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The Dow industrials faded at the last gasp after being up 65 points near the end of the
session to finish 3 points weaker. Optimism related to new asset purchases of $45b per
month by the Fed, in addition to the $40b of mortgage backed securities it already
purchases, was offset by the fiscal cliff deadlock in Washington.
Base metals were stronger across the board, with the exception of nickel (aluminium
+1.5%, tin +0.7% and copper +0.4%), gold was flat at $1,711.6/oz, and crude up 1.1%
to $86.77/bbl.

Pancontinental (PCL) – Is it too Obvious?
Sometimes we cannot see the forest for the trees. In the case of PCL, we believe that the
market has focussed too much on the detail (or lack thereof) in relation to the Mbawa
discovery well drilled a few months ago. The available detail being a small gas discovery at
one of several prospective horizons when the expectation was large oil. The bigger picture
that has been missed, in our view, is:



This is a first up discovery in virgin territory and the first ever discovery offshore
Kenya



Reservoir quality is excellent



Type II kerogen source rock mature for generation of gas and oil. This means
that oil has been generated in the system and now the Apache led joint venture is
tasked with determining where it is.



The deeper horizon was not intersected meaning that prospectivity at this level
remains.

The upshot of all of this is that a worst case scenario will be discovery of significant
quantities of gas offshore Kenya over the next two years, with an upside case that includes
oil. Majors and internationally renowned explorers such as Apache, Tullow, BG and
Anadarko all believe in the oil story based on interpretation of likely differences in maturity
of the source rock offshore Kenya vs that offshore Tanzania and Mozambique where large
gas discoveries have been made with stunning success in recent years.
Given that drilling is about to commence again offshore Kenya we would expect that once
this news penetrates the market, the share price should start to appreciate. Anadarko has
announced, via the Kenyan Ministry of Energy, that it will be drilling two wells in blocks
adjacent to PCL’s interests offshore Kenya, commencing in December. BG and Apache also
have plans to drill multiple wells in 2013, for which PCL will have direct exposure through
its ownership in blocks L8, L10A and L10B. A farm-out of PCL’s L6 block could also provide
a catalyst.
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Additionally, HRT will be drilling a well in a permit adjacent to PCL’s acreage offshore
Namibia, where analysis has detected a strong incidence of surface seeps. This will is
scheduled for spud in February 2013. Recent drilling offshore Namibia has not yielded
commercial results; however, this well will be the first in the Walvis Basin, where the
source rock is thought to be in the oil window in present day.
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It is also likely that we will see an independent certified update on prospective resources
across all or part of the portfolio. This has been an effective value creator for many other
junior explorers.
PCL has cash at bank of A$39m so is fully funded for the forward work program and with
an Enterprise Value of A$55m, it is comparatively cheap to other explorers that do not
have proof through drilling of an active petroleum system, seal and reservoir. Risk has
been decreased (but is still present – this is exploration after all), the upside remains
intact and the share price has declined. This, in our view, defines the opportunity.
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We do not officially cover PCL so there is no recommendation or price target but we would
be surprised if the share price did not double over the next few months on speculation
alone. Given that we believe that additional discoveries are likely offshore Kenya, we also
can see a strong likelihood of a sharply higher share price by this time next year.
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