NOTES OF GUIDANCE FOR APPLICANTS FOR OPEN DOOR PRODUCTION LICENCES: APRIL 2008
Falkland Islands Government

Open door licensing policy to search for hydrocarbons offshore the 
Falkland Islands

Guidance notes for companies applying for licences

Applications are invited from any company or consortia of companies with the skills, expertise, experience, technical ability and financial security to conduct safe, efficient and environmentally sound operations.

1. When can a licence application be made?

Applications can be submitted to the Falkland Islands Government from 18 April 2008. 
2. What type of licences will be awarded?

Production licences will be awarded to successful companies by the Falkland Islands Government (FIG).

3. What acreage can companies apply for?

Only the unlicensed acreage designated as available on the map shown below may be bid for as part of the open door system.  These blocks comprise quadrant 25, blocks/part blocks 7, 8, 9, 12, 13, 14b, 17, 18. For the avoidance of doubt, the co-ordinates for part-block 25/14b are: 
59o 12’ 00’’W, 50o 20’ 00” S

59o 12’ 00” W, 50o 22’ 30” S

59o 24’ 00” W, 50o 22’ 30” S

590 24’ 00” W, 50o 20’ 00” S

An application can be made for any number of whole blocks (or part blocks where indicated).  Within these limits, an applicant is free to determine the size and shape of the area applied for. There is no limit to the number of licences that can be applied for by an applicant at any time. 

Acreage will not be licensed in environmentally sensitive areas or within twelve miles of the coastlines of the Falkland Islands.
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4.
When do applications have to be submitted?

An application for a new production licence can be made at any time from the 18th of April 2008. Applications will normally be opened at mid-day Stanley time on the last working day of each month. However, the first consideration of applications as a result of this invitation to bid will be following the last working day of the first full calendar month following the publication in the Falkland Islands Gazette of the notice  inviting applications. Any application received after mid-day Stanley time on the last working day of the month will be opened on the last day of the next month.
5.
What information will be required in the bids?

In addition to a completed application form, companies will need to provide full details of their fiscal and technical records and their environmental and health and safety policies.  A work programme is also required for the areas applied for, as is a full technical assessment of the area in order to justify the proposed work programme.
6.
What constitutes an acceptable work programme?

The acquisition of new seismic surveys (2D and/or 3D), CSEM, seabed sampling and drilling is generally considered appropriate. Desk studies and the acquisition of presently available data sets, whether proprietary or non-exclusive, will not be regarded as acceptable work commitments. Please note, it is highly improbable that FIG will award acreage unless there is a firm drilling commitment made by the applicant for the initial term of the licence. Furthermore, it should be noted that entry to the second term of a licence is dependent on a renewed firm well commitment for that term of the licence.
7.
Are there any specific conditions in relation to the awards of licences?

The Offshore Petroleum (Licensing) Regulations 2000 prescribe model clauses to be incorporated in a licence as licence conditions.  Also, petroleum operations notices are issued by the Department of Mineral Resources.

Companies are advised that a successful applicant would be expected, as part of the terms and conditions of the licence, to purchase and/or otherwise comprehensively acquaint itself with any existing data sets available for the area bid for.

There are restrictions on seismic surveying during the squid fishing season in areas where the fishery is concentrated.

8.
What exploration phases make up the licences?

The inintial term of the open door licensing policy is for 3, 5, 6 or 8 years, depending on the work programme commitment as outlined below:
a) acquisition of 2D seismic data appropriate to the size of the licence area, plus associated exploration activity - 3 years; 
b) acquisition of 2D seismic data appropriate to the size of the licence area, plus associated exploration activity, plus acquisition of 3D seismic data of appropriate size to the size of the licence - 5 years; 
c) acquisition of 2D seismic data appropriate to the size of the licence area, plus associated exploration activity, plus drilling at least one well - 6 years; 
d) acquisition of 2D seismic data appropriate to the size of the licence area, plus associated exploration activity, plus acquisition of 3D seismic data of appropriate size to the size of the licence, plus drilling at least one well - 8 years.

50% of the licensed area must be relinquished before the second term can be entered.  There will be no entry to the second term if the initial term work programme commitment has not been fulfilled.

