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This is the 61st report from the Industry Affairs Committee of OCAPL.  The opinions expressed herein are those of the writers and not those of OCAPL, AAPL, former clients, or our current employers.  The objective of this exercise is to alert OCAPL members to (a) the activities of organizations and governments that affect the way we do business, (b) public opinion that shapes legislation, and (c) judicial decisions relating to energy issues.  Hopefully, this knowledge will provoke each of us to recognize the critical role we, as LANDMEN, play in sustaining America’s standard of living and thereby feel compelled to respond to the challenges before us.  Your comments regarding this effort are always welcome.  
The Committee at Work:  Current members in the OCAPL Industry Affairs committee include Phil Jones, Monica Smith, Brandt Vawter, Brett Hudson, John Raines, Ryan Coe, Jack Rayburn and Matt Blomstedt.  If you would like to participate in the committee’s effort, we would be pleased to hear from you.
IPAA Dispatch Concerning GOM Moratorium, From Dan Naatz
Attached is a few quick highlights from the NTL (Notice to Lessees) issued by MMS regarding operations of federal oil and gas leases in the OCS.  

· Six-Month moratorium for all new drilling operations in “deepwater”

· For the purpose of this NTL – “deepwater” means depths greater than 500 feet of water

· Moratorium includes any wellbore sidetracks and bypasses; prohibits spudding any new deepwater wells

· If a company has an approved APD or other required permit for wells covered by the moratorium NTL, but have not spudded the well, they may not start drilling for the duration of the moratorium.

Enclosed is the key part of the NTL:

The Moratorium Notice to Lessees and Operators (Moratorium NTL) issued today directs oil and gas lessees and operators to cease drilling new deepwater wells, including wellbore sidetrack and bypass activities; prohibits the spudding of any new deepwater wells; and puts oil and gas lessees and operators on notice that, with certain exceptions, MMS will not consider for six months drilling permits for deepwater wells and for related activities.  For the purposes of the Moratorium NTL, “deepwater”

means depths greater than 500 feet. Operators that are currently drilling any well covered by the NTL must proceed at the next safe opportunity to secure the well and take all necessary steps to cease operations and temporarily abandon or close the well until they receive further guidance from the Regional Supervisor for Field Operations. Activities necessary to support existing deepwater production may continue, but operators must obtain approval of those activities from the Department of the Interior.

Analysis: Moratorium In Gulf Gets Graver, by  Trey Cowan, Rigzone; 5/28/2010
URL: http://www.rigzone.com/news/article.asp?a_id=93915 

The recent decisions by President Obama and his administration to extend the moratorium on new deepwater drilling in the Gulf of Mexico (GOM) by six months, to recapitulate on activities in the Arctic, to cancel the upcoming lease sale originally scheduled for August 2010, and to lengthen the shallow water permitting process beyond 30 days will collectively take their toll on offshore operators and drillers. Rigs currently contracted in GOM include 41 jackups and 34 deepwater units. From an employment perspective, the International Association of Drilling Contractors (IADC) estimates that the GOM offshore industry employs approximately 75,000. Activities levels for both employment and wells drilled offshore may be trimmed as operators react to the economic dynamics imposed by the President's decisions. Specifically, all deepwater rigs will suspend drilling operations in the Gulf of Mexico for the next six months.
While it may be too early to draw conclusions from recent trends in permitting activities, given the relative newness of all the changes at hand; we have nonetheless pulled some data together that will provide a backdrop for looking at these trends going forward.  Past experiences dictates that plans filed with the Minerals Management Service (MMS) do not always lead to actual drilling offshore. Based on activity reported between 2008 and 2009, we found that 95 out of 237 leases or approximately 40% had a wellbores spudded. What is interesting to note is that activity diminished versus actual plans as time elapsed (i.e. three-quarters of drilling activity occurred within 90 days of planned drilling start date). The chart below provides the likelihood of a well being drilled on a lease based upon actual results from 2008 and 2009.
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MMS records indicate that 58 pending plans for the months of May through July 2010 were filed prior to the moratorium's extension. Using these statistics would imply that as many as 20 current drilling plans in the Gulf of Mexico would likely to dry on the vine even if moratorium is lifted in six months as proposed.  Of the 34 rigs that are currently contracted for the GOM's deeper waters, nine are drillships and 25 are semisubmersibles. Half of the total are controlled by Shell, Anadarko, ENI, Chevron, and BP. The moratorium extension for new drilling leaves these operators in quite a pickle considering that the average rates are $445k/day. Obviously, the nine drillships would be the easiest to move out of the region if work is sought elsewhere in the mean time. All seven operators with contracted drillships have international drilling activities that could lend themselves to mitigating the impact of the moratorium. Only two of the operators with contracts, Taylor and Walter Oil & Gas, do not have international operations that could provide some buffer. Additionally, Cobalt International Energy is subletting a rig from Anadarko which we doubt would get moved internationally.





