation of this under-explored
basin, especially concerning heat flow history of the basin (and consequently the hydrocarbon
volume generated and expelled) and the lateral extent of the source rock intervals. The limits
of the “source kitchens” are placed at different positions on different vintages of maps by
different authors. This seems to be partly due to varying seismic interpretations and also the
use of different geothermal models. Based on all the available information summarised
above, maps and sections showing the location of the main source kitchens were made by
Argos using current seismic depth maps for the base of the two source rock intervals (i.e. the
2Ju and LC1 horizons, see Figures 2.5, and 2.6).
The key to predicting the amount of oil generated by the source intervals is the heat flow
model. Keeping a constant heat flow throughout geologic history results in the prediction of
minimal generation. The Argos model uses variable heat flow that starts at 87 HFU in the
Jurassic and declines to the present day 60 HFU. The resulting maturation profile gives a
good match to the actual vitrinite data and increases the predicted volume of hydrocarbon
generated 500 times from 0.2 bbls per acre/ft cumulative to 100 bbl per acre/ft cumulative.
Source rock modelling by the British Geological Survey (BGS) is compatible with the Argos
work and concludes that between 11 and 60 billion barrels of oil could have been expelled
from the Lower Cretaceous lacustrine source. This compares to an estimate by Shell based
on the same data of up to 100 billion barrels generated. The difference would appear to
reflect an “oil generated” estimate from Shell and an “oil expelled” value from the BGS and
would fit with the Shell statement that although the source is extremely prolific it is a “poor
expeller”. The Argos modelling suggests that the basin has expelled 76 billion bbls of oil in
the main Eastern Graben and 3.5 billion bbls of oil in the Western Graben.
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The model studies predict early generation and expulsion. Depending on the basin location,
the main phase of oil generation started in the Aptian to Campanian and minor expulsion has
continued to the present day. This early generation is important in assessing the reservoir
quality risk for individual prospects as an early hydrocarbon charge can suppress diagenetic
processes in the reservoir and improve the reservoir quality.
The dry hole analysis of the previous wells drilled in the basin indicates that at least 14/9-1
and 14/10-1 drilled valid closures and that under-charging and/or lack of migration was
probably responsible for the absence of hydrocarbons. Migration to post-source intervals,
such as the Aptian reservoirs, could have been hindered by the immature source interval
providing an effective regional seal. Ideally a reservoir would be located laterally to, or
directly below, the mature source to receive charge, as is the case in the Sea Lion discovery.

2.6

Seismic Interpretation & Depth Mapping

The regional seismic database comprises mixed vintages of 2D and 3D data. The original
Spectrum data, covering the entire North Falkland Basin, was acquired in 1993-95.
Subsequently, as a member of the Amerada group in PL001, proprietary data was acquired in
1997 and this was traded with operators of neighbouring licenses for data of a similar vintage.
All this data has now been released. Rockhopper’s 3D survey has not been released but
Argos has received the ‘courtesy’ data in PL001.
An interpretation of the seismic data did not form part of the work scope for this report, and so
we relied upon the interpretations of others. Key seismic lines for individual prospects were
reviewed to confirm specific details of the evaluation and where applicable these are referred
to in the prospect descriptions.
Prior to the current phase of interpretation in 2010, Argos commissioned Fugro to reprocess
all the 2D data relevant to PL001 and the immediately surrounding area. The 1997 Amerada
data was all reprocessed (1,513 km) together with 200 km 1997 Shell data, 511 km 1997
Lasmo data, and 540 km 1995 Spectrum spec data. This, together with the released Shell 3D
survey, the Rockhopper courtesy data and some non-reprocessed older data formed the
database for the current Argos interpretation (Figure 2.7).
A new interpretation was completed in 2010 by Argos using this newly reprocessed data from
Fugro. The main horizons were all chosen as significant sequence boundaries which could
be identified throughout the basin and were related to the stratigraphic sub-divisions
published by Richards and Hillier (see Figure 2.8 and the table below).
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Tectonic
Sequence
Post up lift sag

Sub Unit

Late Post-Rift

UCl-UCu

Middle Post-Rift
Early Post-Rift

LC4-LC7
LC2 –LC4

Transition
Late Syn-Rift
Early Syn-Rift
Pre- Rift

Age Range
Cenozoic

LC1

Albian & Upper
Cretaceous to
early Paleocene
Aptian - Albian
Valanginian to
Barremian
Berriasian to
Valanginian
Tithonian to
Berriasian
Mid Jurassic to
Tithonian
Devonian to Mid
Jurassic

Unit Devision
No
6

Seismic
Market at Base
BT

5

UCl

4
3

LC5
LC2

3

LC1

2

Ju

1

BJur

1

Age dating of seismic reflectors in the North Falkland Basin is poor due to lack of good
paleontological samples from the wells. Therefore it is impossible to assign specific ages to
the horizons, only age ranges. The horizon naming convention refers to the sequence
stratigraphic divisions and in all cases refers to the base of the sequence. For example, the
middle post-rift sequence has an age range between Aptian - Albian. An interpreted seismic
horizon describing the bottom of this unit would therefore be base LC5. Intermediate horizons
are labelled with the unit division number and then alphabetically from the bottom upwards
within the divisions.
Depth conversion used a ‘layer-cake’ method. Well velocity surveys are available for all wells
and were assumed to be correct. Average interval velocities were calculated between each of
the main horizons. From the averaged interval velocities, isopachs of the entire area were
made. Addition of isopachs yielded preliminary depth maps to the main seismic horizons.
The error introduced by using averaged interval velocities at each horizon was taken out
using hand edited correction maps which were contoured following the main tectonic
structures. These corrections were applied to generate the final depth maps.
Seismic amplitude and amplitude versus offset (AVO) anomalies, particularly on 3D seismic,
play a significant role in prospect definition. Amplitude anomalies can also be seen on 2D
data, but there are serious limits to the amount of useful data to be obtained from single
seismic lines. The interpretation of these seismic attributes by Argos on the 2D data was
generally inconclusive.
Marine gravity and magnetic data was acquired with the Spectrum 1993 and 1995 seismic
surveys. This, together with an exploration scale marine gravity survey by MGAL in 1996
(line spacing 750 to 5,000 m) and an aeromagnetics survey flown by Aerodat in 1997 (line
spacing 500 to 1,500 m, flying height 100 m) formed the basis for an interpretation by Arc and
Hydrosearch. The gravity and magnetic data complement and do not contradict the seismic
interpretation, nor do they add much information.
Maps of both the gravity and magnetic data show the north-south trends of the main
structures with gravity highs under Apollo, Zeus, Hermes and Johnson, and also emphasise
the northeast trending faulting north of 14/9-2. The magnetic data shows a shallow anomaly
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in the west which is interpreted to be due to tuffaceous material in the sediments, as the
gravity data does not indicate a dense anomaly in the same area. Also two gravity lows are
seen near the western edge of the Western Graben which are interpreted to be thick
sedimentary wedges, possibly the focus for sediment entering the basin as fans in early postrift, which could provide prospect leads. However structural closures are not seen on the
seismic sections in that area.

2.7

Reservoir Presence & Quality

The potential reservoir targets in the North Falkland Basin can be grouped into three principal
sequences: syn-rift clastics of probable Jurassic to earliest Cretaceous age, early post-rift
sandstones that are principally early Cretaceous (Barremian to Valanginian) in age, and the
later post-rift sequence which includes sands of probable Aptian to Cenomanian age. It
should be noted that the precise age dating is not always clearly established and we use the
age terms noted below whilst recognising that not all sources use the same age
determinations (Figure 2.9).
This summary of reservoir development in the North Falkland Basin is based primarily on
published information including work by the BGS and on individual well reports.
The sands encountered to date generally have high volcaniclastic content and this has
resulted in poorer reservoir quality and log interpretation ambiguities. Reasonable reservoir
quality is found in several intervals above the lacustrine source rock in deltaic and fluvial
sandstones. To date only marginal reservoir quality has been demonstrated in the syn-rift
section, though the wells drilled to date have not necessarily been optimally located to test the
syn-rift plays. In addition improved reservoir quality is predicted as a result of the action of
corrosive fluids preceding hydrocarbon expulsion, and causing dissolution.

2.7.1

Syn-Rift Sandstones

Syn-rift Jurassic to early Cretaceous non-marine sequences were encountered in wells 14/9-1
and 2 located on the Central Ridge. The age dating is not clear. The sequence comprises
sandstones, conglomerates and claystones. Samples of the clastic units obtained from
sidewall cores are described as tuffaceous. The depositional environment is likely to have
been fluvio-lacustrine with alluvial fans. A gross sandstone interval (possibly tuffaceous)
believed to be Jurassic in age in well 14/9-1 is 58 m thick (46 m net) and had log defined
porosity of 19 to 27% and water saturations possibly as low as 70%, but sampling using a
wireline formation tester suggested that the sandstones were tight. However the presence of
kaolinite is noted which may indicate a risk of low permeability. The 14/9-2 well drilled a
slightly younger early rift section comprising weathered tuffaceous claystones above
conglomerate.
The syn-rift sequence was also encountered in Eastern Graben well 14/5-1A and comprised
mostly silty claystone with thin sandstones. The late syn-rift reservoir interval in well 14/5-1A
is reported to have a net thickness of 125 m, comprising thinly bedded individual sands with
porosities ranging from 27 to 30%, and Sw values as low as 51%.
The presence and quality of sandstones of this age in the southern part of the North Falkland
Basin is not yet proven as there has so far been no well drilled in this part of the basin.
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Reservoir objectives of this age are the primary targets in the Apollo, Zeus, Hermes prospects
and their satellite structures.

2.7.2

Early Post-Rift Sandstones

The thickest penetrations of early post-rift Lower Cretaceous (Barremian to Valanginian)
sandstones have been encountered in the basinal located wells 14/10-1 and 14/5-1, in the
northern part of the basin. However, there are only occasional thin sand beds (1 to 2 m thick)
in the Barremian sequence in well 14/10-1, though the equivalent interval in 14/5-1 further to
the north is more sand prone. A sandstone-dominated interval was reported in this well within
the delta foresets and comprised 38 m net sandstone, with up to 28% porosity and 974 mD
permeability, but 89% water saturation. In the southern and central parts of the basin, the
sequence is mostly tuffs, claystones and silty claystones, with occasional thinly bedded
sandstones.
The sandstones in these wells are fluvial-lacustrine and fine to medium grained, with calcite
and clay cement. They are generally thinly bedded and composed of mostly quartz, feldspar,
detrital clay fragments and volcanic rock fragments. Depositional texture, compaction and
diagenesis have reduced both porosity and permeability. Although the sandstones have high
log porosities the inter-granular porosity is low and most of the measured porosity is microporosity from the clay fraction. Petrographic studies by Shell indicate that illite is pervasive.
Recent well results appear to support the prediction from geological models and seismic
amplitude data, of better quality sandstones in this interval in basin margin locations.
Although the Desire 14/19-1 well did not encounter the expected reservoir quality, the
Rockhopper 14/10-2 did find 53 m of net oil pay in multiple zones of good sands within the
upper part of an early post-rift (probable Barremian to Aptian age) fan complex (LC3),
originating from the east.
There are also predicted to be Early Cretaceous possibly alluvial fan clastic sequences on the
downthrown side of the eastern basin margin fault system.
Reservoir of this age is the primary objective in the Boreas prospect.

2.7.3

Middle Post-Rift Sandstones

The post-rift section includes Aptian to Cenomanian deltaic, fluvial and marginal marine
sandstones. The later post-rift is characterised by deeper water marine sequences from
Turonian to Tertiary age.
The Aptian to Cenomanian sandstones overlie the main lacustrine source rock. The thickest
gross sandstone is found in the Eastern Graben wells 14/5-1, 14/10-1 and 14/24-1. The
former targeted a seismically defined deltaic sequence prograding from the north and found at
least 84 m of net sandstone with porosity averaging 27%. In the south, well 14/24-1 had 116
m of gross sand with average log derived porosity from 16 to 23%. A thinner possibly Aptian
sequence is encountered in the Central Ridge wells 14/9-1 & 2. The former found from 28 to
40 m of gross sandstone (depending on the shale and porosity cut-offs used) at 1,794 mKB
(1,769 m TVDSS). In the Western Graben, 14/13-1 encountered 42 m of younger
(Cenomanian) gross sand.
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There are two recovered sections of core between 1,631-35 m MD and 1,822-37 m MD in
14/9-1. The former interval appears to be above the main Aptian reservoir but includes sands
with porosity varying between 13 and 26%, though permeability was no greater than 22 mD.
This does raise the possibility that a ‘waste zone’ (a low permeability interval constituting
neither seal nor reservoir) could be present. The lower core interval had porosity ranging
from 14.8 to 31.7 % (average 24%) with permeability values between 0.13 to 351md (average
27 mD). The core permeability is usually below 60 mD with just two higher measurements of
200 mD and 351 mD.
The porosity/permeability transform from the core data suggests that porosity needs to be
above 25% to obtain permeability of greater than 10 mD in this reservoir objective. This is
because the high porosity values are due to micro-porosity in the clay minerals. Early
hydrocarbon migration would be likely to alter the diagenetic history and preserve better
reservoir quality. However this remains a significant concern when assessing reservoir
quality risk.
This reservoir interval is a secondary target in the Zeus, Demeter and Hermes prospects.

