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Against a challenging industry backdrop, Xcite is seizing the initiative by 
turning to major service providers to help reduce its capex requirements 
and make its 257mmboe Bentley project more attractive to farm-in 
partners. Having announced a plan to agree risk/reward commercial 
arrangements with key providers, the company has in recent days 
announced MOUs with FSO and platform suppliers. We expect this trend to 
continue over the coming months. Ultimately, the new approach will likely 
result in further delays to finalising the FDP, which we now see as a 2015 
activity. Based on this, and first oil in 2018, our core NAV is reduced to 
143p/share, although upside to this remains if a farm-out can be secured. 

Year end Revenue 
(£m) 

EBITDA 
(£m) 

PBT* 
(£m) 

Debt 
(£m) 

Net cash/ 
 (debt) (£m) 

Capex 
(£m) 

12/12 13.3 (1.6) (1.6) (40.3) (14.7) (127.6) 
12/13 0.0 (2.4) (1.4) (47.1) (25.1) (17.7) 
12/14e 0.0 (2.6) (2.6) (18.9) (14.8) 0.0 
12/15e 0.0 (3.6) (5.3) (20.0) (19.5) 0.0 

Note: *PBT is normalised, excluding intangible amortisation, exceptional items and share-
based payments. 

Challenging industry backdrop 
Cost pressures on major oil companies have resulted in a sharp drop in corporate 
activity in the North Sea in recent years, just at the time when Xcite was looking to 
secure a farm-in partner for Bentley. Coupled with an apparent lack of activity from 
sovereign funds that have historically targeted large resource plays and Xcite has 
been left in a difficult position regarding how to develop its flagship project. 

New funding strategy 
In response to this dilemma, Xcite has sensibly adjusted its approach to put it more 
in control of addressing its funding requirements. As investment levels in the sector 
drop, the company intends to take advantage of increasing interest among the 
service community to share in risk/reward arrangements that will ultimately reduce 
the upfront capex burden and make Bentley more attractive to a wider range of 
farm-in partners. Two deals in recent days with Teekay and AMEC/Arup ably 
demonstrate the appetite that is out there for such arrangements. The downside to 
this approach, however, is likely to be more complex contracting arrangements with 
several parties and almost certainly further delays to getting to first oil. 

Valuation: Farm-out still an option to add value 
Reflecting first oil now in 2018 our core NAV drops to 143p/share (from 172p/share) 
if we assume that Xcite chooses to develop Bentley on its own. However, working 
with partners, either service companies or through a farm-out, would likely enhance 
this valuation. Working with service companies, Xcite would retain 100% ownership 
of Bentley and could complete pre-FEED/assurance engineering ahead of 
submitting an updated FDP. This added definition on cost and schedule, earlier in 
the process than in a traditional model, should reduce project execution risk and 
therefore attract a wider range of farm-in partners, adding value in due course. 
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Shift in funding strategy for Bentley 

Xcite holds a 100% interest in block 9/3b and the Bentley field, one of the largest undeveloped oil 
fields in the North Sea. The company has very successfully de-risked the field development through 
drilling three wells culminating in 68 days of production from the pre-production 9/3b-7 and 7Z wells 
in 2012. This put Xcite on a strong footing technically to finalise its design concept as well as to 
secure initial debt funding agreements and more recently in 2013 resulted in a strong uplift in 
reserves to 250mmboe (and most recently to 257mmboe). 

However, despite all these achievements, Xcite has not, to date, secured a farm-out deal on 
sufficiently attractive terms to allow a field development plan (FDP) to be finalised. Timing has been 
unfortunate for the company, with little apparent appetite in the market for such a significant project, 
either from larger industry players (IOCs or large independents) or from resource-focused 
sovereign funded investors. 