The elephant in the room is the question of whether operators will claim force majeure. With over 40% of the rigs in the Gulf of Mexico currently contracted at dayrates above $500k, the risk that pricing here will decline significantly from current levels is a stark possibility. Operators will look to drillers for some relief to mitigate some cost hemorrhaging caused by the suspension of deepwater drilling in the region. The most recent fixtures for ultra-deepwater rigs like the majority of those found in the Gulf of Mexico were already starting to taper prior to the DW Horizon incident. In fact the last three fixtures were for less than $450k/day (excluding exceptional environmental conditions).

Approximately 71% or 29 (of the 41 jackups currently contracted in the GOM) complete their existing contracts by summer's end. While drilling operations for shallow water operators are now excluded from the moratorium, they still face some pain in the near-term as the permitting process going forward may now take up to 90 days. Besides the timing delays that could sideline a few rigs, the upcoming hurricane season presents its own challenges. Parts of the Gulf of Mexico become restricted as the summer wears on because of the risks posed by storm winds. Thus, the delays in permitting that are likely to occur for rigs that would work in these regions prior to being restricted may result in no drilling here until after hurricane threats subside (i.e. next winter).





Combining 100-150 rig hands with another 200-250 individuals providing ancillary support; you are looking at between 300-400 jobs lost per rig. From an oil demand standpoint, nearly one-third of U.S. consumption comes from Gulf of Mexico production. While the moratorium applies to exploration efforts, clearly both jobs and future production are put in jeopardy by the decision to suspend deepwater drilling and extend the permitting process for shallow water operations. Time will tell if the enhanced safety and security measures that are under construction mitigate the immeasurable costs they impose. The most salient quote we have heard recently on the matter was by Amy Myers Jaffe, a research fellow at Rice University's Baker Institute, to the Christian Science Monitor. "What the president's announcement has accentuated for the industry in a very concrete way, is that the industry is only as safe as the practice standards of the weakest link."