2.7.4

Late Post-Rift Sandstones

There is very little data available concerning the reservoir quality of the late post-rift Upper
Cretaceous (Campanian) interval due to the limited log data and sampling in the shallow
section of the wells. The gamma ray logs indicate that a mixed sand and shale sequence is
present in the nearby wells and the sparse paleontological evidence suggests a transition
upwards from terrestrial and marginal marine to fully marine conditions. Consequently at this
shallow burial depth good reservoir quality would be expected.
Reservoir of this age is a secondary objective in the Zeus prospect.
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3

High-Graded Prospects

Argos has identified seven prospects in licence PL001 using the 2D seismic database (Figure
3.1). The Argos mapping and assessment has been reviewed by Senergy and used as the
basis for generating an estimate of the resource size potential and quantification of a risk
factor or geological chance of success (COS).
The Apollo prospect (and adjacent Glaucus and Istros prospects) and Zeus prospect (and its
near neighbour Demeter prospect), and Hermes prospect are well defined structural traps,
even on 2D seismic data, whereas the Boreas prospect is a basin margin structural and
stratigraphic trap indicative of the style of prospect that requires 3D seismic data.

3.1
3.1.1

Apollo Prospect
Summary

The Apollo prospect is a tilted fault block structure located in the Western Graben. The
primary objective is considered to be syn-rift clastics of probable Jurassic to early Cretaceous
age. The structure is located adjacent to and updip from a small depocentre and source
“kitchen” that is interpreted to be mature for oil generation based on geochemical modelling
studies. The best estimate resource potential is 221 MMstb and the risk factor or geological
COS is 10%. The principal risks are considered to be reservoir presence and the quality and
generative capacity of the small Western Graben source “kitchen”.

3.1.2

Subsurface Description

The closest well control to the Apollo prospect is 14/9-1 which is located 20 km to the
southeast on the Central Ridge. The only well drilled in the Western Graben is 14/13-1, 27
km to the south. This shallow well was drilled to the top lacustrine source unit but did not test
the syn-rift pre lacustrine source rock reservoir objectives.
Apollo is a north to south trending tilted fault block structure (sometimes called the Minke
High) which is terminated at its southern end by a northeast-southwest horst structure that
constitutes the Glaucus prospect. The seismic database for this prospect comprises a 2 by 3
km 2D grid of mixed data vintages. A substantial faulted closure is mapped at all syn-rift
horizons with a small dip closure being present at post rift levels. The principal map horizon
is the base late syn-rift (2Ju), and at this level a three way dip closure with fault seal to the
west is mapped (Figure 3.2).
The primary reservoir target is anticipated to be syn-rift Jurassic to early Cretaceous clastics.
Probable Jurassic age non-marine sequences have been encountered in wells 14/9-1 and 2
located on the Central Ridge. The sequence comprises fluvio-lacustrine and alluvial fan
sandstones, conglomerates and claystones and the clastic units are described as tuffaceous
in sidewall cores. A gross sandstone interval in well 14/9-1 is 58 m thick (46 m net) with log
defined porosity of 19 to 27%. However the presence of kaolinite is noted which may indicate
a risk of low permeability.

3.1.3

Hydrocarbon Initially in Place, Resources and Risk Factor

Senergy has used the 2Ju depth map provided by Argos to generate a probabilistic STOIIP
estimate range as tabulated below. The estimates assume a low case hydrocarbon contact
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at 2,160 m and a high case contact at 2,390 m. The structure spills to the north at the
maximum closing contour of 2,400 m.
Gross STOIIP
(MMstb)
Apollo: Jurassic

P 90

P 50

P 10

Mean

163

590

1,447

716

The recoverable resource estimates assumed a range of notional recovery factors from 15 to
50%. Prospective resources estimated by Senergy, are as follows:
Gross Resources
(MMstb)
Apollo: Jurassic

P 90

P 50

P 10

Mean

47

176

454

221

The estimate of risk factor or geological COS) reflects the fact that Apollo is a fault bounded
closure with up to 370 m vertical relief identified on a grid of 2D seismic data. The trap
geometry and presence is reasonably well defined even on the 2D grid. However there is a
risk of cross fault seal breach due to sand to sand juxtaposition and of vertical seal breach
due to fault re-activation. On the other hand the multiple phases of fault activation indicated
by inversion in the overburden could improve the lateral fault seal by clay smearing along fault
planes.
The prognosed Jurassic reservoir is proven to be present in the nearby 14/9-1 well, though
the quality and effectiveness of the reservoir is not proven.
The structure is located updip of a small depocentre that is modelled to have sufficient
generative capacity to charge the prospect. However this is not proven and is subject to the
model input assumptions. Geochemical modelling by Argos indicates that in the region of 3.5
billion barrels of oil could have been generated and expelled within the Western Graben
(Figures 2.5 and 2.6). However the Apollo structure drainage area is more reliable for the
Tithonian to Valanginian source interval than for the main Barremian to Valanginian lacustrine
unit.
Trap
0.8

Reservoir
0.4

Charge
0.3

COS
0.10

Overall the COS reflects the high risk associated with the hydrocarbon charge model in the
small Western Graben source kitchen. The hydrocarbon type is assumed to be a relatively
low GOR light oil.

3.2
3.2.1

Glaucus and Istros Prospects
Summary

The Glaucus and Istros prospects are separate but adjacent fault bounded structural closures
located 7 and 13 km respectively south of Apollo in the Western Graben.
The primary reservoir objective is syn-rift clastics of probable Jurassic age. The structures
are located adjacent to and updip from a small depocentre and source “kitchen” that is
interpreted to be mature for oil generation based on geochemical modelling studies. The best
estimate resource potential is assessed to be 57 MMstb for Glaucus and 52 MMstb for Istros
and the geological COS is 10 and 12% respectively. The trap, reservoir and charge models
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all carry risks though these prospects are well located to receive migration of oil from the
small source “kitchen” in the Western Graben.

3.2.2

Subsurface Description

Glaucus is a northeast to southwest trending horst block structure at the southern end of the
north to south trending Apollo prospect. The horst was created by re-activation of older
northeast trending faults. The seismic database for this prospect comprises a 2 by 3 km 2D
grid of mixed data vintages, and the principal map horizon is the Base Lacustrine (2Ju) event
(Figure 3.3).
Istros is also mapped on a 2 by 3 km 2D seismic grid and lies on the same north-south trend
as Apollo. The principal map horizon is again the base early syn-rift (2Ju) event. The trap is
dip closed to the east and south and fault closed to the west and north. The closure to the
north relies on downthrown fault seal against the southern bounding fault of the Glaucus
structure (Figure 3.4).
The closest well control is 14/9-1 which is located 11 km to the southeast on the Central
Ridge. The primary reservoir target in both prospects is anticipated to be syn-rift clastics of
probable Jurassic age similar to those prognosed for the Apollo prospect (see Section 3.1.2).

3.2.3

Hydrocarbon Initially in Place, Resources and Risk Factor

Senergy has used the 2Ju depth map provided by Argos to generate probabilistic STOIIP
estimate ranges as tabulated below.
Gross
STOIIP
(MMstb)
Glaucus: Jurassic
Istros: Jurassic

P 90

P 50

P 10

Mean

52

165

341

185

38

157

335

176

The recoverable resource estimates assumed a range of notional recovery factors from 15 to
50%. Prospective resources estimated by Senergy, are as follows:
Gross Resources
(MMstb)
Glaucus: Jurassic
Istros: Jurassic

P 90

P 50

P 10

Mean

15

49

108

57

11

47

106

52

The trap geometry and presence are subject to risk due to the limitations of the 2D grid
especially in defining the fault pattern for Glaucus, and there is a risk of cross fault seal
breach due to sand to sand juxtaposition.
The predicted Jurassic reservoir is proven to be present in the nearby 14/9-1 well, though the
quality and effectiveness of the reservoir is not proven.
The structure is located updip of a small depocentre that is modelled to have sufficient
generative capacity to charge the prospect. However this is not proven and is subject to the
model input assumptions. Geochemical modelling by Argos indicates that in the region of 3.5
billion barrels of oil could have been generated and expelled within the Western Graben.
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Glaucus: Jurassic
Istros: Jurassic

Trap
0.5
0.6

Reservoir
0.4
0.4

Charge
0.5
0.5

COS
0.10
0.12

Overall the COS reflects the high risk associated with the trap and reservoir quality and the
charge risk reflects the updip location with respect to the small Western Graben source
kitchen. The hydrocarbon type is assumed to be relatively low GOR light oil.

3.3
3.3.1

Zeus Prospect
Summary

Zeus is a prominent fault bounded structure located towards the northern end of the Central
Ridge about 18 km north of 14/9-2 and a similar distance north west of 14/5-1. There is
closure mapped at most horizons from the early syn-rift (Jurassic) to the post-rift (Upper
Cretaceous) and there are at least three principal reservoir objectives in the Jurassic, Lower
Cretaceous (Aptian) and Upper Cretaceous (Campanian). The best estimate resource
potential is assessed to be 182 MMstb, 34 MMstb and 42 MMstb for each objective and the
geological COS varies between 14 and 17%. The principal risks are considered to be
reservoir presence and quality and the migration route effectiveness from the main source
kitchen in the Eastern Graben.

3.3.2

Subsurface Description

The Zeus fault block structure is a combination of northeast-southwest and north-south
trends. The seismic database comprises mixed vintages of 2D data with an approximate 1 by
2 km grid. The principal map horizons are the 2Ju, LC5 and UCl. At deeper levels, including
the 2Ju horizon, the closure is a fault bounded structure closing against northeast-southwest
and north–south trending faults which also compartmentalise the structure (Figure 3.5).
Faulting continues into the Tertiary section and does constitute a risk of breaching and fault
leakage at the deeper levels. There is four way dip closure at the shallower post-rift levels
including the LC5 and UCl (Figures 3.6 and 3.7).
Three main reservoir targets are identified in the Jurassic, Lower Cretaceous (Aptian) and
Upper Cretaceous (Campanian), though it is recognised that sandstone intervals could be
present at other horizons.
Syn-rift Jurassic non-marine sequences have been encountered in wells 14/9-1 and 2 located
to the south of Zeus on the Central Ridge. A gross sandstone interval (possibly tuffaceous)
believed to be Jurassic in age in well 14/9-1 is 58 m thick (46 m net) and had log defined
porosity of 19 to 27% but sampling using a wireline formation tester suggested that the
sandstones were tight and the presence of kaolinite is noted which may indicate a risk of low
permeability. The syn-rift sequence was also encountered in Eastern Graben well 14/5-1A
and comprised mostly silty claystone with thin sandstones. The late syn-rift reservoir interval
in well 14/5-1A is reported to have a net thickness of 125 m, comprising thinly bedded
individual sands with porosities ranging from 27 to 30%.
The Aptian to Cenomanian sandstone target overlies the main lacustrine source rock. The
thickest gross sandstone is found in the Eastern Graben wells 14/5-1, 14/10-1 and 14/24-1.
The former targeted a seismically defined deltaic sequence prograding from the north and
found at least 84 m of net sandstone with porosity averaging 27%. In the south, well 14/24-1
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had 116 m of gross sand with average log derived porosity from 16 to 23%. A thinner
possibly Aptian sequence was encountered in the Central Ridge wells 14/9-1 and 2. The
former found from 28 to 40 m of gross sandstone.
The Upper Cretaceous reservoir potential is not well documented due to log and sampling
limitations in the shallow section of the wells. A mixed sand and shale sequence is indicated
in the nearby wells and at this shallow burial depth good reservoir quality would be expected.

3.3.3

Hydrocarbon Initially in Place, Resources and Risk Factor

Senergy has used the 2Ju, LC5 and UCl depth maps provided by Argos to generate
probabilistic STOIIP estimate ranges for each target horizon as tabulated below:
Gross STOIIP
(MMstb)
Zeus: Jurassic
Zeus: Aptian
Zeus: Campanian

P 90

P 50

P 10

Mean

198

506

1096

592

37

97

201

110

32

112

270

133

The recoverable resource estimates assumed a range of notional recovery factors from 15 to
50%. Prospective resources estimated by Senergy are as follows:
Gross Resources
(MMstb)
Zeus: Jurassic
Zeus: Aptian
Zeus: Campanian

P 90

P 50

P 10

Mean

56

152

348

182

10

29

64

34

9

35

86

42

The trap geometry and presence is well defined at all levels, even on the 2D seismic grid,
though there is a risk of lateral and vertical seal breach due to the various phases of fault reactivation. The repeated fault movements could also improve the lateral fault seal by clay
smearing along fault planes. Late faulting in the post-rift (collapse over main structure)
appears not to extend to the surface.
The Jurassic reservoir is proven to be present in the nearby 14/9-1 well, though its quality and
effectiveness is not proven. The shallower Aptian and Campanian targets are proven to be
present in nearby wells and their effectiveness is considered to be more likely than for the
Jurassic target.
The Eastern Graben source kitchen is located to the east. Zeus is close to the northern limit
of the main Barremian to Valanginian source kitchen and may have a limited drainage area
from this source interval. The deeper Tithonian to Valanginian source is likely to be mature
over a larger area. The migration route into the Jurassic target is interpreted to be via the
fault on the eastern side of the structure where the base of the main lacustrine source rock is
juxtaposed against the Jurassic interval. This is in contrast to the situation in the dry 14/9-1
well, where the base of the lacustrine unit is juxtaposed to the Devonian basement. Migration
into the shallower levels would most likely require the crestal faults as a conduit.
Consequently a charge to the shallower horizons may require breach of the deeper trap.
Faulting continues into the Tertiary section and does constitute a risk of breaching and fault
leakage.
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Zeus: Jurassic
Zeus: Aptian
Zeus: Campanian

Trap
0.7
0.7
0.7

Reservoir
0.4
0.6
0.6

Charge
0.5
0.4
0.4

COS
0.14
0.17
0.17

Overall the COS reflects the high risk associated with the hydrocarbon migration route and
reservoir effectiveness. It should be noted that hydrocarbon presence at all three levels is
much higher risk and that there is interdependency between the seal risk for the Jurassic and
the migration route for the shallower reservoirs. The hydrocarbon type is assumed to be
relatively low GOR light oil. Alternative hydrocarbon phases are also possible including mixed
oil and gas.