The second term of the licence is for 5 years.  Entry to the second term will require a firm commitment to drill one or more exploration wells irrespective of whether or not wells were drilled during the initial term.  All the area must be surrendered at the end of the second term, unless a discovery has been made and plans are in place to appraise or develop it.

9. What financial terms apply to the licences?

Initial term
Acreage rental of US$30,000 per annum for the first licence held, plus US$10,000 for each additional licence.

Second term


Fees as per initial term.
For a Discovery Area

Acreage rental of US$375,000 per annum

For a field
Acreage rental of US$375,000 per field per annum

On production
9% royalty on the market value of any petroleum won.  corporation tax at the rate in force (currently 26% on profits greater than £1m Sterling, and 21% on profits up to that)

10. In the event of a discovery what conditions apply?

If a discovery is made at any time during either the initial term or the second term, a notification of discovery should be made to FIG.  The geological structure, or the aerial extent of the stratigraphic play containing the discovery will then be set aside as a Discovery Area and will not figure as part of the exploration or relinquishment schedule for the remainder of the initial or second terms as appropriate.

A Discovery Area can be held, under the terms of the licence, for 5 years from the date of spudding of the discovery well, to allow time for appraisal drilling and/or the submission, for the Governor’s approval, of a development plan.  However, either appraisal drilling or the submission of a development plan must commence within three years of the date of a discovery, or the licensees’ interests in the Discovery Area will be forfeited.

An approved development plan confers the right to exploit the field for 35 years or, at the Governor’s discretion, until it is no longer commercially viable.  Approval of a field development plan will expire if production has not commenced within 5 years of approval being granted, and the licensees’ interests in the Discovery Area will be forfeited.

11. Where can full details of hydrocarbons legislation for the Falkland Islands be obtained from?

Ordinances, regulations and petroleum operations notices can be obtained from the Department of Mineral Resources in Stanley. See also www.falklands-oil.com

12
How, generally, will an application be evaluated?

An application will be judged against the background of the Falkland Islands Government’s wish to ensure expeditious, thorough, efficient and safe exploration to identify oil and gas resources on the Falkland Islands continental shelf, with due regard to environmental considerations. The financial and technical ability of each applicant will be established as far as possible before the technical aspects of an application is evaluated. An applicant must meet a threshold of acceptability for other criteria, including health and safety and environmental policies. Once these criteria have been met, an application will be evaluated on the basis of the following technical criteria:
a) the quality of the geological analysis related to the blocks applied for and the identification of prospects;
b) the quality, extent and scope of the work programme submitted for the first exploration term;
c) the experience and/or technical databases of the applicant.

There could be a requirement for an applicant to attend an interview to discuss the application with FIG officials and their consultants from BGS.  Decisions regarding an application will be made as soon as possible thereafter.

13 How will financial competence be evaluated?
The financial capacity that must be demonstrated is the ability to meet in timely fashion the actual costs that may reasonably be expected to arise. 

It's understandable that companies want to know which financial arrangements will be acceptable to FIG. But FIG prefers to be flexible and open to ideas than to be prescriptive. Therefore we do not propose to dictate a range of acceptable options and close the door to any others, and can only give general guidance about the approach we will take. 

In general, the capacity that we need to see demonstrated is the ability to continue in business for the foreseeable future, and to fund the anticipated work. The way in which a company can demonstrate this will vary from one case to the next, depending especially on the company's size. 

Many oil companies are so big that their net worth alone is enough to assure us that they will be able to raise funding where necessary, or can even fund the work from their own internal resources. So FIG will generally be satisfied by evidence that the company's net worth is greater than the estimated cost by a significant margin, and will not need to consider specific funding arrangements. 
A company whose net worth is not significantly larger than the estimated cost of its proposed commitments will have to prove its capacity by reference to specific funding arrangements. In such a case, FIG will require that the funding be already in place (e.g. by means of an existing loan from a bank). FIG may exceptionally consider firm commitments of funding if they come from a very reliable source, like a recognised bank, that is genuinely independent of the company (commitments from directors to answer cash calls from their own company are not acceptable). The prospect of a future share issue is not likely to be acceptable, unless a recognised financial institution has bindingly underwritten (in the British sense, i.e. guaranteed) it. 

The evidence that we will need to see depends on the case, but usually all we need is: audited annual accounts plus five-year balance sheet, profit and loss and cash flow forecasts. 