White House Aims to Crack the Whip, By Neil King Jr. and Stephen Power, The Wall Street Journal; 6/1/2010
The Obama administration is taking new steps to demonstrate it is in control of efforts to stem the Gulf of Mexico oil spill, amid dimming prospects for plugging the leak soon.  President Barack Obama and other administration officials are impatient with BP PLC's failure to cap the gushing well, which has become a growing political liability for them.  Officials challenged BP statements over the weekend that the company's next attempt to capture the oil—by cutting off the bent riser pipe and trying to attach it to a pipe lowered from the surface—posed little risk. They said the maneuver could actually increase the spill's volume by as much as 20%, at least temporarily. 
Seeking to distance itself from BP, the White House now plans to make Coast Guard Admiral Thad Allen the administration's de facto oil-spill czar and the daily face of its disaster-control operation. Starting Tuesday, the admiral will give daily televised briefings—without BP's participation.  Officials hope that will drive home the point that the government, and not BP, is in charge of the disaster response.
In another sign of intensifying pressure on BP, the Justice Department said Attorney General Eric Holder planned to fly to the Gulf on Tuesday, his first trip since the April 20 rig explosion that unleashed the spill, to survey the damage and to meet with state attorneys general and U.S. prosecutors based in the region. Justice Department lawyers are examining BP's conduct before and after the disaster. 
Signs of a growing rift between the White House and BP were evident over the long holiday weekend. Obama environmental adviser Carol Browner on Sunday accused BP of having a "financial interest" in downplaying the scope of the spill, which she said is "without doubt the worst environmental disaster in our history." At a congressional hearing on May 27, BP America chairman Lamar McKay said "I don't know" when asked by Rep. Edward Markey (D., Mass.) whether BP has a financial interest in underestimating the leak's size. Mr. McKay added "our position is to do everything we possibly can to stop this, provide as much data as we can as fast as we can, clean is up and deal all the economic claims."  BP didn't immediately respond to requests for comment on Monday. 
The White House said that Energy Secretary Steven Chu on Saturday had directed BP to stop the top-kill procedure which it began on Wednesday, fearing it could weaken the well. The government also said it ordered BP to drill two relief wells, instead of one, as BP originally planned.  Mr. Obama has put Mr. Chu in charge of a team of scientists working with BP officials. Another group of top officials—led by Interior Secretary Ken Salazar, Environmental Protection Agency Administrator Lisa Jackson and NOAA Administrator Jane Lubchenco—will return to the Gulf region Tuesday to inspect coastline protection and cleanup activities and meet with top BP officials.  
The administration's bid to assert authority over BP's response to the spill is not without risk. By ordering BP to take specific actions, the government could expose itself to legal liability if events worsen, private lawyers said. Federal law explicitly makes the oil company the responsible party in the event of a major spill.
Mr. Obama already faces mounting criticism for how he has handled the massive spill, despite a federal response that has escalated since late April. But the White House could open itself to sharper political attack if its moves to orchestrate the response backfire. Some environmental groups have already begun to call for the ouster of Mr. Salazar, whose department is in charge of overseeing offshore drilling.  Yet Mr. Obama is coming under pressure from many directions to take stronger action. At least one member of Mr. Obama's party—Sen. Bill Nelson of Florida—has called on Mr. Obama to "completely take over" the spill-containment effort, possibly with the military in charge. On Sunday, former Secretary of State Colin Powell told ABC's "This Week" the federal government should move in "with decisive force." 
The spill now appears likely to drag on all summer, until two relief wells are able to seal off the gushing well. Official hurricane season begins Tuesday, and any large storms or hurricanes in the Gulf could worsen the spill by pushing the oil onshore and by disrupting efforts to stop or contain the oil.  The relief wells must penetrate about 13,000 feet of rock, and the first of them will still take at least two more months to complete.
U.S. officials say that BP could face a potential loss of its $2.2 billion in fuel contracts to the Pentagon, and even its hold over some Gulf of Mexico leases if Justice lawyers decide to press criminal charges.  

BP's rivals are also suffering from the backlash. The Interior Department Sunday issued a directive to all oil and gas companies operating on the outer continental shelf notifying them of new requirements under a six-month deepwater drilling moratorium. Industry representatives said they were surprised to find that the directive requires a six-month timeout even for those drilling operations that are already underway. Ongoing production platforms wouldn't be affected.
Lee Hunt, president of the International Association of Drilling Contractors, said the restrictions were overly broad and would cause energy companies to shift rigs —and thousands of jobs—abroad. "We're absolutely stunned by what we consider to be an unnecessary and draconian reaction," Mr. Hunt said.
Wind Power Losing its Punch, By Eric Torbenson, The Dallas Morning News; 6/1/2010.

It's the renewable energy source that's surprisingly losing its tailwind: wind. The high cost of building wind farms and transmitting their electricity to population centers coupled with a reduced price advantage has slowed the growth of the industry nationwide. The first three months of this year saw only 539 new megawatts of wind power added in the U.S., the lowest levels since early 2007, according to the American Wind Energy Association. And, here in Texas, some companies that have promised to build new wind capacity are balking at the state's financial requirements, in part because the economics of wind aren't as compelling as before. 

Nevertheless, wind industry leaders meeting in Dallas last week for the Windpower 2010 convention remained optimistic. They're pinning hopes on a federal renewable electricity standard that would bring fresh gusts to the sector by increasing demand for wind power. "Everybody wants to buy wind," said Michael O'Sullivan, senior vice president of NextEra Energy Resources, formerly Florida Power & Light. "But not at the price we're offering today. We have to get our costs down." The cost to build a wind farm has roughly doubled in the past four years due to steep increases in steel and copper prices as well as currency fluctuations. A credit crunch has further hurt growth. But the heart of the worsening economics for wind – and other renewable energies that could get more spotlight with crude oil's blackening image – is that prices for natural gas, the primary source for electricity in Texas, remain low. 