3.4
3.4.1

Demeter Prospect
Summary

Demeter is a prominent fault bounded structure located immediately west of and down dip
from the Zeus prospect and about 21 km north of 14/9-2. Closure is mapped at several
horizons in the late syn-rift to the early post-rift sequence, and there are at least two principal
reservoir objectives in the Jurassic and Aptian. The best estimate resource potential is
assessed as 57 MMstb and 6 MMstb for each objective and the geological COS varies from 8
to 17%. The principal risks are considered to be reservoir presence and quality and the
migration route effectiveness.

3.4.2

Subsurface Description

The Demeter fault terrace is downthrown to the Zeus structure. The seismic database
comprises mixed vintages of 2D data with an approximate 1 by 2 km grid. The principal map
horizons are the 2Ju (base late syn-rift) and LC5 (middle post-rift) events. At the 2Ju horizon
the closure is a fault bounded structure formed from a combination of northeast-southwest
and northwest-southeast trends. The trap to the southeast relies upon downthrown fault seal
against the Zeus structure (Figure 3.8). There is four way dip closure at the shallower post-rift
LC5 horizon (Figure 3.9).
Two main reservoir targets are identified in the Jurassic and Aptian and are anticipated to be
analogous to the reservoir targets predicted for Zeus and described in Section 3.3.2.
Sandstone reservoir targets could be present at other horizons.

3.4.3

Hydrocarbon Initially in Place, Resources and Risk Factor

Senergy has used the 2Ju and LC5 depth maps provided by Argos to generate probabilistic
STOIIP estimate ranges for each target horizon as tabulated below:
Gross STOIIP
(MMstb)
Demeter: Jurassic
Demeter: Aptian

P 90

P 50

P 10

Mean

68

162

330

184

7

15

32

18

The recoverable resource estimates assumed a range of notional recovery factors from 15 to
50%. Prospective resources estimated by Senergy, are as follows:
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Gross Resources
(MMstb)
Demeter: Jurassic
Demeter: Aptian

P 90

P 50

P 10

Mean

19

48

105

57

2

5

10

6

At 2Ju level the trap geometry and presence is well defined, even on the 2D seismic grid,
though there is a risk of lateral and vertical seal breach due to the various phases of fault reactivation, and a lateral downthrown fault seal is required to the southeast. At LC5 the dip
closure is constrained by the limitations of the 2D seismic grid.
The Jurassic reservoir is proven to be present in the nearby 14/9-1 well, though its quality and
effectiveness is not proven. The shallower Aptian target is proven to be present in nearby
wells and effectiveness is considered to be more likely than for the Jurassic target.
The Eastern Graben source kitchen is located to the east and Demeter appears to be in the
migration shadow of the Zeus prospect. Migration from the Western Graben is possible
though likely to be limited in extent. Migration into the shallower levels would most likely
require the crestal faults to act as a conduit. Consequently a charge to the shallower horizon
may require breach of the deeper trap.

Demeter: Jurassic
Demeter: Aptian

Trap
0.7
0.7

Reservoir
0.4
0.6

Charge
0,3
0.4

COS
0.08
0.17

Overall the COS reflects the high risk associated with the hydrocarbon migration route and
reservoir effectiveness. The hydrocarbon type is assumed to be relatively low GOR light oil.
Alternative hydrocarbon phases are also possible including mixed oil and gas.

3.5
3.5.1

Boreas Prospect
Summary

Boreas is a combination structural stratigraphic trap located on the northwest margin of the
Eastern Graben on the flank of the Central Ridge down dip from the Zeus prospect, and is
considered to be indicative of the style of prospect that requires 3D seismic data for improved
imaging of the trap geometry and reduction of trap risk. It is located 15 km northwest of 14/51. The principal reservoir objective is late syn-rift Valanginian sandstones. The best estimate
resource potential is assessed to be 177 MMstb and the geological COS is 10%. The
principal risks are trap presence and reservoir quality.

3.5.2

Subsurface Description

This Boreas prospect is located about 15 km northwest of 14/5-1. The principal map horizon
is the early post-rift (LC1) event and the seismic database comprises a 1 by 2km grid of 2D
data. The trap is dip closed to the east and south, and by sandstone pinchout to the north
and west, and downthrown fault seal to the north (Figure 3.10).
The principal reservoir target is anticipated to be Lower Cretaceous (Valanginian) sands at
the top of the syn-rift sequence or the base of the post-rift interval. The late syn-rift reservoir
interval in well 14/5-1 is reported to have a net thickness of 125 m in a 1,000 m+ gross
interval and comprises thinly bedded individual sands (1 to 2 m thick) with porosity up to 30%.
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Early post-rift (Barremian to Valanginian) sandstones in the basinal wells 14/10-1 and 14/5-1
are also generally 1 to 2m thick. The sandstones in these wells are fluvial-lacustrine;
depositional texture, compaction and diagenesis have reduced both porosity and
permeability. Although the sandstones have high log porosities, the inter-granular porosity is
low and most of the measured porosity appears to be micro- porosity from the clay fraction.
Better quality fluvial to alluvial fan sandstones adjacent to the basin margin are predicted by
the geological model and will require 3D seismic data to more accurately predict their
presence and location.
Some of the 2D seismic lines display good amplitude contrast between near and far offsets
which could be indicative of AVO effects and hence a possible direct hydrocarbon indicator,
though 3D seismic data is required to confirm this.

3.5.3

Hydrocarbon Initially in Place, Resources and Risk Factor

Senergy has used the LC1 depth map provided by Argos to generate a probabilistic STOIIP
estimate range as tabulated below:
Gross STOIIP
(MMstb)
Boreas:
Valanginian

P 90

P 50

P 10

Mean

181

481

1099

570

The recoverable resource estimates assumed a range of notional recovery factors from 15 to
50%. Prospective resources estimated by Senergy, are as follows:
Gross Resources
(MMstb)
Boreas:
Valanginian

P 90

P 50

P 10

Mean

52

145

346

177

The trap geometry and presence is only tentatively mapped on the existing 2D seismic grid
and 3D seismic data is required to confirm the trap presence and reduce risk. This type of
trap geometry has been proven to be present on the eastern basin margin, albeit at a
shallower level, in the recent Sea Lion discovery, and this is considered to be a positive
indication for the Boreas prospect.
The reservoir risk assessment reflects the fact that the Berriasian to Valanginian reservoir is
predicted to be present based on the geological model.
The prospect is immediately adjacent to the mature source rocks in the Eastern Graben and
is close to the northern limit of the main Barremian to Valanginian source kitchen. The
deeper Tithonian to Valanginian source is modelled to be mature over a larger area

Boreas:
Valanginian

Trap

Reservoir

Charge

COS

0.3

0.4

0.8

0.10

Overall the COS reflects the high risk associated with the mapping of the trap on the current
2D data set, and also the reservoir effectiveness. The hydrocarbon type is assumed to be
relatively low GOR light oil. Alternative hydrocarbon phases are also possible including mixed
oil and gas.
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3.6
3.6.1

Hermes Prospect
Summary

Hermes is a structural closure located on the Central Ridge about 4 km north of 14/9-1.
Closure is mapped at several horizons within the syn-rift (Jurassic) to the early post-rift
(Lower Cretaceous) sequence. There are two principal reservoir objectives in the Jurassic
and Lower Cretaceous (Aptian). The best estimate resource potential is assessed to be 47
MMstb for the Jurassic target and 22 MMstb for the Aptian objective and the geological COS
is 10% and 13% respectively. The principal risks are considered to be reservoir quality and
the migration route effectiveness from the main source kitchen in the Eastern Graben.

3.6.2

Subsurface Description

Hermes is partly four way dip closed but the larger closure at the deeper Jurassic reservoir
objective requires fault seal to the west (Figure 3.11). The structural trend is north–south.
The seismic database comprises mixed vintages of 2D data with an approximate 1 by 2 km
grid. The principal map horizons are the 2Ju and LC5. There are two small four way dip
closures at the shallower post-rift LC5 horizon (Figure 3.12).
Two main reservoir targets are identified in the Jurassic and Lower Cretaceous (Aptian) and
are expected to be similar to those predicted for the Zeus prospect and as encountered in the
nearby 14/9-1 well and described in Section 3.3.2.

3.6.3

Hydrocarbon Initially in Place, Resources and Risk Factor

Senergy has used the 2Ju and LC5 depth maps provided by Argos to generate probabilistic
STOIIP estimate ranges for each target horizon as tabulated below:
Gross STOIIP
(MMstb)
Hermes: Jurassic
Hermes: Aptian

P 90

P 50

P 10

Mean

54

138

272

153

28

63

122

70

The recoverable resource estimates assumed a range of notional recovery factors from 15 to
50%. Prospective resources estimated by Senergy are as follows:
Gross Resources
(MMstb)
Hermes: Jurassic
Hermes: Aptian

P 90

P 50

P 10

Mean

15

42

87

47

8

19

39

22

The trap is part of a prominent ridge structure that is well defined even on 2D seismic data.
The Jurassic reservoir is proven to be present in the nearby 14/9-1 well, though its quality and
effectiveness is not proven. The shallower Aptian target is proven to be present in nearby
wells and effectiveness is considered to be more likely than for the Jurassic target.
The Eastern Graben source kitchen is located to the east though charge effectiveness is
uncertain and the nearby and on-trend 14/9-1 well was dry although there were oil shows in
the Aptian sands.
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Hermes: Jurassic
Hermes: Aptian

Trap
0.8
0.8

Reservoir
0.4
0.55

Charge
0.3
0.3

COS
0.10
0.13

Overall the COS reflects the high risk associated with the hydrocarbon migration route and
reservoir effectiveness. The hydrocarbon type is assumed to be relatively low GOR light oil.
Alternative hydrocarbon phases are also possible including mixed oil and gas.
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4

Contingent Resources: Johnson Discovery

Senergy has not undertaken a review of the Johnson discovery, due to database limitations,
and we report below the factual information presented in the published Rockhopper CPR
dated April 2009 that is available on the Rockhopper website. Rockhopper has an extensive
database comprising proprietary 3D seismic data and proprietary petrophysical evaluations
neither of which are currently available to Argos.
The Shell well 14/5-1 encountered significant gas shows and kicks within the deeper section
of the well (3,500 to 4,525 m). Independent log analysis performed by Rockhopper indicates
that between 5 and 130 m gas pay was encountered. However no further details are
available to explain this large range. The trap configuration is difficult to assess even with the
3D seismic data and the trap limit could be the boundary fault some 25 km to the north of the
well (Figure 4.1). Rockhopper note that it is possible that the Johnson trap could extend into
the adjacent licence (i.e. the Argos licence PL001).
It would appear that the Rockhopper log analysis is more encouraging than the Shell opinion
prior to their relinquishment of the licence. The Shell log analysis report does form part of the
Argos database and Shell state that “it is apparent that the water saturation of these sands is
very uncertain. There is no doubt that the system has hydrocarbons in it, the high levels of
gas shows in the mudlog prove this. However, much of the gas seen in the mudlog appears
to be associated with shale intervals”. Shell also believed that the gas bearing sandstones
were impermeable.
Senergy do not have access to all the relevant data and reports pertaining to Johnson and
consequently are not able to form a technical opinion. We note that the Rockhopper CPR
estimates the following contingent resource values and risk factor. The quoted volumes are
the gross for the entire structure and we estimate that about 30% of the best and high
estimate is located on Argos licence PL001.
Low

Best

High

Mean

GIIP (Bscf)

433

2188

11092

4742

Resources (Bscf)

309

1563

7929

3395

In the Rockhopper CPR the risk factor for Johnson is assessed as 10%, this being the chance
of a commercial development.
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5

Additional Exploration Potential

The large Zeus and Apollo structural prospects (and their potential satellites) are already well
defined using 2D seismic. The acquisition of 3D seismic data over PL001 is intended to both
confirm and reduce the risk of these existing prospects, and also to identify new prospective
traps. Argos expect that the new prospect types will be structural/stratigraphic traps with
seismic attributes being used to define both reservoir presence and trap geometry and also
as possible direct hydrocarbon indicators.

5.1

Other Operators Experiences

The experience of other operators in the North Falkland Basin indicates that the acquisition of
3D seismic data is essential for defining structural/stratigraphic traps. In particular, the recent
Sea Lion discovery by Rockhopper in well 14/10-2 is an example of this prospect style where
sandstone presence and trap geometry have both been identified with seismic amplitude
mapping requiring 3D data (Figure 5.1).
Rockhopper has identified a large prospect portfolio (Source: 2009 CPR) in the adjacent
licences PL032 and 033 to the east. Three of these are structural/stratigraphic traps with
seismic amplitude anomalies that required 3D seismic. Of these the Sea Lion prospect has
encountered 53 m net oil pay and further evaluation is planned. The volumes quoted below
for Sea Lion are the latest post drill estimates from the Rockhopper website.
Desire had a similar experience, requiring 3D seismic to identify stratigraphic prospects with
seismic amplitude anomalies in their North Falkland Basin licences. (Source: CPR 2009).
Three main stratigraphic traps were identified and two prospects were recently tested by
Desire and encountered shows but poor reservoir quality.
Prospective resource size distributions in the six structural/stratigraphic prospects assessed
by the CPR authors are reported below. The average prospect size is 261 MMstb (mean)
with a range of 44 to 576 MMstb.
Operator

Prospect

P 90

P 50

P 10

Mean

Rockhopper

Chatham

7

28

111

45

Rockhopper

Jason

70

210

617

281

Rockhopper

Sea Lion

57

242

669

291

Desire

Rachel

41

249

681

318

Desire

Liz

49

281

847

391

Desire

Beth

41

179

535

245

Argos has approximately the same area in the Eastern Graben under license as Rockhopper
and plans to acquire 3D seismic data over the entire Eastern Graben licensed area. The
Argos western part of the Eastern Graben (in PL001) is structurally and stratigraphically very
similar to the Rockhopper eastern part (in PL032) (Figure 5.2) and by analogy Argos expects
that 3D seismic data will identify structural/stratigraphic prospects and leads in PL001 in the
early post-rift sequence.
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5.2

Structural/Stratigraphic Leads

Two leads are identified by Argos on the western side of the Eastern Graben in PL001. They
are potential stratigraphic traps in the early post-rift and late syn-rift sequences. Traps could
be formed by pinchout to the west and possibly to the north (Figure 5.3 and 5.4). Reservoir
sands would be derived from the basin margin in the west and along the basin axis from the
north. These leads are ideally placed to receive charge from both late syn-rift and early postrift organic rich clays which are mature in this area.
In addition, a potential stratigraphic trap named Morpheus has been identified using the 2D
data, and is located on the eastern flank of the Central Ridge, east of 14/9-1 and 14/9-2. It is
similar in age and character to Boreas prospect further north.