Rather than sitting back and doing nothing in the interim, Xcite is seizing the initiative in 2014 to 
maintain momentum on its project by introducing an intermediate step to reduce the capex burden 
and potentially attract long-term farm-in partners. The company is seeking to engage with service 
contractors to enter into binding agreements wherein financial risk and long-term reward can be 
shared on key engineering packages. Initial results have been encouraging with memorandums of 
understanding (MOUs) signed with both Teekay Shipping Norway AS (Teekay), AMEC Group 
Limited (AMEC) and Ove Arup & Partners Limited (Arup) in recent days. Whether these can 
ultimately be converted into commercial arrangements where the service companies will take on 
financial investment remains to be seen. However, after a quiet 2013 for newsflow, the fact that 
such arrangements are being put in place can only be a positive for Xcite and its shareholders, with 
this approach seemingly being supported by DECC with a licence extension on Bentley until the 
end of December 2016. 

Industry appetite proving challenging 
Xcite has acknowledged that, while farm-out discussions are continuing, progress has been slow. 
This is not particularly surprising given current trends both across the industry and in the North Sea. 

Major oil companies worldwide are facing increasing pressure to rein in spending at a time when 
rising costs are an increasingly significant challenge. Cost pressures have been flagged as a major 
concern for the North Sea in particular in Sir Ian Wood’s UKCS Maximising Recovery Review, 
published in February 2014. The report highlights that the UKCS is one of the more expensive 
offshore basins in the world, with development costs having risen fivefold over the last decade. 
Sovereign wealth funds have also shown little or no appetite for large development projects, 
preferring to focus on production, eg Sinopec’s 2012 joint venture entry with Talisman and TAQA’s 
acquisition of BP assets in 2013.  

This economic environment has resulted in the recent postponement of two sizeable North Sea 
development projects. Chevron’s 240mmbbl Rosebank development located West of Shetland has 
been put on hold while project costs and economics are reviewed. Similarly Statoil has delayed the 
development of its heavy oil field, Bressay, saying it needs to simplify the project and reduce costs 
before going ahead (indeed, this was not Statoil’s only project to be delayed in 2013, with the 
$15.5bn Johan Castberg project in Norway also being affected). Statoil’s decision is especially 
pertinent to Xcite, since Bressay is a nearby analogue to Bentley, and this can be seen as an 
endorsement of Xcite’s technical strategy to date. Statoil has based its decision to re-evaluate the 
Bressay development concept on its interpretation of the Bentley EWT data, which it purchased for 
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$15m in May 2013, stating that the data has given positive indications that the development 
concept can be simplified. 

This backdrop of cost uncertainty has clearly contributed to the low level of corporate activity seen 
in the North Sea throughout 2013 and into 2014. In a bid to stimulate investment in the North Sea 
the government has introduced a number of field allowances in recent years, including one for 
heavy oil fields. The 2014 UK budget included a new allowance for ultra-HPHT fields, but also 
committed to a review of the whole tax regime to ensure maximum recovery from the North Sea. 
Evidence points to such allowances stimulating activity, with 84% of the 13 fields brought onstream 
in 2013 eligible for tax allowances. 

Contract arrangement – what could it look like? 
Xcite is seeking to enter into commercial arrangements with several large service providers to carry 
the upfront capital burden on key packages in exchange for enhanced payment terms once cash 
flows from production have been established. Although the list of packages is not pre-defined, the 
company has indicated it could be looking to enter into such arrangements for the provision of the 
following: 

 Floating storage and offloading (FSO) vessel, 

 Platform and topsides, 

 Project management, and 

 Drilling rig and drilling management services. 

To date the company has announced it has entered into an MOU with Teekay for the FSO package, 
and with AMEC/ARUP for the platform. 

The deal with Teekay sets out the principles for the supply of a bridge-linked Sevan FSO facility 
(Exhibit 1). The cylindrical Sevan FSO design removes the need for a swivel turret as the vessel 
can be permanently moored rather than needing to be dynamically positioned as is the norm with 
ship-shaped equivalents. Being bridge-linked will also reduce manpower costs. Sevan design 
FPSOs (that also include processing facilities) are tried and tested in the North Sea with the Sevan 
Hummingbird contracted to Centrica on the Chestnut field since 2008. More recently the Voyageur 
Spirit commenced operations on the Huntington field in 2010. 