Stubborn gas 
When natural gas sells for $4 per million British thermal units as it has for much of the year, wind power loses the big price advantage it had when natural gas traded near $10 in 2008. While a slow economic recovery has helped push oil prices higher, natural gas seems more stubborn, in part because producers keep discovering huge fields of gas-laced shale deposits and drilling methods to tap the gas are improving, analysts say. Swelling reserves could keep prices in check for years. Texas' wholesale power market uses natural gas prices as the benchmark to pay power producers no matter what type of power they're adding to the state's electric grid. Wind generators saw dollar signs when natural gas touched $12 per million BTUs because their megawatts were worth that price. Now wind may be a break-even prospect, and that's going to deter wind installations, at least domestically, industry leaders said. "We're going to seek the best return for our shareholders," said Gabriel Alonso, chief executive of Horizon Wind Energy LLC of Houston, in a Windpower 2010 panel with O'Sullivan. That may mean finding wind opportunities for Horizon outside the U.S. 

The other knock on wind is its uncertain reliability. Texas has some of America's best wind acreage, but the wind blows hardest and most often during times of the day when Texas needs power the least. Although wind forecasting tools are improving, the question on whether wind power can deliver when needed the most tempers interest. French conglomerate Alstom, which announced last week that it would build a wind turbine plant in Amarillo and hire 275 workers, also announced research partnerships with the National Institute for Renewable Energy and the National Renewable Energy Laboratory, with goals to improve the reliability and efficiency of wind power. The biggest help for wind may come from Congress as it mulls legislation containing variations of the Renewable Electricity Standard that would require 20 percent of power to come from renewable sources by 2020. Versions of the standard are moving through both the U.S. House and Senate. Twenty-eight states have their own standards; a national mark could be a boon for manufacturers but potentially raise power costs for consumers if fossil fuel prices remain low. 

Supply chain 
"We need a supply chain in place here for our manufacturing," said Martha Wyrsch, president of Vestas Americas. Having a national standard would give wind turbine builders the confidence to invest here instead of in other wind markets, she said. Texas leads the nation in wind power with 10,000 megawatts, far eclipsing runner-up Iowa with 3,670 megawatts. Because Texas controls its own power grid, it was able to start a program to link wind farms in the west and north with the state's biggest population centers – called a Competitive Renewable Energy Zone project – without having to fight other states over the $5 billion cost and direction. 

Experts say Texas' CREZ program could double the amount of wind power produced this decade. "We need a lot more mini-CREZes," said Ned Hall, executive vice president of AES Corp., a global power company based in Virginia. A federal standard for renewable electricity would help boost wind's allure, but industry leaders recognized that the sector's basic economics need to shine again to move fresh investment in turbines. "We see an attractive business going forward," O'Sullivan said, "but there's going to be some hiccups." 

Who Owns the Water Beneath Your Property? By Cynthia Cox Payne, Esq., The Bandera County Courier; 2/5/2010.
A case with far-reaching implications was argued last week before the Texas Supreme Court (TSC), Edwards Aquifer Authority and State of Texas v. Burrell Day and Joel McDaniel (EAA v. Day). As summarized by the TSC staff attorney, the issues include “(1) whether landowners within the Edwards Aquifer boundaries own the groundwater under their property, and (2) whether water from an artesian well that flowed into a reservoir constituted water controlled by state regulations or by the Edwards Aquifer Authority.”

Technically, Day sought a permit from EAA for 700 acre-feet of water from the Edwards Aquifer to irrigate crops. However, the well on Day’s property had inadequate operating information during the historic period (June 1, 1972 to May 31, 1993), which was required by the Edwards Aquifer Authority Act to support the permit request. After a contested hearing, Day was given a permit to pump 14 acre-feet of water per year – considerably less than the 700 acre-feet sought. Day alleged this confiscation of water rights, without due process and just compensation, was a “taking,” which violated the Texas Constitution, Article I, §17. Day appealed this decision to the district court and that decision was appealed by both parties to the 4th Court of Appeals. 

The 4th Court of Appeals held: (1) property owners have a vested right in the groundwater under their land and, hence, are entitled to constitutional protection, and (2) water pumped from a well which entered a lake becomes state water inasmuch as the lake is a watercourse. A suggestion of how the TSC would view the issue of who owns the groundwater was, perhaps, seen by their handling of City of Del Rio v. Clayton Sam Colt Hamilton. This is a case on which the 4th Court of Appeals ruled in 2008 holding that a landowner does own the water under his land and that ownership is a vested right.