5.3

Assessment of PL001 Potential

We have been provided with an assessment by Argos of the potential number and size of
structural/stratigraphic prospects that Argos anticipate to be able to define with new data.
Argos estimates that four to six new prospects could be identified. Senergy has reviewed the
technical basis for this predicted outcome and finds it to be reasonable and has used the data
provided to derive deterministic estimates of the notional low, best and high case outcomes.
The additional potential calculated has not been included in the prospective resource
estimates in the report.
The assessment of conceptual resource potential is based upon the structural/stratigraphic
prospective resource values summarised in Section 5.1 above.
Notional Resources
(MMstb)

Low

Best

High

44

522

1305

The low case assumes that only one prospect with the low average resource size is identified
on the new 3D data. The high case assumes five prospects with the mean average resource
size are identified. The best estimate is also derived deterministically by assuming two
prospects are identified with the mean size.
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6

Economic Evaluation

Senergy has prepared a scoping economic evaluation for three notional field sizes of 50, 100
and 200 MMstb assumed to be located approximately 250 to 300 km offshore to the north of
the Falklands Islands in 350 m of water depth, with depth to reservoir of about 2,500 m.

6.1
6.1.1

Economic Inputs
Assumptions

We have assumed that the field is a stand-alone development with recoverable reserves of
approximately 50, 100 and 200 MMstb, and that an exploration well and four delineation wells
are sufficient to confirm the field. All wells are subsea completions with tieback via flexible
risers to a FPSO.
Production wells are horizontal completions, which initially flow at 7,000 bopd. The number of
production wells is 4, 8, and 15 respectively for each field size. Plateau production is 28,000,
42,000 and 70,000 bopd respectively, maintained for 2, 3 and 5 years and declines at 22%
per annum thereafter (Figures 6.1, 6.2 and 6.3).
It was assumed that the reservoir will be consolidated sandstone with good permeability and
aquifer drive but requiring additional sea water injection for reservoir pressure maintenance.
An equal number of injection wells to production wells were assumed. Gas was assumed to
be injected through a single well on the crest to minimise flaring. A re-entered and completed
exploration well would be utilised for this purpose.
Oil was assumed to be transported via a dynamically positioned (DP) shuttle tanker. Tanker
capacity of 500, 750 and 1000 MMstb was assumed for each field size respectively, with a
round trip time of 6 days. A supply base would be built and maintained on the Falkland
Islands.

6.1.2

Gross Capital & Operating Costs

The gross Capex inputs to the economic evaluation are summarised below:
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50 MMstb Oil Field

Seismic and
G&G
Exploration
Well
Delineation
Well
Production
Wells
Sub Sea
Riser
Subsea
Manifold etc.
Injection
Wells
Gas
Injection WO
Engineering/
Project Man
Falklands
Base
Total Capex
($MM)

100 MMstb Oil Field

200 MMstb Oil Field

No
Required

Total
Cost
$MM

No
Required

Total
Cost
$MM

No
Required

Total
Cost
$MM

1

25

1

25

1

25

1

35

1

35

1

35

4

140

4

140

4

140

4

180

8

360

15

675

8

16

16

32

30

60

8

24

16

48

30

90

4

180

8

360

15

675

1

10

1

10

1

10

1

40

1

40

1

40

1

17

1

17

1

17

667

1067

1767

The development costs were based on well costs estimated by Senergy. We estimate a dry
hole cost of $25 MM 7 plus a share of mobilization and demobilization costs 8 . The economic
evaluation assumes a cost of $35 MM for the exploration and delineation wells which includes
a provision for one well test and a share of mobilization and demobilization costs. The well
costs are 2010 estimates escalated at 5% per annum and are only suitable for scoping
economics. It was not part of the scope of this study to review these costs in detail.
The annual Opex input includes the FPSO lease cost and is $86MM, $114 MM and $141 MM
respectively for the three field size cases.

6.1.3

Fiscal Terms

In the case of a commercial development, the license holder would apply for a 35 year
production license. Royalty is 9% with a corporate tax rate of 26%. Tangible costs are
written off immediately, whereas intangible costs are written off at a rate of 25% per year on a
reducing balance basis.

6.2

Economic Results & Sensitivity Analysis

The scoping economic assessment estimates the Net Present Value (NPV) of representative
notional field sizes. These do not constitute a valuation of resources and they are included in
order to provide a tool to assist in ranking this opportunity relative to other areas.
7

based on the current rig-rate for the Ocean Guardian rig which is presently operating in the Falklands.
The mobilization costs are estimated to be $16 MM and a similar amount for demobilization. It would
be anticipated that these cost would be shared possibly by several operators for a multi-well
programme. The first drilling campaign was for 6 wells and the current campaign will be for at least this
number.
8
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Oil Price Scenario

$50/bbl
$75/bbl
$100/bbl

Case 1: 50 MMstb
NPV @ 10% ($MM)

Case 2: 100 MMstb
NPV @ 10% ($MM)

-25
355
763

227
971
1722

Case 3: 200
MMstb NPV @
10% ($MM)
975
2431
3885

All scenarios assessed are potentially economically viable except for the resource case of 50
MMstb at the low oil price of $50/bbl. The minimum economic reserve size is 52 MMstb, 34
MMstb and 25 MMstb respectively at the three assessed oil price scenarios of $50/bbl,
$75/bbl and $100/bbl.
A sensitivity analysis for Case 2 (100 MMstb resources) at the base oil price scenario of
$75/bbl (Figure 6.4) indicates that the principal uncertainties affecting the economics are the
hydrocarbon volume and price variability, with the impact of a 25% variation in Capex and
Opex being relatively low.
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Nomenclature

Variable

Meaning

2D

Two dimensional referring to seismic data

3D

Three dimensional referring to seismic data

API

American Petroleum Institute

AVO

Amplitude versus offset or amplitude variation with
offset is often used as a direct hydrocarbon indicator.

Best Estimate

An estimate representing the best technical
assessment of projected volumes. Often associated
with a central, P 50 or mean value.

BGS

British Geological Survey

bbls/d

Barrels per day

bopd

Barrels of oil per day

Bscf

Billions of standard cubic feet

bwpd

Barrels of water per day

CPI

Computer Processed Interpretation

CO 2

Carbon dioxide

Contingent Resources

Contingent Resources are those quantities of
petroleum estimated, as of a given date, to be
potentially recoverable from known accumulations, but
the applied project(s) are not yet considered mature
enough for commercial development due to one or
more contingencies. Contingent Resources may
include, for example, projects for which there are
currently no viable markets, or where commercial
recovery is dependent on technology under
development, or where evaluation of the accumulation
is insufficient to clearly assess commerciality.
Contingent Resources are further categorized in
accordance with the level of certainty associated with
the estimates and may be sub-classified based on
project maturity and/or characterized by their
economic status.

COS

Risk factor or exploration or geological chance of
success. The probability, typically expressed as a
percentage, that a given outcome will occur.

DP

Dynamically positioned

FPSO

Floating Production Storage and Offtake

GIIP

Gas Initially In Place

GOR

Gas Oil Ratio

HIIP

Hydrocarbons Initially in Place

IOR

Improved oil recovery

MD

Measured depth

mD

Millidarcies

Mean

The arithmetic average of a set of values

mKB

Metres below

MM

Million

MMbo

Million barrels oil

www.senergyworld.com
K10ARG001L
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MMboe

Millions of barrels of oil equivalent

MMscf/d

Million standard cubic feet per day

MMstb

Millions of barrels of stock tank oil

NGL

Natural Gas Liquids

NPV

Net present value

P 99

The probablility of that a stated volume will be
equalled or exceeded. In this example a 99% chance
that the actual volume will be greater than or equal to
that stated.

Producing

Related to development projects (eg wells and
platforms): Active facilities, currently involved in the
extraction (production) of hydrocarbons from
discovered reservoirs.

Prospective
Resources

Prospective Resources are those quantities of
petroleum estimated, as of a given date, to be
potentially recoverable from undiscovered
accumulations by application of future development
projects. Prospective Resources have both an
associated chance of discovery and a chance of
development. Prospective Resources are further
subdivided in accordance with the level of certainty
associated with recoverable estimates assuming
their discovery and development and may be subclassified based on project maturity.

Reserves

Reserves are those quantities of petroleum
anticipated to be commercially recoverable by
application of development projects to known
accumulations from a given date forward under
defined conditions. Reserves must further satisfy four
criteria: they must be discovered, recoverable,
commercial, and remaining (as of the evaluation date)
based on the development project(s) applied.
Reserves are further categorized in accordance with
the level of certainty associated with the estimates
and may be sub-classified based on project maturity
and/or characterized by development and production
status.

scf

Standard cubic foot

stb/d

Stock tank barrels per day

STOIIP

Stock tank oil initially in place

Sw

Water saturation

ratio

TD

Total depth

ft or m

TOC

Total Organic Carbon – a measure of source rock
quality

TVDSS

True vertical depth sub sea

USGS

United States Geological Survey

www.senergyworld.com
K10ARG001L
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Operator

Asset

Licence Table

Argos
Interest
(%)
100
Exploration
Phase 2

Status

Licence
expiry
date
November
2015

Licence
Area /
2
km
1,126

Prepared for: Argos Resources

A 10 year Exploration Phase 3 can
be applied for commencing
November 2015

Comments
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Table 1.1

P90
56
10
9
19
2
52
47
11
15
15
8
244

Gross (MMstb)
P50
P10
152
348
29
64
35
86
48
105
5
10
145
346
176
454
47
106
49
108
42
87
19
39
747
1753
Mean
182
34
42
57
6
177
221
52
57
47
22
897

P90
56
10
9
19
2
52
47
11
15
15
8
244

Net Attributable (MMstb)
P50
P10
152
348
29
64
35
86
48
105
5
10
145
346
176
454
47
106
49
108
42
87
19
39
747
1753
Mean
182
34
42
57
6
177
221
52
57
47
22
897

Risk Factor
or COS
14%
17%
17%
8%
17%
10%
10%
12%
10%
10%
13%

File No. \K10ARG001L\report

Prepared for: Argos Resources

“Risk Factor” (also known as COS) for Prospective Resources, means the chance or probability of discovering hydrocarbons in
sufficient quantity for them to be tested to the surface. In addition Senergy assess whether this factor is appropriate to the resource size
distribution and it is specifically linked to the low case volume.

Source: Senergy (GB) Ltd

Zeus - 2Ju
Zeus - LC5
Zeus - UCl
Demeter - 2Ju
Demeter - LC5
Boreas - LC1
Apollo - 2Ju
Istros - 2Ju
Glaucus - 2Ju
Hermes - 2Ju
Hermes - LC5
Resource Totals

Prospect

High Graded Prospects: Un-risked Prospective Recoverable Resources

Prospective Resources
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Table 1.2

File No. \K10ARG001L\report

Location Map
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Figure 1.1
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File No. \K10ARG001L\report

Western
Graben
Eastern
Graben

Central
Ridge

Main depo-centre in
the Eastern Graben

North Falkland Basin: Structural Features (Base map after Richards and Hillier)

Prepared for: Argos Resources

Resources & Economic Assessment of the Assets of Argos Resources

Figure 2.2
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Figure 2.5
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Figure 2.6
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Lead 1 is a structural/stratigraphic trap in the early post rift sequence between horizons 3h and 3LC3.
Reservoir sands would be derived from the basin margin in the west and along the axis from the north.
Sands pinch-out to the west, and based on the 2D , thin to the south. In the north is a stratigraphic seal.
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Lead 2 is a structural/stratigraphic trap in the early post rift between horizons 3p and 3q.
Reservoir sands would be derived from the basin margin in the west and along the axis from the north.
Sands pinch-out to the west, and north. There is dip closure to the south and east.
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PART V
SUMMARY OF CERTAIN FALKLAND ISLANDS LEGISLATION
AND THE LICENCE
Background
The Falkland Islands are an Overseas Territory of the United Kingdom but a separate legal jurisdiction.
Executive authority is vested in Her Majesty the Queen and exercised by the Governor who presides over the
Falkland Islands Government. The current Falkland Islands constitution came into force on 1 January 2009.
Under the terms of the constitution there is an advisory Executive Council and a Legislative Council which
consists of eight elected councillors and two ex-officio members (the Chief Executive and the Financial
Secretary). Defence and foreign affairs are the responsibility of the United Kingdom Government, but
otherwise the Falkland Islands Government has considerable autonomy in the conduct and administration of
its affairs.
The oil and gas industry sector is administered by the Director of Minerals Resources, an official of the
Falkland Islands Government based in Stanley.
Falkland Islands petroleum licensing regime
The relevant Falkland Islands law for the exploration and production of offshore petroleum derives from the
Offshore Minerals Ordinance of 1994 (the “Offshore Minerals Ordinance”), which replaced the
Continental Shelf Ordinance of 1991 pursuant to which a 400,000km2 area had been designated for
petroleum exploration offshore the Falkland Islands (the Falkland Islands “Controlled Waters”).
Exploration or production licences are granted under the Offshore Petroleum (Licensing) Regulations 2000
(previously, the Offshore Petroleum (Licensing) Regulations 1995, under which regulations the Licence was
granted).
Under the Offshore Minerals Ordinance, the Governor may grant, subject to the consent of the Secretary of
State for Foreign and Commonwealth Affairs of the United Kingdom Government (the “Secretary of
State”), exploration and production licences. It is unlawful for any persons to explore or exploit any minerals
in Controlled Waters unless licenced and any such exploration or exploitation must be in accordance with
the terms of such licence. Any licence shall be granted subject to such conditions as the Governor, with the
consent of the Secretary of State, sees fit including those set out in the model clauses referred to in the
Offshore (Licensing) Regulations 1995 and 2000.
An “exploration licence” limits the licence holder to recovering minerals in no greater quantity and for no
other purpose than is incidental to exploration for that mineral. “Production Licences” entitle the licence
holder to search for and bore for and get the minerals specified in the licence in the sea bed and sub soil
under the areas specified in the licence without the qualifications applied to recoveries under exploration
licences.
Licences may be granted, under the Offshore Petroleum (Licensing) Regulations 1995 and 2000, in response
to an invitation to apply for a particular area (a “tranche”) published in the Falkland Islands Gazette
(“invited applications”), or under the Falkland Islands Government “open door” procedures (“non-invited
applications”).
The Governor will not grant licences within 12 miles of the coastline of the Falkland Islands or otherwise in
environmentally sensitive areas.
Exploration and/or production offshore operations will, in addition be subject to provisions for the protection
of the environment contained in:
•

the Offshore Mineral Ordinance;

•

the United Kingdom’s Offshore Chemicals Notification Scheme;
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•

the Marine Mammals Ordinance 1992; and

•

the Marine Environment (Protection) Ordinance 1995.