Exhibit 1: Bridge linked Sevan FSO schematic 

 
Source: Sevan Marine 

In another technically interesting agreement, Xcite has announced an MOU with AMEC/Arup that 
sets out the principles of cooperation for the design and development of Arup's self-installing, steel 
Arup Concept Elevator (ACE) platform. This design (Exhibit 2) would enable a direct wet tow to be 
undertaken to the field, and for a relatively simple installation with minimal offshore support. The 
design also allows the designated contractor to build and integrate the platform at a wide range of 
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construction yards. The specific MOU with AMEC/Arup follows on from a broader MOU signed in 
June 2013 with AMEC setting out commercial principles for future cooperation to support the 
development of Bentley. 

Exhibit 2: Arup ACE self-installing platform installation concept 

 
Source: ARUP 

It should be noted that, while it is encouraging that Xcite can now announce these MOUs for early 
stage design cooperation, they are still some way off being risk-reward based commercial 
structures. However, we expect that such discussions will be ongoing and would likely remain 
confidential until close to finalising the FDP. 

Xcite is confident that its commercial arrangements with key service providers should still be 
compatible with future farm-outs and should make such farm-out discussions easier in the fullness 
of time if/when the initial capex to first oil in Phase 1 is reduced as a result of the contractor 
commercial arrangements, with Phase 2 capex funded from cash flows. In our view, we would still 
expect the company to seek to attract a farm-in partner to share the cost of the development, but 
the amount required may depend on whether Xcite can successfully negotiate a structure with 
industry partners to share some of the development cost. 

Timing likely to slip, but reserves continue to grow 
While some press articles have suggested that an FDP could still be submitted in 2014, Xcite has 
cautioned that this cannot be taken for granted and that it depends on getting “a lot of things in 
place”. As such we now consider that FDP is more likely to be a 2015 event and reflect this in our 
models accordingly. We estimate that from FDP approval/final investment decision (FID) to first oil 
would take approximately three years, although we would expect Xcite to try to accelerate this 
timetable. This would push out first oil to 2018, in contrast with the most recent NI 51-101 report 
that implies first production in 2016. By means of a comparison, EnQuest now expects to reach first 
oil from its Kraken heavy oil development in late 2016 or early 2017 having announced FID in 
November 2013. 

Investors should also continue to bear in mind that Bentley remains a complicated development. By 
virtue of its oil viscosity, water movement will be key and, while the 2012 EWT clearly demonstrated 
a successful well design, engineering work continues to see if this can be improved further. 
Forming a stronger relationship with key service providers that can share in the commercial 
rewards of project success can only be a good thing for Xcite given the complexity of the project. 

In the longer term Xcite will also look to apply enhanced oil recovery (EOR) techniques to hold back 
water ingress and increase productivity from its wells. We expect the first tests of EOR to be 
included in the early years of production once established. 

Building on its reserves and resources, in February 2014 the company released the results of its 
most recent independent reserves audit as part of its annual disclosure to the TSX (Form 51-
101F1). This confirmed a modest increase in reserves from 250mmboe to 257mmboe, which Xcite 
has indicated has been achieved through increased offshore fluid handling capacity, which will 
increase production during the design life of the field infrastructure, currently estimated at 35 years. 
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Valuation: Core NAV remains strong despite delays 

Xcite’s new funding strategy creates some uncertainties over the equity capital investments 
required to develop the Bentley field. As such we continue to consider our valuation based on Xcite 
continuing to own 100% equity in the field until we know otherwise. 

Based on our standard price deck of $80/bbl Brent and a 10% discount rate, our core NAV drops 
from 172p/share to 143p/share. The main drivers for the reduction are a further delay in production, 
with first oil now expected in mid-2018 (assuming FID in mid-2015), and a continued assumption of 
65% debt/equity but with equity raised at a lower price (80p/share vs previously 100p/share) until 
the impact of its industry service provider development partners can be quantified. 