When a petition of review was filed on City of Del Rio with the TSC, the TSC declined to hear it. Review was denied on Sep 23, 2009 and rehearing of petition for review was again denied on Dec 11, 2009, a little over two (2) months ago. While the notation, “review denied” does not mean that the TSC believes the judgment of the 4th Court of Appeals is correct and all legal principles announced in the opinion are likewise correct, it does mean that the decision presents no error that requires reversal or that is of such importance to the jurisprudence of the state as to require correction. On this significant issue of whether property owners have a vested interest in the groundwater beneath the land they own, in addition to EAA and Day and the State of Texas – which was added as a defendant by EAA – 15 different organizations weighed in on this issue in the form of amicus briefs. 
Some of the amicus briefs were filed by the Texas and Southwestern Cattle Raisers Association, the Texas Farm Bureau, the Texas Comptroller of Public Accounts, the Texas Wildlife Association, the Harris-Galveston Subsidence District and Canadian River Municipal Water Authority, to name a few.  However, TSC decisions do not turn on which organizations line up on a particular side. Some questions and coments posed by the justices during oral arguments included:


• “A landowner has some rights (to groundwater), what are they?” 
• “Why should we treat water differently than oil and gas?”
• “Texas Water Code §36.002 states: ‘The ownership and rights of the owners of the land and their lessees and assigns in groundwater are hereby recognized …’ So, what ownership is the statute addressing?”
• “Why distinguish groundwater in place from zoning?”
• “If regulation of groundwater is okay, then, what formula should the state use (to set limits)?”
• “If the case went back down, what would the takings claim look like?”
• “If you (litigant Day) prevail, does that open the floodgate to litigation?”
• “One side says there is no vested right (of landowner) in groundwater. The other side says there is a vested right but it is subject to regulations. Which is more reasonable?”
• “I have a problem with the all or nothing approach in the briefs.”

Some decisions take a year before they are announced by the TSC. In the interim, speculation and uncertainty will abound. 

Shale Gas Will Rock the World, By Amy Myers Jaffe, The Wall Street Journal; 5/10/2010.
Huge discoveries of natural gas promise to shake up the energy markets and geopolitics. And that's just for starters. Over the past decade, a wave of drilling around the world has uncovered giant supplies of natural gas in shale rock. By some estimates, there's 1,000 trillion cubic feet recoverable in North America alone—enough to supply the nation's natural-gas needs for the next 45 years. Europe may have nearly 200 trillion cubic feet of its own.

We've always known the potential of shale; we just didn't have the technology to get to it at a low enough cost. Now new techniques have driven down the price tag—and set the stage for shale gas to become what will be the game-changing resource of the decade.

I have been studying the energy markets for 30 years, and I am convinced that shale gas will revolutionize the industry—and change the world—in the coming decades. It will prevent the rise of any new cartels. It will alter geopolitics. And it will slow the transition to renewable energy.

To understand why, you have to consider that even before the shale discoveries, natural gas was destined to play a big role in our future. As environmental concerns have grown, nations have leaned more heavily on the fuel, which gives off just half the carbon dioxide of coal. But the rise of gas power seemed likely to doom the world's consumers to a repeat of OPEC, with gas producers like Russia, Iran and Venezuela coming together in a cartel and dictating terms to the rest of the world.

The advent of abundant, low-cost gas will throw all that out the window—so long as the recent drilling catastrophe doesn't curtail offshore oil and gas activity and push up the price of oil and eventually other forms of energy. Not only will the shale discoveries prevent a cartel from forming, but the petro-states will lose lots of the muscle they now have in world affairs, as customers over time cut them loose and turn to cheap fuel produced closer to home.

The shale boom also is likely to upend the economics of renewable energy. It may be a lot harder to persuade people to adopt green power that needs heavy subsidies when there's a cheap, plentiful fuel out there that's a lot cleaner than coal, even if gas isn't as politically popular as wind or solar.

But that's not the end of the story: I also believe this offers a tremendous new longer-term opportunity for alternative fuels. Since there's no longer an urgent need to make them competitive immediately through subsidies, since we can use natural gas now, we can pour that money into R&D—so renewables will be ready to compete without lots of help when shale supplies run low, decades from now. To be sure, plenty of people (including Russian Prime Minister Vladimir Putin and many Wall Street energy analysts) aren't convinced that shale gas has the potential to be such a game changer. Their arguments revolve around two main points: that shale-gas exploration is too expensive and that it carries environmental risks.