Where financial capacity is not currently available to the licensee but is committed from some third party such as a bank, we will want to see a signed copy of the agreement effecting that commitment. Other parts of a company's case may also need to be supported by documentation (for example, a drilling contract if the cost appears to be very low).

FIG requires a parent company guarantee whenever there is a parent with significant financial capacity. The only exception would be the case where the parent has no significant assets of its own, so that a parent company guarantee would be redundant. 
14
How will environmental competence be evaluated?

An applicant must submit as part of the application a statement of the applicant’s general policy on the environment and (in the case of joint application) state whether this is endorsed by all applicants. An applicant should also submit an environmental awareness statement. This document should set out your understanding of the broad 
environmental sensitivities of the block(s) you are applying for and how you would 
propose to address those sensitivities in operational planning.

In the provision of the above statement, FIG accepts that fully meeting the environmental requirements may be unnecessary at the licence application stage, and that development of firm proposals may be dependent upon licence award. An applicant will therefore be expected to provide only a brief submission on the above to demonstrate that the applicant understands the environmental requirements and sensitivities.

An applicant for Production Licences must demonstrate that the applicant possess an adequate level of competence in relation to environmental protection.

Following review of the summary environmental statement and any additional amended submissions, and a review of the information held by FIG, an applicant may be required to attend an interview if there are any outstanding issues.

An applicant will be expected to provide brief submissions to demonstrate that the applicant understands the environmental requirements, including an outline timetable, or timetables, for meeting the specified requirements prior to undertaking any offshore activities. The timetable(s) should be clearly linked to the work programme submitted in support of the application, and it is important to realise that environmental consents will not be issued until new licensees have satisfied all the environmental requirements.

Following review of the environmental submissions provided in support of the application, a new applicant may be required to attend an interview, at which the applicant will be expected to give a short presentation and discuss the environmental requirements and the timetable(s) for fully meeting those requirements.

An applicant should provide details of proposed pollution liability arrangements. 
An applicant should provide evidence to demonstrate its commitment to environmental policy and management, as it relates to offshore activities. This should include the following:

•
Environmental responsibilities: a description of the company’s management structure (directors/managers/personnel), identifying specific responsibilities for environmental issues up to and including board level (an organisation chart will be the best way to summarise the responsibilities);
•
Environmental policy: a copy of the company’s environmental policy statement;
•
Environmental management: details of the company’s environmental management system (EMS). 

An applicant should provide details of whether or not the company:

•
has failed to comply with any relevant environmental legislative standards or requirements to the satisfaction of the environmental regulator during the last five years (under any jurisdiction world-wide). For example, if the company has failed to meet legislative standards for the discharge of oil in produced water;

•
has had any criminal or civil action taken against it with respect to environmental issues during the last five years (under any jurisdiction world-wide);

•
has been convicted for breaching any environmental legislation during the last five years (under any jurisdiction world-wide); or

•
has any criminal or civil action pending against it with respect to environmental issues (under any jurisdiction world-wide).

15
What technical/work programme information is required?

An applicant should present the information already used to arrive at the current understanding of the acreage, and propose a work programme for the initial term of the licence. 

An applicant will be expected to:

•
demonstrate the quality and understanding of its technical evaluation;

•
identify prospectivity;

•
explain the exploration (and/or exploitation) rationale;

•
propose a detailed work programme.

The application should provide all relevant geotechnical supporting information, and should be compiled according to the applicant’s own judgement. However, FIG would anticipate that each application would contain, as a minimum:

· a lead/prospect summary sheet for each lead or prospect within the acreage that the applicant has identified, together with an assessment of risks and reserves and whether it is ready to be drilled or still needs further evaluation; 

· a work programme summary sheet, in which the applicant sets out the proposed work programme within the acreage; 

· supporting information, in which the applicant presents its technical case that its plans for the acreage represent the best way to explore for the petroleum resources (or to develop known resources) in the acreage;
· a geological cross-section;

· a representative seismic section.
When presenting the work programme, the applicant should:

(i)
for wells -  
· include the number of firm or contingent wells and if possible, include for each one an indication of the target depth (the minimum depth), stratigraphic formation or seismic target reflector qualification, the seismic horizon to be penetrated;