Exhibit 3: Xcite valuation (absent any farm-out agreement) 
FD shares (based on 65% D/E) 458.1  

Value/share  
(p) 

$/£ 1.60   
  

  
  

  
  

Unrisked 
reserves/resources Netback 

 
    
Assets Country/ WI Hydroc. CoS Gross Net  NPV/boe EMV 
  licence % Fluid % mmboe mmboe $/boe $m 
Under development          
Bentley UK NS 100% Oil 70% 257.0 257.0 5.4 976.9 133.3 
Pooling and unallocated tax losses    70%    131.1 17.9 
Net cash (as of 31 December 2013)        (40.2) (5.5) 
G&A        (16.4) (2.2) 
Core NAV 0% 0% 0% Total 257.0 257.0   1,051.4 143.4 
          Exploration/appraisal          
Bentley prospective UK NS 100% Oil 44% 18.3 18.3 3.8 30.9 4.2 
Other block 9/3 prospective UK NS 100% Oil 18% 17.5 17.5 7.6 23.5 3.2 
    Total 35.8 35.8  54.4 7.4 
RENAV       Total 292.8 292.8   1,105.9 150.9 
Source: Edison Investment Research Note: Model assumes equity issued at £0.80 per share – for illustrative purposes only. 

However, while we continue to show our core NAV as how we would value the company on a 
standalone basis, our belief is that this remains an unlikely funding scenario. Updating our farm-out 
model (Exhibit 5) we conclude that even relatively poor farm-out terms would be highly value 
accretive to Xcite, with a deal struck on the equivalent of valuing Bentley’s reserves at a 
conservative $4/bbl increasing our core NAV to 176p/share. A more realistic $6/bbl, consistent with 
farm-out deals achieved on North Sea heavy oil fields such as Kraken (albeit for contingent 
resources), would add an additional 12p/share to our valuation. 

Xcite clearly will want to avoid additional excessive equity dilution in order to protect this Core NAV 
and the new funding plans with large service providers are aligned with this as a pre-cursor to 
securing a farm-out. 

Exhibit 4: Potential farm-out valuation upside 
Core NAV (p) Potential farm-out 
Cost carry ($/bbl) 0% 10% 20% 30% 40% 50% 
4 143.4 157.3 175.6 170.4 158.3 144.8 
5 143.4 163.6 184.3 174.5 162.7 149.7 
6 143.4 170.2 187.3 178.2 166.9 154.0 
7 143.4 177.3 190.3 181.6 170.8 157.8 
8 143.4 184.8 193.1 184.6 174.1 161.3 
9 143.4 192.7 195.5 187.6 177.3 164.4 
Source: Edison Investment Research 
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Financials: Balance sheet strengthened 

Xcite exited 2013 with a strengthened balance sheet courtesy of a new debt financing facility of 
$80m unsecured 12.5% loan notes that were used to repay a previous facility of $60m unsecured 
14% loan notes. Net debt at the end of 2013 was £25.1m, meaning the company has sufficient 
funds to continue its pre-development discussions with both contractors and potential farm-in 
partners, although obviously existing facilities will be insufficient to cover any material development/ 
FEED studies. 