I'd argue they are wrong on both counts. Take costs first. Over the past decade, new techniques have been developed that drastically cut the price tag of production. The Haynesville shale, which extends from Texas into Louisiana, is seeing costs as low as $3 per million British thermal units, down from $5 or more in the Barnett shale in the 1990s. And more cost-cutting developments are likely on the way as major oil companies get into the game. If they need to do shale for $2, I am willing to bet they can, in the next five years.

When it comes to environmental risks, critics do have a point: They say drilling for shale gas runs a risk to ground water, even though shale is generally found thousands of feet below the water table. If a well casing fails, they argue, drilling fluids can seep into aquifers. They're overplaying the danger of such a failure. For drilling on land, where most shale-gas deposits are, the casings have been around for decades with a good track record. But water pollution can occur if drilling fluids are disposed of improperly. So, regulations and enforcement must be tightened to ensure safety. More rules will raise costs—but, given the abundance of supply, producers can likely absorb the hit. Already, some are moving to nontoxic drilling fluids, even without imposed bans.

But the skeptics aren't just overstating the obstacles. They're missing two much bigger points. For one thing, they're ignoring history: The reserves and production of new energy resources tend to increase over time, not decrease. They're also not taking into account how quickly public opinion can change. The country can turn on a dime and embrace a cheaper energy source, casting aside political or environmental reservations. 

This has happened before, with the rapid spread of liquefied-natural-gas terminals over the past few years. In short, the skeptics are missing the bigger picture—the picture I think is the much more likely one. Here's a closer look at what I'm talking about, and how I believe the boom in shale gas will shake up the world. One of the biggest effects of the shale boom will be to give Western and Chinese consumers fuel supplies close to home—thus scuttling a potential natural-gas cartel. Remember: Prior to the discovery of shale gas, huge declines were expected in domestic production in U.S., Canada and the North Sea. That meant an increasing reliance on foreign supplies—at a time when natural gas was becoming more important as a source of energy. Even more troubling, most of those gas supplies were located in unstable regions. Two countries in particular had a stranglehold over supply: Russia and Iran. Before the shale discoveries, these nations were expected to account for more than half the world's known gas resources.

Russia made no secret about its desire to leverage its position and create a cartel of gas producers—a kind of latter-day OPEC. That seemed to set the stage for a repeat of the oil issues that have worried the world over the past 40 years.As far as I'm concerned, you can now forget all that. Shale gas will breed competition among energy companies and exporting countries—which in turn will help economic stability in industrial countries, and thwart petro-suppliers that try to empower themselves at our expense. Market competition is the best kryptonite for cartel power. For one measure of the coming change, consider the prospects for liquefied natural gas, which has been converted to a liquid so it can be carried in a supertanker like oil. It's the easiest way to move natural gas very long distances, so it gives a good picture of how much countries are relying on foreign supplies.

Before the shale discoveries, experts expected liquefied natural gas, or LNG, to account for half of the international gas trade by 2025, up from 5% in the 1990s. With the shale boom, that share will be more like one-third. In the U.S., the impact of shale gas and deep-water drilling is already apparent. Import terminals for LNG sit virtually empty, and the prospects that the U.S. will become even more dependent on foreign imports are receding. Also, soaring shale-gas production in the U.S. has meant that cargoes of LNG from Qatar and elsewhere are going to 

European buyers, easing their dependence on Russia. So, Russia has had to accept far lower prices from formerly captive customers, slashing prices to Ukraine by 30%, for instance. But the political fallout from shale gas will do a lot more than stifle natural-gas cartels. It will throw world politics for a loop—putting some longtime troublemakers in their place and possibly bringing some rivals into the Western fold.  Again, remember that as their energy-producing influence grew, nations like Russia, Venezuela and Iran became more successful in resisting Western interference in their affairs—and exporting their ideologies and strategic agendas through energy-linked deal-making and threats of cutoffs.