The Licence
Title history
The Governor issued a production licence (PL001) dated 2 June 1997 under the Offshore Minerals
Ordinance in the Falkland Islands’ first competitive licensing round to: Amerada Hess (Falkland Islands) Ltd
(“Amerada”), Fina Exploration Atlantic BV (“Fina”), Murphy South Atlantic Oil Company (“Murphy”),
Teikoku Oil (Falkland Islands) Co Ltd (“Teikoku”) and the Subsidiary. The Licence originally related to
tranche A (blocks 14/2, 14/3, 14/4, 14/7, 14/8 and 14/9) comprising an area of approximately 1,621km2 north
of the Falkland Islands, the co-ordinates of which were:
59° 12’ W Longitude
59° 12’ W Longitude
59° 48’ W Longitude
59° 48’ W Longitude

49° 00’ S Latitude
49° 20’ S Latitude
49° 20’ S Latitude
49° 00’ S Latitude

Amerada, Fina, Murphy, Teikoku and the Subsidiary entered into a joint operating agreement (the “JOA”)
approved by the Governor relating to the Licence which replaced a joint evaluation and licence application
agreement between those parties (or affiliated companies) to have effect from 28 October 1996. Under the
JOA, Amerada was appointed operator for the purpose of the Licence. The JOA included normal provisions
for the agreement of and funding for work programmes under the Licence. It also included provisions
regarding the continuation or non-continuation of the Licence or for a party to elect not to continue and/or
to be removed in circumstances of breach. The JOA was terminated by an outstanding issues agreement on
16 May 2002. Such outstanding issues were subsequently fulfilled.
Murphy transferred its interest in the Licence to Murphy Falklands Oil Co Ltd pursuant to a deed of
assignment dated 24 June 1999. The Governor’s consent to this transaction was given by letter dated
1 December 1998.
Amerada Hess (South Atlantic) Ltd (previously known as Amerada Hess (Falkland Islands) Limited),
Petrofina SA, the parent company to which Fina’s assets and liabilities were transferred following its
liquidation on 19 December 2000 (consent from the Governor having been duly received), Murphy
Exploration & Production Company and Teikoku transferred their respective interests in the Licence to the
Subsidiary pursuant to a deed of assignment dated 16 May 2002 (the effective date being 30 September
1999). The Governor was not a party to this deed but his consent to the assignments were given in consent
letters dated 14 March 2000 and 20 December 2001.
The Falkland Islands Government has confirmed that the Licence is in good standing.
Terms of the Licence
Under the Licence, Argos Exploration is permitted to search and bore for and get petroleum in the seabed
and subsoil in PL001.
The Licence was for an initial term of five years with effect from 28 October 1996 (the “Initial Term”).
Subject to the terms and conditions of the Licence being performed and observed during the Initial Term
(including in particular paying acreage payments and undertaking the specified ‘work programme’ – please
see below), the Licence may be continued for a further period of seven years (the “Second Exploration
Term”) and, subject to the terms and conditions of the Licence being performed and observed during the
Second Exploration Term, for a further period of 10 years (the “Third Exploration Term”) or a further
period of 35 years (the “Exploitation Term”).
The 35 year Exploitation Term may commence at the end of the Second Exploration Term or, subject to the
terms and conditions of the Licence being performed and observed during the Third Exploration Term, at the
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end of the Third Exploration Term. The Governor may, in his discretion, extend the Exploitation Period
beyond 35 years.
The Falkland Islands Government agreed to various extensions to the term of the Licence during its Initial
Term: first, in August 2001 (with confirmation in February 2003) for a period expiring in November 2004
and then, secondly, for a period of one year expiring on 25 November 2005. The Company was granted a
third extension from 25 November 2005 to 25 November 2006, a fourth extension from 25 November 2006
to 25 November 2007 and finally, a further year’s extension until 25 November 2008.
A continuation (as opposed to an extension) of the Licence from one term to the next is dependent upon a
written notice by Argos Exploration to the Falkland Islands Government in which the licencee agrees to
surrender part of the Licence area. The area to be surrendered for a continuation from the Initial Term to the
Second Term was calculated by Argos Exploration retaining 50 per cent. of the original Licence plus 10 per
cent. of the original licence area for each well drilled in the Initial Term. The Subsidiary drilled two wells
during the Initial Term, and so had to surrender at least 30 per cent. of the original Licence area to continue
to the Second Exploration Term.
By letter dated 3 June 2008 the Company, on behalf of the Subsidiary, requested a continuation of the
Licence to a Second Exploration Term, identifying 30 per cent. of the Initial Term acreage to be relinquished
(in accordance with the terms of the Licence).
The relinquishment plan (namely, the surrender of 30 per cent. of the Licence area – 495km2) resulted in a
licenced area of approximately 1,126km2 with the following co-ordinates:
59° 12’ W Longitude
59° 12’ W Longitude
59° 36’ W Longitude
59° 36’ W Longitude
59° 42’ W Longitude
59° 42’ W Longitude
59° 36’ W Longitude
59° 36’ W Longitude
59° 29’ W Longitude
59° 29’ W Longitude

49° 00’ S Latitude
49° 20’ S Latitude
49° 20’ S Latitude
49° 14’ S Latitude
49° 14’ S Latitude
49° 06’ S Latitude
49° 06’ S Latitude
49° 04’ S Latitude
49° 04’ S Latitude
49° 00’ S Latitude

The Falkland Islands Government agreed to this continuation and the mandatory relinquishment by letter to
the Company dated 10 June 2008.
There is a notional relinquishment requirement of 50 per cent. of the Second Exploration Term area at the
end of the Second Exploration Term (but the Falkland Islands Government has stated that actual percentages
can be negotiated). Argos Exploration will have to surrender its rights to 50 per cent. of the licenced area,
apart from a designated oil field, subject to submitting an acceptable work programme for the continuation
into a Third Exploration Term. Argos Exploration may surrender the Licence or any part of the Licence on
six months’ notice to the Governor to expire on an anniversary of the date of commencement of the Initial
Term.
Under the Licence, Argos Exploration is obliged to pay acreage payments annually in advance for the
acreage the subject of the Licence at increasing rates: US$30 per km2 during the Initial Term; US$60 per km2
during the Second Exploration Term US$1,500 per km2 on the commencement of the Third Exploration
Term increasing to US$8,250 per km2 during the final year of the Third Exploration Term. During the
Exploitation Term, acreage rent of US$375,000 per annum is payable unless and until exceeded by
petroleum royalties becoming due calculated at nine per cent. of petroleum sales during the period (or such
lesser percentage as the Governor may agree).
Argos Exploration is obliged to maintain accurate accounts in the Falkland Islands detailing all petroleum
won and saved. More generally the licencee is obliged to file:
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•

three monthly returns to the Governor throughout the term of the Licence specifying all geological
works (including surveys and tests), well drilling operations, statements of petroleum won and saved;

•

an annual return of operations undertaken in the Licence area;

•

all bathymetric data or other hydrocarbon information acquired in the course of its operations; and

•

annual audited accounts.

Argos Exploration is also obliged to preserve samples of the seabed strata encountered and to make these
available to the Governor (at the licencee’s cost). All data obtained from Argos Exploration in respect of the
Licence shall be kept confidential by the Governor for a period of five years, although copies may be
provided to other government departments (including the UK government). At the end of the five year period,
the Governor and certain other bodies may publish geological, scientific and technical data related to the
Licence.
Argos Exploration’s minimum work programme during the Initial Term included:
•

year 1: acquiring and processing 1,200 km of 2D seismic data;

•

year 2: drilling one exploration well to a terminal depth of 3,500 m subsea;

•

year 3: acquiring and processing 300 km of 2D seismic data;

•

year 4: drilling a second exploration well to a terminal depth of 2,750 m subsea; and

•

year 5: drilling a third exploration well (subject to Argos Exploration’s opinion that encouraging
prospects are present). A third exploration well was not drilled.

The Falkland Islands Government confirmed by letter dated 30 April 1999 that the work obligations for the
Initial Term had been satisfactorily completed (reconfirmed by letter dated 10 June 2010).
Argos Exploration’s work programme during the Second Exploration Term includes:
•

acquire and process infill 2D seismic data as appropriate to confirm all prospects and leads which, in
the opinion of Argos Exploration, may have commercial potential;

•

acquire and process 3D seismic data to define more clearly structure(s) upon which a discovery well
has been drilled, conditional upon, in the opinion of Argos Exploration, the structure having the
potential for commercial development;

•

drill one exploration well conditional upon, in the opinion of Argos Exploration, a potentially
commercially encouraging structure being identified; and

•

conduct an appraisal drilling programme to establish the size of any prospect upon which a discovery
well has been drilled and which, in the opinion of Argos Exploration, has the potential for commercial
development.

The Governor may serve a notice requiring Argos Exploration to provide an “appropriate programme for
exploring for petroleum”, subject to an objective test, and, if the Governor should not be happy with the
licencee’s proposed programme, require the proposed programme to be submitted to arbitration. A work
programme once submitted, and agreed or amended as a consequence of an arbitration procedure, would
then become additional Licence conditions.
In a letter to the Company dated 10 June 2010 the Governor has stated that there is a well commitment after
acquiring 3D seismic data in the Second Phase (the Second Exploration Term) of the Licence. The
Company’s plans include acquiring 3D seismic data and drilling at least one additional well during the
Second Exploration Term.
The Governor would have to approve a work programme for any Third Exploration Term and work
programmes for any term may be modified with the approval of the Governor.
Other standard conditions apply in accordance with the Model Clauses for Production Licences as set out in
the Offshore Petroleum (Licensing) Regulations 1995. For instance concerning:
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•

abandonment and plugging of wells;

•

storage tanks, pipes and pipelines;

•

safe working practices;

•

fishing and navigation;

•

keeping records and making returns to the Governor; and

•

keeping samples.

Particular further conditions are included in schedule 6 of the Licence. For instance, that, as there is a risk
of unexploded ordinance and ship wrecks from the Falklands war, notice of all proposed seismic and drilling
activity must be given to the Director of Mineral Resources, at least three months in advance. The licencee
must comply with the UK’s Offshore Chemical Notification Scheme and the Marine Mammals Ordinance
1992 and any conditions imposed by the Governor in circumstances of oil spills and with regard to the
Falkland Islands’ fisheries’ interests.
The Governor has the right to require Argos Exploration and other licencees from Adjoining Licences to
develop their territories as one unit in certain circumstances, to avoid unnecessary and competitive drilling.
No assignment of an interest in the Licence may be made without the prior written consent of the Governor.
The Governor has the right to revoke the Licence for breach of the terms and conditions of the Licence and,
inter alia, should any petroleum be won without Argos Exploration first having established and maintained
a permanent establishment in the Falkland Islands. The Governor may also revoke the Licence should there
be a change of control of Argos Exploration.
The Falkland Islands Government has confirmed that the Admission does not constitute a change of control
of the Company.

134

PART VI
ADDITIONAL INFORMATION
1.

The Company

1.1

The Company was incorporated in the Falkland Islands on 12 December 1995 under the name Argos
Resources Limited (which is also its commercial name) with registered number 10605 as a limited
company under the Company and Private Partnership Ordinance (Cap.13) and is domiciled in the
Falkland Islands. The liability of the members of the Company is limited to the amount paid up on
their ordinary shares.

1.2

The principal legislation under which the Company operates is the 1948 Act. The registered office of
the Company is at John Street Chambers, Stanley, Falkland Islands (telephone number +500 22685).

1.3

The Company’s principal place of business is at Argos House, H. Jones Road, Stanley, Falkland
Islands.

1.4

The principal activity of the Company is, together with the Subsidiary, to explore for oil and gas in
Falkland Islands Controlled Waters.

2.