· for a contingent drilling commitment, indicate clearly what the commitment is contingent on;

(ii)
for seismic data –

· give the amount of 2D (in line kilometres) or 3D seismic (area of full migration, in square kilometres) to be acquired over the Block. Distinguish between shooting new data and obtaining existing data (whether by purchase or other means);

· indicate whether the new data will be proprietary or speculative;

· include an outline of any reprocessing programme;

· indicate the timing of the proposed activity after award of licence. 
(Seismic data already acquired for evaluation of the acreage applied for should not be covered here. Contingent seismic bids will not be accepted or marked); 
(iii)
for other work -  
· include a brief summary of any other work not already described, such as surveys, research, technological development or studies relevant to the evaluation of the block (e.g. geotechnical studies, gravity or magnetic surveys, electromagnetic seabed logging,etc); and
(iv)
indicate work programme linkages; that is, indicate if you would not accept this block unless combined with another, or whether acceptance of the block is dependent on achieving a proximate farm-in deal.
16
How will the technical work programme marking scheme work?
The Governor of the Falkland Islands has full discretion to make decisions on applications for production licences, but will make them in line with published policies and objectives. The Governor also has discretion in deciding whether or not to issue a licence, and if so, to whom and on what conditions. Furthermore, the Governor will select the area that will be covered by those licences should that be less than the entire amount applied for by any applicant. The Governor is not obliged to award a licence to any applicant. Decisions will be based on the technical understanding demonstrated by the applicant, the generation of valid prospectivity, the quality of the work that it has already done, and the proposed work programme. Applications will be marked against these criteria according to a predefined marks scheme set out below.  In some cases, though, the Governor may consider that additional factors that are not covered by, or amenable to, the marks scheme are relevant to the achievement of his policy. Examples could include:
•
the applicant’s track record on the completion of work programmes;
•
the applicant’s track record of performance; 
•
the applicant’s proven aims and objectives including their farm-in plans (executed or in progress) with regard to adjacent or near adjacent acreage;
•
the degree to which the applicant’s plans ensure preservation of prospectivity by means of their exploration work programme. 
Where there is competition for the same acreage between applicants all of whom meet FIG’s financial and technical criteria, the decision will be based largely, though not exclusively, on the marks awarded to the applications, but allowing for the Governor to exercise his discretion. The Governor’s policy objective is to maximise successful and expeditious exploration and exploitation of the Falklands’ oil and gas resources, and all decisions will be made in pursuit of that policy. 

The marking scheme consists of six sections:
1) Geotechnical database. Marks will be available for the coverage (including newly-gathered data) and use of relevant existing geotechnical data. Data from outside the block (to provide regional context) will only be rewarded where it demonstrates improved understanding of prospectivity (or lack of potential) on the block itself.

2) Geotechnical evaluation (block as a whole). Marks will be available for the quality and understanding demonstrated in the generation of realistic prospectivity and new play potential on the block as a whole. This work should assess the potential of the block both by area and stratigraphically. An applicant should not expect to be rewarded for speculative, overly optimistic or unsupported analysis, and where appropriate they should explain the rationale for a lack of prospectivity at particular levels within the acreage applied for. 
3) Specific prospectivity identified. Marks will be available for what FIG understand and consider as valid leads and prospects on the block that will be progressed either through a technical work programme or which are ready to drill. FIG will categorise and mark leads and prospects within three ranges (leads, prospects, or prospects ready to drill) depending on consideration of validity/risk and the degree to which further work is necessary before they are fully evaluated and ready to drill. Marks within the ranges will also consider the quality of interpretation and understanding demonstrated in the lead or prospect generation. Few, if any, marks will be awarded to leads that are based on speculative geotechnical arguments, are so small as to have limited commercial potential, or where FIG takes the view that prospectivity has been effectively disproved. An applicant should include volumetric estimates of leads and prospects with associated risk analysis where possible. A series of leads or prospects identified at a similar reservoir level on a block will be marked as one where information from a single well would effectively condemn the other leads. 

4) New plays will be assessed against the information used, the quality of interpretation in their evolution, and on FIG understanding of their potential validity.