In 2006 and 2007, disputes with Ukraine led Russia to cut off supplies, leaving customers in Kiev and Western Europe briefly without fuel in the dead of winter. That cutoff effectively shifted Ukraine's internal politics: The country turned away from the pro-NATO, anti-Moscow candidate and toward a coalition more to Moscow's liking. It looked like the U.S. and Europe would see their global power eclipse as they kowtowed to their energy suppliers. But shale gas is going to defang the energy diplomacy of petro-nations. Consuming nations throughout Europe and Asia will be able to turn to major U.S. oil companies and their own shale rock for cheap natural gas, and tell the Chavezes and Putins of the world where to stick their supplies—back in the ground. Europe, for instance, receives 25% of its natural-gas supply via pipelines from Russia, with some consumers almost completely dependent on the big supplier. In the wake of Russia's strong-arming of Ukraine, Europe has been actively diversifying its supply, and shale gas will make that task cheaper and easier.

Shale-gas resources are believed to extend into countries such as Poland, Romania, Sweden, Austria, Germany—and Ukraine. Once European shale gas comes, the Kremlin will be hard-pressed to use its energy exports as a political lever. I would also argue that greater shale-gas production in Europe will make it harder for Iran to profit from exporting natural gas. Iran is currently hampered by Western sanctions against investment in its energy sector, so by the time it can get its natural gas ready for export, the marketing window to Europe will likely be closed by the availability of inexpensive shale gas.  And that may lead Tehran to tone down its nuclear efforts. Look at it this way: If Iran can't sell its gas in Europe, what options does it have? Piping to the Indian subcontinent is impractical, and LNG markets will be crowded with lower-cost, competing supplies. It's admittedly a long shot, but if the regime acts rationally, it will realize it has a chance to win some global goodwill by shifting away from nuclear-power efforts—and using its cheap natural-gas supplies to generate electricity at home.  Overall, the Middle East might get a bit poorer as gas eats into the market for oil. If the drop in revenue is severe enough, it could bring instability.

Shale-gas development could also mean big changes for China. The need for energy imports has taken China to problematic nations such as Iran, Sudan and Burma, making it harder for the West to forge global policies to address the problems those countries create. But with newly accessible natural gas available at home, China could well turn away from imports—and the hot spots that produce them.  The less vulnerable China is to imported oil and gas, the more likely it would be to support sanctions or other measures against petro-states with human-rights problems or aggressive agendas. Moreover, the less Beijing worries about U.S. control of sea lanes, the easier it will be for the U.S. and China to build trust. So, domestic shale gas for China may help integrate Beijing into a Pax Americana global system. With natural gas cheap and abundant, the prospects for renewable energy will change just as drastically. I have been a big believer that renewable energy was about to see its time. Prior to the shale-gas revolution, I thought rising hydrocarbon prices would propel renewables and nuclear power into the marketplace easily—albeit with a little shove from a carbon tax or a cap-and-trade system.

But the shale discoveries complicate the issue, making it harder for wind, solar and biomass energy, as well as nuclear, to compete on economic grounds. Subsidies that made renewables competitive with shale gas would get more expensive, as would loan guarantees and incentives for new nuclear plants. Shale gas also hurts the energy-independence argument for renewables: Shale gas is domestic, just like wind and solar, so we won't be shipping those dollars to the Middle East. But that doesn't mean we should stop investing in renewables. As large as our shale-gas resources are, they're still exhaustible, and eventually we will still need to transition to energy that is cleaner and more plentiful. So, what should we do?  First, avoid the urge to protect coal states and let cheaper natural gas displace coal, which accounts for about half of all power generated in the U.S. Ample natural gas for electricity generation could also make it easier to shift to electric vehicles—once again helping the environment and lessening our dependence on the Middle East. Then, I think we still need to invest in renewables—but smartly. States with renewable-energy potential, such as windy Texas or sunny California, should keep their mandates that a fixed percentage of electricity must be generated by alternative sources. That will give companies incentives and opportunities to bring renewables to market and lower costs over time through experience and innovation. Yes, renewables may seem relatively more expensive in those states as shale gas hits the market. And, yes, that may mean getting more help from government subsidies. But I don't think the cost would be prohibitive, and the long-term benefits are worth it.