Subsidiary Undertaking
The Company is the holding company of the Group.
The Company has the following significant subsidiary:

Name
Argos Exploration Limited

Registration
number
10537

Status
active

Place of
incorporation
Falkland Islands

Percentage of
voting share
capital held
100

The Company is the registered holder of 2,144,999 ordinary shares of £1 each in the capital of the
Subsidiary. One ordinary share of £1 is registered in the name of Andrew Grant McKenzie Irvine as
nominee for the Company.
The Company owns directly or indirectly 100 per cent. of the issued shares of the Subsidiary and can
exercise 100 per cent. of the voting rights.
3.

Share Capital

3.1

The authorised and issued share capital of the Company as at 31 December 2009 and as at the date of
this document is as follows:

3.2

Authorised share capital

Issued share capital

31 December 2009

100,000,000 ordinary shares of
5p each

58,058,185 ordinary shares of
5p each (fully paid)

Date of the document

500,000,000 Ordinary Shares

145,145,463 Ordinary Shares
(fully paid)

Immediately following Admission, on the basis that the issue is fully subscribed, the authorised and
issued share capital of the Company will be as follows:
Authorised Share Capital
(Ordinary Shares)
500,000,000

3.3

Issued share capital
(Ordinary Shares)
216,113,205

A history of changes to the Company’s share capital is as follows:
•

The Company was incorporated with an authorised share capital of £1,000,000 divided into
1,000,000 ordinary shares of £1.00 each.
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•

On 20 November 1998 the authorised share capital of the Company was increased from
£1,000,000 to £5,000,000 by the creation of a further 4,000,000 ordinary shares of £1.00 each.

•

On 29 August 2008 a special resolution of the Company was passed at an extraordinary general
meeting to sub-divide each ordinary share of £1.00 each into 20 ordinary shares of 5p each.

•

On 9 July 2010, the following resolutions of the Company were passed at an extraordinary
general meeting:
(a)

sub-dividing each ordinary share of 5p each into 5 ordinary shares of 1p each and then
consolidating every two ordinary shares of 1p into one ordinary share of 2p; and

(b)

increasing the authorised share capital from £5,000,000 to £10,000,000 by the creation
of a further 250,000,000 ordinary shares of 2p each.

3.4

The Depositary Interests are in registered form and capable of being held in uncertificated form.
Application has been made to Euroclear for the Depositary Interests to be enabled for dealings
through CREST as a participating security. No temporary documents of title will be issued. It is
expected that definitive share certificates will be posted to those Shareholders who have requested the
issue of Ordinary Shares in certificated form by 12 August 2010. The International Securities
Identification Number (ISIN) for the Depositary Interests is FK0114538241.

3.5

The Company’s share capital consists of one class of ordinary shares with equal voting rights (subject
to the Articles). No major Shareholder has any different voting rights from the other Shareholders. The
Placing Shares will be issued in accordance with the provisions of the 1948 Act and the Articles. The
Board is empowered to allot the Placing Shares pursuant to the Articles.

3.6

So far as the Company is aware, it is not directly or indirectly owned or controlled by any party.

4.

Memorandum and Articles of Association

4.1

The memorandum of association of the Company provides that its principal object is to apply for
licences to explore for petroleum and carry on all the business of an investment company, and for that
purpose to acquire and hold either in the name of the Company or in that of any nominee, shares,
stocks, debentures, debenture stock, bonds, notes, obligations, warrants, options, and securities issued
or guaranteed by any company wherever incorporated or issued or guaranteed by any government,
public body or authority in any part of the world.

4.2

The Articles include provisions to the following effect:
(a)

Allotment of shares
Subject to the provisions of the Acts and to any relevant authority of the Company in general
meeting required by the Acts, unissued shares at the date of adoption of the Articles and any
shares thereafter created shall be at the disposal of the Board, which may allot (with or without
conferring rights of renunciation), grant options over, offer or otherwise deal with or dispose
of them or rights to subscribe for or convert any security into shares to such persons (including
the Directors themselves), at such times and generally on such terms and conditions as the
Board may decide, provided that no share shall be issued at a discount.

(b)

Transfer of shares
Subject to the Articles, each member may transfer all or any of his shares by instrument of
transfer in writing in any form approved by the Board. Such instrument shall be executed by or
on behalf of the transferor and (in the case of a transfer of a share which is not fully paid up)
by or on behalf of the transferee. The transferor shall be deemed to remain the holder of such
share until the name of the transferee is entered in the register of members in respect of it.
The Directors shall, subject always to the Acts and any other applicable laws and regulations
and the facilities and requirements of any relevant system concerned and the Articles, have
power to implement and/or approve any arrangements they may, in their absolute discretion,
think fit in relation to the evidencing of title to and transfer of interests in shares in the capital
of the Company in the form of depositary interests or similar interests, instruments or
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securities, and to the extent such arrangements are so implemented, no provision of the Articles
shall apply or have effect to the extent that it is in any respect inconsistent with the holding or
transfer thereof or the shares in the capital of the Company represented thereby.
The Board may, in its absolute discretion and without giving any reason, refuse to register any
transfer of a share (or renunciation of a renounceable letter of allotment) unless:

(c)

(i)

it is in respect of a share which is fully paid up;

(ii)

it is in respect of only one class of shares;

(iii)

it is in favour of a single transferee or not more than four joint transferees;

(iv)

it is duly stamped (if so required); and

(v)

it is delivered for registration to the registered office of the Company or such other place
as the Board may from time to time determine, accompanied (except in the case of a
transfer by a recognised person where a certificate has not been issued or in the case of
a renunciation) by the certificate for the shares to which it relates and such other
evidence as the Board may reasonably require to prove the title of the transferor or
person renouncing and the due execution of the transfer or renunciation by him or, if the
transfer or renunciation is executed by some other person on his behalf, the authority of
that person to do so.

Alteration of share capital
The Company in general meeting may from time to time by ordinary resolution:

(d)

(i)

increase its share capital by such sum to be divided into shares of such amount as the
resolution prescribes;

(ii)

consolidate and divide all or any of its share capital into shares of larger amount than its
existing shares;

(iii)

cancel any shares which at the date of the passing of the resolution have not been taken
or agreed to be taken by any person, and diminish the amount of its share capital by the
amount of the shares so cancelled; and

(iv)

subject to the provisions of the Acts, sub-divide its shares or any of them into shares of
smaller amount, and may by such resolution determine that, as between the shares
resulting from such sub-division, one or more of the shares may, as compared with the
others, have any such preferred, deferred or other special rights or be subject to any such
restrictions as the Company has power to attach to unissued or new shares.

Variation of class rights
If at any time the share capital of the Company is divided into shares of different classes, any
of the rights for the time being attached to any share or class of shares in the Company may be
varied or abrogated in such manner (if any) as may be provided by such rights either with the
consent in writing of the holders of not less than three-quarters in nominal value of the issued
shares of the class or with the sanction of an extraordinary resolution passed at a separate
general meeting of the holders of shares of the class duly convened and held as hereinafter
provided (but not otherwise).

(e)

General meetings of Shareholders
Annual general meetings and extraordinary general meetings of Shareholders may be convened
by the Board as such time and place as the Board may determine. The Board may make such
arrangements for the holding of general meetings as it may consider appropriate.

(f)

Voting rights
Subject to the provisions of the Acts and any special terms as to voting on which any shares
may have been issued or may for the time being be held and to any suspension or abrogation
of voting rights pursuant to the Articles, at any general meeting every member who is present
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in person shall on a show of hands have one vote and every member present in person or by
proxy shall on a poll have one vote for each share of which he is the holder.
(g)

Directors’ powers to require disclosure of interest in shares
The Directors shall have power by notice in writing to require any person (an Interested Party)
whom the Company knows or has reasonable cause to believe to be interested, or at any time
during the three years immediately preceding the date on which the notice is issued to have
been interested, in the Company’s share capital, to confirm the fact or (as the case may be) to
indicate whether or not it is the case and confirm the nature of such interest.

(h)

Shareholders’ obligations to disclose interest in shares
Each holder of shares of the Company shall be under an obligation to make certain disclosures
to the Company, if required by the Company in accordance with the provisions of Chapter 5 of
the Disclosure and Transparency Rules, as amended from time to time (DTR5) of the UK
Financial Services Authority Handbook (the Handbook).
If the Company determines that a holder of shares of the Company (a Defaulting Holder) has
not complied with the provisions of DTR5 with respect to some or all of such shares held by
such holder (Disclosure Default Shares), the Company shall have the right, but not the
obligation, by delivery of notice to the Defaulting Holder (a Default Notice) to suspend the
right of such Defaulting Holder to vote the Disclosure Default Shares in person or by proxy at
any meeting of the Company.

(i)

Mandatory offer
So long as the Company is not subject to the Takeover Code, if any person (and anyone acting
in concert with that person) acquires shares in the Company that would have obliged that
person to make a general offer to all other shareholders (if the Takeover Code had applied) and
that person does not make a general offer on terms no less favourable to the other shareholders,
the Board shall be entitled (but not obliged) to suspend the voting rights of that person’s shares
in the Company.

(j)

Dividends
Subject to the provisions of the 1948 Act and of the Articles, the Company may by ordinary
resolution declare dividends to be paid to members according to their respective rights and
interests in the profits of the Company. However, no dividend shall exceed the amount
recommended by the Board. The Board may also declare and pay such interim dividends as
appears to the Board to be justified by the profits of the Company available for distribution.
If at any time the share capital of the Company is divided into different classes, the Board may
pay such interim dividends on shares which rank after shares conferring preferential rights with
regard to dividend as well as on shares conferring preferential rights, unless at the time of
payment any preferential dividend is in arrears. The Board may, with the prior authority of an
ordinary resolution of the Company offer to any holders of shares the right to elect to receive
shares, credited as fully paid, instead of the whole (or some part) of any dividend. All dividends
unclaimed for a period of 12 years after having been declared or become due for payment shall
(if the Board so resolves) be forfeited and shall cease to remain owing by the Company.

(k)

Directors
Unless and until otherwise determined by the Company by ordinary resolution, the number of
Directors (other than any alternate Directors) shall not be more than ten nor less than two.
Subject to the Articles, at each annual general meeting of the Company one-third of the
Directors who are subject to retirement by rotation shall retire from office. If there are fewer
than three Directors who are subject to retirement by rotation, one Director shall retire from
office. No person shall be or become incapable of being appointed a Director by reason of his
having attained the age of 70.
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The aggregate fees (other than executive Directors) which the Directors shall be entitled to
receive for their services as Directors of the Company shall be determined by the Board but
shall not exceed £250,000 per annum, or such other sum as the Company in general meeting
by ordinary resolution shall from time to time determine. Such sum (unless otherwise directed
by the resolution of the Company by which it is voted) shall be divided among the Directors in
such proportions and in such manner as the Board may determine or, in default of such
determination, equally.
Subject to the provisions of the 1948 Act and provided that the Articles are complied with, a
Director, notwithstanding his office may enter into or otherwise be interested in any contract,
arrangement, transaction or proposal with the Company or in which the Company is otherwise
interested, may hold any other office or place of profit under the Company (except that of
Auditor or of auditor of a subsidiary of the Company) in conjunction with the office of Director
and may act by himself or through his firm in a professional capacity for the Company, may be
a director or other officer of, or employed by, or a party to any transaction or arrangement with
any company promoted by the Company or in which the Company is otherwise interested and
shall not be liable to account to the Company for any profit, remuneration or other benefit
realised by any such office, employment, contract, arrangement, transaction or proposal. No
such contract, arrangement, transaction or proposal shall be avoided on the grounds of any such
interest or benefit.
Borrowing powers

(l)

There is no limit on the borrowing powers of the Company under the Articles.
5.

Directors’ and other interests in the share capital of the Company

5.1

Shares
The interests of the Directors and their immediate families and of persons connected with the
Directors, within the meaning of the Acts, in the share capital of the Company are as follows:
Ordinary
Shares held
at the date
of this document
and Admission
22,211,613
2,000,000
750,000
3,250,000
1,250,000
0
—————
29,461,613

Name
Ian Thomson*
John Hogan
Andrew Grant McKenzie Irvine
Dennis Carlton
Christopher Fleming
James Charlton Ragg
Total
*

Percentage
of issued
share capital
at the date of
this document
15.303%
1.378%
0.517%
2.239%
0.861%
0.000%
—————
20.298%

Percentage
of issued
share capital
at Admission
10.278%
0.925%
0.347%
1.504%
0.578%
0.000%
—————
13.632%

————— ————— —————

Ian Thomson has a 46.46 per cent. interest in the issued share capital of AGL. The aggregate of Ian Thomson’s and AGL’s
interest in the share capital of the Company is 33.27 per cent. at the date of this document.
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5.2

Options
The Company has adopted the Share Option Scheme pursuant to which options over up to 14,414,546
Ordinary Shares may be granted. Details of outstanding option grants are as follows:
Option holder
John Hogan
Andrew Irvine
Dennis Carlton
Christopher Fleming
James Ragg
Richard Baker

Date of grant

No. of options

Vesting date

Subscription price

12 November 2009
12 November 2009
12 November 2009
12 November 2009
12 November 2009
12 November 2009

5,805,818
1,375,000
1,375,000
1,375,000
1,375,000
1,375,000
–––––––––
12,680,818

30 October 2010
30 October 2010
30 October 2010
30 October 2010
30 October 2010
7 April 2011

2p
2p
2p
2p
2p
2p

Total Options

5.3

–––––––––

The following persons are the registered holders of 3 per cent. or more of the Company’s issued share
capital prior to the Placing and the exercise of options:

Member
Argos Georgia Ltd
Ian Thomson*
Orian Partners, L.P.
Iain Aylwin**
Portogon Investments S.A.
Robert Smith

Ordinary
Shares held
at the date
of this
document
and Admission

Percentage
of issued
share
capital at the
date of this
document

Percentage
of issued
share
capital at
Admission

26,078,850
22,211,613
15,000,000
13,451,150
10,000,000
9,432,650

17.967%
15.303%
10.334%
9.267%
6.890%
6.499%

12.067%
10.278%
6.941%
6.224%
4.627%
4.365%

*

Ian Thomson has a 46.46 per cent. interest in the issued share capital of AGL.