To cover in part its potential development spend Xcite has already secured a $155m RBL that will 
be made available to the company upon approval of the FDP. However, this was based on the early 
2013 development plan before reserves were increased from 125mmbbl to 250mmbbl (now 
257mmbbl). As such we would expect Xcite to seek to extend this facility or negotiate a new RBL 
that will reflect the latest reserves assessment and development plan. 
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Exhibit 5: Financial summary 
  £000s 2011 2012 2013 2014e 2015e 
Year end 31 December   IFRS IFRS IFRS IFRS IFRS 
PROFIT & LOSS         
Revenue     0 13,289 0 0 0 
Cost of Sales   41 (13,156) 217 0 0 
Gross Profit   41 133 217 0 0 
EBITDA     (1,572) (1,600) (2,355) (2,641) (3,644) 
Operating Profit (before GW and except.) (1,613) (1,733) (2,572) (2,641) (3,644) 
Intangible impairment   0 0 0 0 0 
Exceptionals   1,620 (164) (497) 0 0 
Other   0 0 11,437 0 0 
Operating Profit   7 (1,897) 8,368 (2,641) (3,644) 
Net Interest   123 176 1,165 22 (1,701) 
Profit Before Tax (norm)     (1,490) (1,557) (1,407) (2,620) (5,345) 
Profit Before Tax (FRS 3)     130 (1,721) 9,534 (2,620) (5,345) 
Tax   0 0 (2,952) 0 0 
Profit After Tax (norm)   (1,490) (1,557) 7,079 (2,620) (5,345) 
Profit After Tax (FRS 3)   130 (1,721) 6,582 (2,620) (5,345) 
        Average Number of Shares Outstanding (m)  174.2 258.6 291.7 316.3 320.9 
EPS - normalised (p)     (0.9) (0.6) 2.4 (0.8) (1.7) 
EPS - FRS 3 (p)     0.1 (0.7) 2.3 (0.8) (1.7) 
Dividend per share (p)   0.0 0.0 0.0 0.0 0.0 
        Gross Margin (%)   N/A N/A N/A N/A N/A 
EBITDA Margin (%)   N/A N/A N/A N/A N/A 
Operating Margin (before GW and except.) (%)  N/A N/A N/A N/A N/A 
        BALANCE SHEET        
Fixed Assets     88,267 216,960 242,467 242,467 242,467 
Intangible Assets   88,081 216,737 236,796 236,796 236,796 
Tangible Assets   187 222 5,671 5,671 5,671 
Investments   0 0 0 0 0 
Current Assets     64,504 34,881 27,010 4,133 493 
Stocks   0 0 0 0 0 
Debtors   381 9,289 5,079 0 0 
Cash   64,123 25,592 21,931 4,133 493 
Other receivables   0 0 0 0 0 
Current Liabilities     (10,006) (46,061) (52,483) (3,457) (3,457) 
Creditors   (10,006) (5,790) (5,432) (3,457) (3,457) 
Short term borrowings   0 (40,271) (47,052) 0 0 
Long Term Liabilities     0 0 0 (18,943) (19,981) 
Long term borrowings   0 0 0 (18,943) (19,981) 
Other long term liabilities   0 0 0 0 0 
Net Assets     142,765 205,780 216,994 224,200 219,522 
        CASH FLOW        
Operating Cash Flow     (12,556) (9,496) (559) 598 (3,508) 
Net Interest    102 176 28 22 (1,701) 
Tax   0 0 0 0 0 
Capex   (22,124) (127,644) (17,732) 0 0 
Acquisitions/disposals   0 0 0 0 0 
Equity financing   62,750 63,418 12,756 9,690 531 
Dividends   0 0 0 0 0 
Net Cash Flow     28,171 (73,546) (5,508) 10,311 (4,678) 
Opening net debt/(cash)     (35,952) (64,123) 14,679 25,121 14,810 
HP finance leases initiated   0 0 0 0 0 
Interest accrual   0 (5,256) (4,934) 0 0 
Closing net debt/(cash)     (64,123) 14,679 25,121 14,810 19,488 
Source: Edison Investment Research, company accounts 
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Edison, the investment intelligence firm, is the future of investor interaction with corporates. Our team of over 100 analysts and investment professionals work with leading companies, fund managers and investment banks 
worldwide to support their capital markets activity. We provide services to more than 400 retained corporate and investor clients from our offices in London, New York, Frankfurt, Sydney and Wellington. Edison is 
authorised and regulated by the Financial Conduct Authority (www.fsa.gov.uk/register/firmBasicDetails.do?sid=181584). Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison. 
Edison NZ is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research 
Inc (Edison US) is the US subsidiary of Edison and is not regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is 
not regulated by the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244]. www.edisongroup.com 
DISCLAIMER 
Copyright 2014 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Xcite Energy and prepared and issued by Edison for publication globally. All information used in the 
publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report 
represent those of the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This 
research is issued in Australia by Edison Aus and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States 
by Edison US to major US institutional investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion" from the definition 
of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about 
companies in which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be 
construed in any manner whatsoever as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s solicitation to effect, or 
attempt to effect, any transaction in a security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and 
habitual investors who are “wholesale clients” for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, 
subscribe, or underwrite any securities mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any 
securities mentioned or in the topic of this document. A marketing communication under FCA rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence 
of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any 
investment business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any 
or related securities mentioned in this report. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as 
well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not 
necessarily a guide to future performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, 
and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations. 
For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or 
disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class 
service” provided by Edison within the meaning of the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To 
the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any 
of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (“FTSE”) © FTSE 2014. “FTSE®” is a trade mark of the 
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