5) Geotechnical work programme. This includes commitments for the shooting of new seismic data, obtaining existing seismic data, reprocessing of seismic data and other geotechnical studies e.g. biostratigraphy, geochemistry, petrophysics, fault seal analysis, etc. Work should be linked to identified prospectivity where possible. For new data acquisition (including seabed electromagnetic logging, gravity or magnetic surveys), only firm commitments will receive marks.

6) Drilling work programme This falls into 2 categories: 
each firm well will attract a block of 100 marks, with up to 20 additional marks available where deeper prospectivity or technically challenging prospects are to be drilled; 
each contingent well  will attract a block of 5 marks only. 
Summary of marking scheme:

Geotechnical database used

3D seismic: 
5 (max)

2D seismic:
5 (max)

Seismic reprocessing:
5 (max)

Well data: 
5 (max)

Other: 
5 (max)

Geotechnical evaluation already performed over block

Well interpretation/ties: 
5 (max)

Stratigraphic interpretation: 
10 (max)

Structural interpretation:
10 (max)

Seismic interpretation:
 10 (max)

Hydrocarbon system: 
10 (max)

Depth interpretation: 
10 (max)

Other: 
 10 (max)

Specific prospectivity identified

Leads: 
 10 each (max)

Prospects not fully evaluated: 
11-20 each

Fully evaluated prospects: 
21-30 each

New plays
20 each (max) 

Geotechnical work programme

3D seismic
50 (max)

2D seismic 
20 (max)

Seismic reprocessing: 
5 (max)

Geotechnical studies/new data acquisition e.g. seabed electromagnetic logging: 
10 (max)

Drilling work programme 

Firm well: 
100 (+0-20 if deep)

Contingent well: 
5 (max)
17. 
What if there are competing, over-lapping or partially over-lapping applications?

Where wholly or partially competing or over-lapping applications are made for acreage in the same calendar month, the competing applications will be evaluated using the criteria as outlined above, and the applicants may be called for interview to discuss the application. 

Where an application is made and opened at the end of any calendar month during which a previously accepted application is still being reviewed, and if that subsequent application is for a wholly or partially over-lapping area, both or all applications will be evaluated in competition, as long as no decision to make an award has been taken and communicated already to the original applicant. 

18.
How long will it take Government to evaluate bids?

Applications will be processed by FIG with due care and attention but with due regard to achieving a timely award of licences following receipt of applications. However, no guarantee can be given as to the length of time it will take FIG to make any award pursuant to an application. The first consideration of bids will be following the last working day of the first full calendar month following the publication in the Falkland Islands Gazette of the notice of invited applications. 
A selected applicant will be offered a licence on condition that within 14 days of the date on which the Governor of the Falkland Islands makes the offer of an award:

a)
the applicant will confirm acceptance of a work programme for the first term of the licence as approved by the Governor following discussion with the applicant concerned;

b)
the applicant remits to the Governor the appropriate sum referred to with regard to acreage rentals, which are payable in advance; and 

c)
the applicant confirms in writing that the applicant accepts any special conditions or restrictions that may be imposed by the licence.

19.
What are the procedures for submitting applications?

Application forms are available from the Department of Mineral Resources in Stanley and can be sent on request by e-mail.  An application should be submitted using this form or in a form substantially to the like effect. Two copies of an application with supporting documentation should be sent to:

Mrs P M Rendell

Director of Mineral Resources

Department of Mineral Resources

Ross Road

Stanley

Falkland Islands

Tel: 
  +500 27322

Fax:
  +500 27321

E-mail:
  prendell@mineralresources.gov.fk
Additionally, a third copy of the application and supporting documentation should be sent to: 
Dr P Richards

British Geological Survey

Murchison House

West Mains Road

Edinburgh  EH9 3LA

Scotland

Tel:       +(0) 131 650 0283

Fax:      +(0) 131 668 6930

E-mail:  p.richards@bgs.ac.uk
Applications may be submitted either in hard copy, on CD-ROM or 3.5” disk or by e-mail, to the Director of Mineral Resources, Department of Mineral Resources, Falkland Islands Government. Each application must be accompanied by a cheque or banker’s draft, in favour of the Falkland Islands Government, for £5,000 Sterling.
Note:  The Governor of the Falkland Islands is not bound to accept the highest, or any bid for acreage.

Director

Department of Mineral Resources

April 2008
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