**

Iain Aylwin has a 23.23 per cent. interest in the issued share capital of AGL.
AGL is an ‘associate’ of Ian Thomson for the purposes of the AIM Rules. The aggregate of Ian Thomson’s and AGL’s
interest in the share capital of the Company is 33.27 per cent. at the date of this document.

6.

Additional information on Directors

6.1

The names of the Directors and each of their respective functions are set out in Part I of this document.

6.2

Details of the length of service of each of the Director is set out below:
Name

Age

Appointment date

Ian Thomson
John Hogan
Andrew Irvine
Dennis Carlton
Christopher Fleming
James Ragg

71
57
49
60
50
44

12 December 1995
16 May 2005
16 May 2005
16 May 2005
29 August 2008
29 August 2008
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6.3

The directorships, board appointments and partnerships held by each of the Directors over the five
years preceding the date of this document (other than in the Company and the Subsidiary) are as
follows. Save as indicated all directorships and partnerships are currently held:
Director

Directorships

Ian Main Thomson

Falkland Islands:
Argos Limited

Former Directorships

Spain:
Argos Pereira Espana SL
Bermuda:
Argos Georgia Limited
Argos Oceanic Limited
Argos Atlantic Limited
Argos Atlantic Cold Stores
Limited
Argos Froyanes Limited
Argos Helena Limited
John Anthony Hogan

Cuadrilla Resources
Corporation Limited

England & Wales:
Caledonia Offshore
Development Limited
Caledonia Median Limited
Caledonia Group Limited
Caledonia EU Limited
Caledonia Caister Limited
Caledonia Europe Resources
Limited
Caledonia Europe
Hydrocarbons Limited
Caledonia Energy Limited
Acteon Group Limited
Scotland:
Caledonia Oil & Gas Limited
Norway:
Noreco ASA
Canada:
PanGeo Inc
Channel Islands:
Velosi Ltd

Andrew Grant McKenzie Irvine

Falkland Islands:
Argos Group Limited
Falkland Islands Chamber of
Commerce Limited
Falkland Islands Pensions
Scheme
Falkland Islands Fishing
Companies Association
Falkland Islands Development
Corporation
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Director

Directorships

Dennis Ray Carlton

Canada:

Former Directorships
Canadian Society for
Unconventional Gas

USA:
The Motorsports Gallery LLC
DRC Motorsports LLC
International Race Cars LLC
World Challenge Vision LLC
Susquehanna Natural
Resources, Co.

BPI Industries, Inc.

England & Wales:
Cuadrilla Resources Holdings
Limited
Cuadrilla Resources Limited
Cuadrillco Limited
Cuadrilla Well Services
Limited
Elswick Resources Limited
Bowland Resources Limited
Bolney Resources Limited
Tanglewood Resources Limited
Cuadrilla Hungary Limited
Others:
Cuadrilla Poland Sp.Zo.o
(Poland)
Hardenburg Resources BV
(Netherlands)
Brabant Resources BV
(Netherlands)
Cuadrilla Resources
Deutschland GmbH
(Germany)
Cuadrilla Austria GmbH
(Austria)
Cuadrilla Resources
Corporation Limited
(Bermuda)
Christopher James
MacDonald Fleming

None

James Charlton Ragg

England & Wales:
Haines Watts South LLP
Accounts for Charities Clubs
and Schools Limited
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HWCA Limited

6.4

No Director:
(a)

has any unspent convictions in relation to indictable offences; or

(b)

has been bankrupt or the subject of an individual voluntary arrangement, or has had a receiver
appointed to any asset of such director; or

(c)

has been a director of any company which, while he was a director or within 12 months after
he ceased to be a director, had a receiver appointed or went into compulsory liquidation,
creditors’ voluntary liquidation, administration or company voluntary arrangement, or made
any composition or arrangement with its creditors generally or with any class of its creditors,
save for the exception listed in paragraph 6.5 of this Part VI; or

(d)

has been a partner of any partnership which, while he was a partner or within 12 months after
he ceased to be a partner, went into compulsory liquidation, administration or partnership
voluntary arrangement, or had a receiver appointed to any partnership asset; or

(e)

has been the subject of any public criticism by statutory or regulatory authorities (including
recognised professional bodies); or

(f)

has been disqualified by a court from acting as a director of a company or from acting in the
management or conduct of the affairs of any company.

6.5

HWCA Ltd (now sixonethreeone Ltd), a company of which James Ragg was a director (but not a
member of the management board) until his resignation on 10 August 2009 entered into a company
voluntary arrangement on 16 March 2010.

6.6

The directors of the Subsidiary are as follows:
Ian Thomson
John Hogan
Andrew Irvine

7.

Directors’ service contracts and emoluments and employees

7.1

The terms of the Directors’ service agreements or letters of engagement are summarised below.
(a)

Ian Thomson
The Company entered into a service agreement with Ian Thomson on 8 July 2010 setting out
the terms of his employment as Executive Chairman of the Company. His employment will
continue after the date of Admission (pursuant to the terms of a service contract and
appointment letter) and will continue unless and until terminated by either party giving to the
other not less than 12 months’ notice at any time. Ian Thomson has no specific entitlements on
termination of his employment.
Ian Thomson is not entitled to a salary or pension contributions but will be entitled to
reimbursement of expenses incurred by him in the proper performance of his duties.

(b)

John Hogan
The Company entered into a service agreement with John Hogan on 8 July 2010 setting out the
terms of his employment as Managing Director of the Company with particular responsibility
for the Subsidiary’s operations in the Falkland Islands. His employment as Managing Director
will commence on the date of Admission (pursuant to the terms of a service contract and
appointment letter) and will continue on the basis of devoting as much time, attention and
abilities as necessary to carry out his duties to the Company unless and until terminated by
either party giving to the other not less than 12 months’ notice at any time. Following
termination, John Hogan shall, as requested by the Company, resign from office as a Director
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of the Company and all offices held by him in any other group company, including the
Subsidiary. John Hogan has no specific entitlements on termination of his employment.
Under the terms of the service contract, John Hogan is entitled to an annualised salary
equivalent to £240,000 per annum and to reimbursement of expenses incurred by him in the
proper performance of his duties.
The Company shall, on commencement of employment, make an equivalent matching
contribution to that made by John Hogan (up to a maximum of 5 per cent. of his salary) to a
private pension scheme of John Hogan’s choice.
(c)

Andrew Irvine
The Company entered into a service agreement with Andrew Irvine on 8 July 2010 setting out
the terms of his employment as Finance Director of the Company pursuant to the terms of a
service contract and appointment letter. The employment as Finance Director will commence
on the date of Admission and will continue on the basis of devoting as much time, attention and
abilities as necessary to carry out his duties to the Company unless and until terminated by
either party giving to the other not less than 12 months’ notice at any time. Following
termination, Andrew Irvine shall, as requested by the Company, resign from office as a Director
of the Company and all offices held by him in any other group company, including the
Subsidiary. Andrew Irvine has no specific entitlements on termination of his employment.
Under the terms of the service contract, Andrew Irvine is entitled to an annualised salary
equivalent to £120,000 per annum and to reimbursement of expenses incurred by him in the
proper performance of his duties. He will be based at the Company’s office in the Falkland
Islands.

7.2

Ian Thomson, John Hogan and Andrew Irvine’s service contracts contain certain restrictive covenants,
as follows:
(a)

For six months following termination of their employment, the Director shall not hold any
‘Material Interest’ (being any position as director, officer, employee, consultant, partner,
principal or agent or an investor with direct or indirect control or ownership of more than
3 per cent. of the issued share capital of any company whose shares are listed on any recognised
investment exchange or AIM) in any business which is or shall be wholly or partly in
competition with the business or other commercial activities of the Company or any group
company with which the Director shall have been concerned or involved to any material extent.

(b)

For a period of six months following termination, the Director shall not hold any Material
Interest in any person, firm or company which requires or might reasonably be thought by the
Company to require him to disclose or make use of certain confidential information.

7.3

Ian Thomson, John Hogan and Andrew Irvine’s service contracts are subject to Falkland Islands law.

7.4

Each of Dennis Carlton, Christopher Fleming and James Ragg has been engaged as a non-executive
director upon the terms of various letters of appointment, the principal terms of which are that each
of them is appointed for an initial term of up to three years commencing at the time of Admission
subject to early termination rights of not less than three months’ notice by either party with an
estimated time commitment of approximately 2 days per month. Each non-executive director is
entitled to a fee of £20,000 per annum and reimbursement of expenses incurred in the proper
performance of their duties. The appointment letters are subject to Falkland Islands law.

7.5

The Company and Subsidiary have no employees (other than the Directors as set out above), and have
not had any employees during the last three years.
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8.

Share Option Scheme

8.1

The Board adopted the Share Option Scheme on 12 November 2009 (amended on 8 July 2010), the
principal provisions of which are summarised below.

8.2

The Company may grant share options over 14,514,546 Ordinary Shares for a period of 10 years
(from the date of adoption) to directors and consultants (engaged on a long term basis) of the
Company.
Under the Share Option Scheme, the Directors may specify the dates that the options vest, the period
over which they are exercisable and impose other conditions on exercise.
The options shall lapse on the earlier of:
•

the tenth anniversary of grant;

•

the first anniversary of the optionholder’s death; and

•

with respect to any non vested options, the optionholder ceasing to be a director or employee
of the Company other than be reason of his death, injury, disability or redundancy.

Options granted under the Share Option Scheme may be exercised within six months of a person
acquiring control of the Company (pursuant to a general offer to acquire the whole of the issued share
capital of the Company) or if the Company should enter into a scheme for the reconstruction of the
Company or its amalgamation with another or if the Company should be wound up voluntarily.
In the event of any variation in the share capital of the Company by way of capitalisation or
consolidation or subdivision or reduction in share capital, the number of shares the subject of an
outstanding option shall be adjusted as the Board may determine.
Details of existing option grants are set out in paragraph 5.2 above.
9.

Material Contracts

9.1

The following contracts, not being contracts entered into in the ordinary course of business, are
contracts which (i) are, or may be, material and have been entered into by the Company or the
Subsidiary within the two years immediately preceding the date of this document; or (ii) have been
entered into by the Company or the Subsidiary, at any time before the date of this document, where
those contracts contain provisions under which any member of the Group has an obligation or
entitlement which is, or may be, material to the group as at the date of this document.
(a)

A placing agreement (the “Placing Agreement”) dated 27 July 2010 and made between (1) the
Company (2) the Directors and (3) Evolution Securities pursuant to which Evolution Securities
has agreed, subject to certain conditions, to act as agent for the Company and to use its
reasonable endeavours to procure placees to subscribe for the Placing Shares at the Placing
Price, or failing which to subscribe itself, as principal, for the Placing Shares at the Placing
Price.
The Placing Agreement is conditional upon, inter alia, Admission occurring on or before
8.00 a.m. on 29 July 2010 (or such later date as the Company and Evolution Securities may
agree). The Placing Agreement contains warranties from the Company and the Directors in
favour of Evolution Securities in relation to, inter alia, the accuracy of the information in this
document and other matters relating to the Group and its business. In addition, the Company,
and the Directors have agreed to indemnify Evolution Securities in respect of certain liabilities
it may incur in respect of the Placing. Evolution Securities has the right to terminate the Placing
Agreement in certain circumstances prior to Admission, in particular, in the event of a material
breach of the warranties.
Under the Placing Agreement and subject to it becoming unconditional and not being
terminated in accordance with its terms, the Company has agreed to pay Evolution Securities
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a corporate finance fee of £75,000 and a commission of 4.0 per cent. in relation to the Placing
Shares, together with any applicable VAT.
Additionally, the Company has agreed to pay Evolution Securities’s costs and expenses
(including, if applicable VAT) of the Placing.
(b)

Lock-in and orderly market agreements (the “Lock-In Agreements”) dated 27 July 2010 and
each made between (1) Evolution Securities (2) the Company (3) a Covenantor pursuant to
which each Covenantor has undertaken to the Company and Evolution Securities (subject to
certain limited exceptions including disposals by way of acceptance of a recommended
takeover offer of the entire issued share capital of the Company) not to dispose of the Ordinary
Shares held by each of them (and their connected persons (within the meaning of section 252
of the 2006 Act) (the “Restricted Shares”) or any other securities issued in exchange for or
convertible into, or substantially similar to, Ordinary Shares (or any interest in them or in
respect of them) for a period of 12 months from the date of Admission (the “Lock-in Period”)
without the prior written consent of Evolution Securities.
Furthermore, each of the Covenantors has also undertaken to the Company and Evolution
Securities not to dispose of the Restricted Shares for the period of 12 months following the
expiry of the Lock-in Period otherwise than through Evolution Securities, for such time as it
shall remain nominated adviser to the Company.
The Covenantors who have entered into Lock-in Agreements are as follows:
Shareholder

Percentage of issued share capital
at the date of this document

Percentage of issued share
capital at Admission

20.30%
17.97%
––––––––
38.27%

13.63%
12.07%
––––––––
25.70%

The Directors
AGL
Total

9.2

––––––––

––––––––

(c)

A nominated adviser and broker engagement letter (the “NOMAD and Broker Agreement”)
dated 11 June 2010 and made between (1) the Company and (2) Evolution Securities pursuant
to which the Company has appointed Evolution Securities to act as nominated adviser and
broker to the Company for the purposes of the AIM Rules. The Company has agreed to pay
Evolution Securities a fee of £40,000 plus VAT per annum for its services as nominated adviser
and broker under this agreement. The agreement contains certain undertakings and indemnities
given by the Company to Evolution Securities. The agreement is terminable upon not less than
one month’s prior written notice by either the Company or Evolution Securities.

(d)

A services and agency agreement dated 26 July 2010 and made between (1) the Company and
(2) AGL (the “AGL Agreement”), pursuant to which AGL has agreed to provide certain
agency, accounting, secretarial and operational services to the Company for an annual basic fee
of £200,000 with effect from 1 August 2010. This agreement is terminable on six months notice
after 1 August 2011.

The AGL Agreement is a related party transaction for the purposes of the AIM Rules. AGL has an
existing 17.97 per cent. interest in the Company and has a number of shareholders in common with
the Company (see paragraph 5.3 above).
Save as disclosed in this paragraph 9.2, there have been no related party transactions of the kind set
out in the Standards adopted according to the Regulation (EC) No 1606/2002 that the Company has
entered into since 1 January 2007.

9.3

During the 12 months preceding the date of application for Admission, the Company paid:
(a)

£41,781 to the Falkland Islands Government being the licence acreage fee for Production
Licence PL001 for the period November 2009 to November 2010;
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(b)

a total of £50,000 to John Hogan for consultancy services; and

(c)

a total of £30,620 to Seismic Interpretation Services Limited (a company incorporated in
England and Wales and controlled by Richard Baker) for consultancy services under a two year
contract which runs to April 2011 for £30,000 per annum.

Save as disclosed within this paragraph 9.3, no person (excluding professional advisers otherwise
disclosed in this document and trade suppliers) has received, directly or indirectly, within the 12
months preceding the date of this document or entered into contractual arrangements to receive,
directly or indirectly, from the Company on or after Admission:

10.

(a)

fees totalling £10,000 or more;

(b)

securities where these have a value of £10,000 or more calculated by reference to the Placing
Price; or

(c)

any other benefit with a value of £10,000 or more at the date of Admission.

Legal and arbitration proceedings
During the 12 months preceding the date of this document, neither the Company nor the Subsidiary
has been engaged in or is currently engaged in any litigation or arbitration proceedings which has or
may have had in the recent past a significant effect on the financial position of the Company and or
the Group and, so far as the Directors are aware, there are no such proceedings pending or threatened
by or against the Company or the Subsidiary.

11.

Taxation

11.1 Scope and Disclaimer
This section outlines the general Falkland Islands and UK tax considerations for Falkland Island
resident and non-Falkland Islands resident individuals and corporate shareholders relating to the
payment of dividends by the Company on Ordinary Shares, and on future sales by these Shareholders
of their Ordinary Shares in the Company.
The following comments are based on the existing Falkland Islands and UK tax law applicable at the
time this document was prepared. It does not take into account or anticipate changes in tax law (by
legislation or judicial decision) after this time. The comments are general in nature, and do not take
into account the financial or taxation circumstances of any Shareholder. The comments do not provide
an exhaustive examination of all tax considerations that may be relevant to a Shareholder.
This summary is relevant for Shareholders who hold their interests on capital account. The tax
consequences for Shareholders may differ where Shareholders hold their interests on revenue account,
as trading stock or as part of a profit-making undertaking or scheme, or where the Shareholders are
insurance companies, life companies or financial institutions.
The following comments are prepared on the basis that the Company is resident in the Falkland
Islands and does not operate from a permanent establishment in the UK; is not managed and
controlled in the UK; does not presently trade from within the UK; is not presently liable to UK
Corporation Tax; and is not required to be registered for UK Value Added Tax.
The Company recommends that all individuals obtain specific taxation advice from a suitably
qualified taxation adviser that takes into account their specific circumstances before acquiring,
owning or selling Ordinary Shares in the Company.
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11.2 Falkland Islands taxation
11.2.1 Taxation of a future sale of Ordinary Shares
Falkland Island resident Shareholders
A Falkland Islands resident shareholder who sells their Ordinary Shares would not currently be
subject to taxation on any gain resulting from the sale of shares so long as they are traded on
AIM or any other stock exchange recognised for such purposes by the Falkland Islands tax
authorities.
Non-Falkland Islands resident Shareholders
A non-Falkland Islands resident shareholder who sells their Ordinary Shares would not
currently be subject to Falkland Islands taxation on any gain resulting from the sale of shares
so long as they are traded on AIM or any other stock exchange recognised for such purposes
by the Falkland Islands tax authorities.
It should be noted that the Falkland Islands taxation consequences from the disposal of the
Ordinary Shares by a non-Falkland Islands resident Shareholder may be affected by any double
tax agreement (“DTA”) between the Falkland Islands and the country of residence. There is
currently only one DTA in place and that is with the United Kingdom.
11.2.2 Taxation of dividends paid on Ordinary Shares
Falkland Island resident Shareholders
Falkland Islands tax resident Shareholders will be required to include in their assessable
income dividends paid to them by the Company. Recipient Shareholders will receive a tax
credit at the basic rate of income tax, currently 21 per cent., which is then offset against the
income tax payable for the period in question.
Corporation tax shall not be chargeable on distributions of a company resident in the Falkland
Islands which are paid to another Falkland Islands resident company nor shall any such
distribution be taken into account in computing income for corporation tax.
Non-Falkland Islands resident Shareholders
The treatment of dividends paid to non-Falkland Islands resident Shareholders will depend on
the laws of the country of residence of the recipient.
11.3 UK taxation
11.3.1 Taxation of a future sale of Ordinary Shares
UK Resident Shareholders
A disposal of Ordinary Shares by a Shareholder who is at any time in the relevant UK tax year
resident or ordinarily resident in the UK may, subject to the application of relevant reliefs and
exemptions, give rise to a chargeable gain or allowable loss for the purpose of UK taxation of
chargeable gains. Special rules may apply to individual Shareholders who are resident or
ordinarily resident but not domiciled in the UK, depending on where the Company’s share
register is situated. These rules will only apply if that share register is situated outside the UK.
Their effect is to defer the date on which such a Shareholder will recognise, for the purposes
of UK taxation of chargeable gains, any chargeable gain accruing to such a Shareholder on the
disposal of Ordinary Shares, until the proceeds of such a disposal are, or are deemed to be,
remitted to the UK. There is no guarantee that the Company’s share register will remain outside
the UK.
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Non-UK Resident Shareholders
A Shareholder who is not resident and not ordinarily resident in the UK for tax purposes should
not be subject to UK taxation in respect of any gain arising on a disposal of Ordinary Shares,
unless the Shareholder carries on a trade, profession or vocation in the UK through a branch or
agency (or, in the case of a corporate Shareholder, a permanent establishment) and has used,
held or acquired the Ordinary Shares for the purposes of such trade, profession or vocation.
Special rules may apply to tax gains arising on a disposal of Ordinary Shares made by
individual Shareholders at a time when they are temporarily neither resident nor ordinarily
resident on the UK.
11.3.2 Taxation of dividends paid on Ordinary Shares
UK Resident or Ordinary Resident Individual Shareholder
The Company will not be required to withhold UK tax from dividends paid on the Ordinary
Shares. Any individual holder of Ordinary Shares who is resident or ordinarily resident and
domiciled in the UK or who carries on a trade, profession or vocation in the UK and to which
the Ordinary Shares are attributable, will generally be subject to UK income tax on dividends
paid on Ordinary Shares held by that Shareholder and should be entitled to a 1/9th tax credit.
Subject to certain conditions, UK resident or ordinarily resident Shareholders who are not
domiciled in the UK may only be subject to UK income tax on dividends paid by the Company
when the dividend is, or is deemed to be, remitted to the UK, provided that the Company’s
share register is situated outside the UK (e.g. in Falkland Islands). There is no guarantee that
the Company’s share register will remain outside the UK.
UK Resident Corporate Shareholder
Following a change in UK tax law, overseas dividends received after 1 July 2009 by a UK
resident corporate shareholder will be exempt from UK corporation tax subject to certain
conditions. A distribution received by a ‘small’ UK company is, broadly, exempt from
corporation tax if the payer is a UK company or if the payer company resides in a country with
whom the UK has a double tax treaty and there is a non-discrimination clause in that double
tax treaty. The double taxation agreement between the Falkland Islands and the UK contains
the appropriate non-discrimination clause.
A small company is defined by reference to the European Commission’s Recommendation EC
2003/361/EC which states a company is ‘small’ in an accounting period if in that period its
number of employees does not exceed 50 and, either its turnover or balance sheet total does not
exceed €10 million.
If the distribution is received by a company which is not ‘small’ then for the distribution to be
exempt it must fall within one of five exempt classes defined in the UK tax legislation. Given
the broad nature of the exemptions most UK corporate shareholders should qualify.
11.3.3 UK Inheritance tax
If any individual Shareholder is, or is deemed, domiciled in the UK for inheritance tax
purposes, inheritance tax may be payable in respect of the value of Ordinary Shares held on the
death of the Shareholder, and in respect of the reduction in the value of such a Shareholder’s
estate resulting from certain transactions (e.g. gifts) involving the Ordinary Shares which occur
before the death of that Shareholder. Inheritance Tax Business Property Relief may be available
provided the Company is a trading company, the shares have been held for two years and the
other conditions for the relief are met.
No inheritance tax should be payable in respect of Ordinary Shares held by an individual
Shareholder who is neither domiciled, nor deemed to be domiciled, in the UK for inheritance
tax purposes, provided such shares are not situated in the UK for the purposes of UK
inheritance tax. The Ordinary Shares would be regarded as situated in the UK for these
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purposes if they are registered on a UK register. There is no guarantee that a register of
members of the Company will never be kept in the UK.
11.3.4 UK Stamp Duty and Stamp Duty Reserve Tax
The following comments are intended as a guide to the general UK Stamp Duty and SDRT
position and do not relate to persons such as market makers, brokers, dealers, intermediaries
and persons connected with depositary arrangements or clearance services to whom special
rules apply. No UK Stamp Duty or SDRT will be payable on the issue of the Ordinary Shares.
UK Stamp Duty (at the rate of 0.5 per cent., rounded up where necessary to the next £5, of the
amount of the value of the consideration for the transfer) is payable on any instrument of
transfer of Ordinary Shares executed within, or in certain cases brought into, the UK and on
transfers of Depositary Interests (in each case unless the transfer certifies that the consideration
is less than £1,000). Provided that Ordinary Shares are not registered in any register of the
Company kept in the UK any agreement to transfer Ordinary Shares should not be subject to
SDRT.
Agreements to transfer Depositary Interests will be subject to SDRT at the rate of 0.5 per cent.,
unless the conditions for SDRT exemption in the Stamp Duty Reserve Tax (UK Depositary
Interests in Foreign Securities) Regulations 1999 are met. It is not anticipated that these
conditions will be met for Depositary Interests held within CREST.
11.4 The Company
The Company is incorporated in the Falkland Islands, and as such is subject to Falkland Islands
Corporation Tax. Corporation tax is payable at 26 per cent. on profits from activities carried out in the
Falkland Islands Designated Exploration Area. A royalty of 9 per cent. on the market value of any
hydrocarbons produced and sold is also payable. Capital allowances and other reliefs will be given on
capital expenditure.
Any person who is in any doubt as to his/her tax position or requires more detailed information
than the general outline above should consult his/her professional advisers.
12.

Working capital
In the opinion of the Directors, having made due and careful enquiry, taking into account the net
proceeds of the Placing, the working capital available to the Group will be sufficient for its present
requirements, that is for at least the next 12 months from the date of Admission.

13.

Consents

13.1 BDO LLP have given and not withdrawn their written consent to the inclusion in this document of
their report in Section A of Part III of this document in the form and context in which it is included,
and accept responsibility for such report.
13.2 Evolution Securities has given and not withdrawn its written consent to the issue of this document
with the inclusion of its name and the references to its name in the form and context in which they
appear.
13.3 Senergy (GB) Limited has given and not withdrawn its written consent to the issue of this document
and the inclusion herein of its written report contained in Part IV of this document and the references
to such report and its name in the form and context in which it appears.
14.

Significant change
There has been no significant change in the financial or trading position of the Group since
31 December 2009, the date to which the Group’s last audited accounts were published.
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15.

General

15.1 This document includes third party and industry data that were obtained by the Group. The Company
confirms that such information has been accurately reproduced. So far as the Company is aware and
has been able to ascertain from information published by such third parties, no facts have been omitted
which would render the reproduced information inaccurate or misleading.
15.2 The expenses of, and incidental to the Admission, including registration and listing fees, printing,
advertising and distribution costs, legal and accounting fees and expenses, are estimated to amount to
approximately £1.4 million and are payable by the Company.
15.3 The Ordinary Shares have not been sold, nor are they available, in whole or in part, to the public in
conjunction with the application for admission to trading on AIM.
15.4 Pursuant to Rule 7 of the AIM Rules, the related parties and applicable employees of the Company
have each entered into agreements not to dispose of any interests in Ordinary Shares for a period of
twelve months from the date of Admission.
15.5 The financial information relating to the Group contained in this document does not constitute
statutory accounts within the meaning of section 434 of the 2006 Act. Copies of the audited
consolidated accounts of the Group for the three years ended 31 December 2009 have been delivered
to the Registrar of Companies in the Falkland Islands.
These accounts contained unqualified auditors’ reports as required by the 1948 Act, section 235 of the
1985 Act or section 475 of the 2006 Act, as applicable.
BDO Stoy Hayward LLP of Kings Wharf, 20-30 Kings Road, Reading, Berkshire RG1 3EX, audited
the accounts of the Group for the financial years ended 31 December 2007 and 2008.
BDO LLP of Kings Wharf, 20-30 Kings Road, Reading, Berkshire RG1 3EX audited the accounts of
the Group for the financial year ended 31 December 2009.
BDO LLP is registered in England and Wales under number OC305127 and its registered office is at
55 Baker Street, London W1U 7EU. BDO LLP is a member of the Institute of Chartered Accountants.
27 July 2010
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