Still, I don't believe we should set national mandates—which would get prohibitively expensive in states without abundant renewable resources. Instead of pouring money into subsidies to make such a plan work, the federal government should invest in R&D to make renewables competitive down the road without big subsidies. In the end, what's important to understand is that shale gas may be the key to solving some of our most pressing short-term crises, a way to bridge the gap to a more-secure energy and economic future. The trade deficit has crippled our economy and shows no signs of abating as long as we remain tethered to imported energy. Why ship dollars abroad where they can destabilize global financial markets—and then hit us back in lost jobs and savings—when we can develop the resources we have here in our own country? Shall we pay Vladimir Putin and Mahmoud Ahmadinejad to develop our natural gas—or the citizens of Pennsylvania and Louisiana?
Anadarko Major Victim of Uncertainty Following Spill, By  Jennifer Cummings, Dow Jones Newswires; 6/2/2010. URL: http://www.rigzone.com/news/article.asp?a_id=94056 
Anadarko is particularly vulnerable to the fallout from the Gulf of Mexico oil spill, and its stock has reflected uncertainty related to liabilities and regulations that will result from the disaster. Anadarko is getting hit on two fronts, observers said. First, because the company is BP partner in the leaking well, holding a 25% non-operating stake, it will likely be facing significant liabilities tied to the cleanup and potential litigation. Meanwhile, Anadarko is also hurt by the fact that it focuses on exploration in the Gulf of Mexico, a market that has stalled due to a six-month drilling moratorium. If and when the ban lifts, increased regulations are expected to push up the cost of doing business for companies in the Gulf, leaving Anadarko vulnerable.

A lack of clarity on how significantly Anadarko will be affected by those factors has made many analysts cautious on the company for the time being. But others called the selloff overdone, saying the market is overlooking Anadarko's other lucrative assets, including projects off the coasts of West Africa and Brazil, both hot areas for offshore exploration. A representative from Anadarko couldn't immediately comment for this story.

The offshore drilling group took a massive hit Tuesday on concerns about the drilling ban and after BP's initially promising effort to plug the leak failed over the weekend. Anadarko was one of the weakest performers Tuesday, falling nearly 15%, compared with a 4.3% drop in the energy group of the S&P 500. The group was getting some relief Wednesday on gains in the price of crude oil futures and the broader markets. However, caution remains strong--in the market for credit-default swaps, the cost of insuring BP and other deep-water drilling companies' debt rose.

Shares of Anadarko were recently up 4% at $43.84, but the stock is still down about 41% since the explosion of the Deepwater Horizon rig caused the spill on April 20. UBS said in a note Tuesday that Anadarko has lagged the large-cap exploration and production peer group by 31% since the explosion, inferring an $11.2 billion net liability for cleanup and legal costs associated with the spill. The company currently has a market capitalization of about $21.6 billion. Using a lower-end estimate, the firm said it thinks Anadarko could fund a $5 billion liability with cash on hand and modest asset sales, but under larger liability scenarios, the company "would have to issue a greater percentage of non-producing assets and equity." The firm cut its price target on the company to $68 from $86. Anadarko said on its first-quarter conference call on May 4 that it could choose in the future to selectively sell assets if necessary to fund its share of the potential cost. Anadarko is seen as particularly vulnerable to the spill because it is the largest independent deepwater producer in the Gulf of Mexico. Larger diversified companies working the region will be better able to absorb the fallout of new regulation from the spill than Anadarko, analysts said. 
In the first quarter, about 26% of Anadarko's production volume came from the Gulf of Mexico, according to data from the company. The company also has positions in nearly a dozen U.S. onshore natural gas resource areas, including the Marcellus, Haynesville and Eagleford shale plays. The selloff in Anadarko shares is "severely overdone," Weeden & Co. senior energy analyst Ellen Hannan said, adding that the current price doesn't reflect the value of many of the company's assets. Argus Research analyst Philip Weiss was more cautious. He said putting new money in the stock right now is "just speculating." But if investors already have a position in the stock, he advises that they wait it out. Longer term, drilling activity will probably resume, oil prices will likely go up and the company has a good pool of resources it will be able to exploit, he said.

Shell Snaps Up Acreage in Marcellus, Eagle Ford Plays, Royal Dutch Shell plc, 5/28/2010.
URL: http://www.rigzone.com/news/article.asp?a_id=93874 

Shell continues to build a leading portfolio in North America tight gas, with new positions in high potential US shale gas acreage, in the Marcellus and Eagle Ford plays. Shell has agreed to acquire subsidiaries which own substantially all of the business of East Resources for a cash consideration of $4.7 billion, from East Resources, its private equity investor, Kohlberg Kravis Roberts and its advisers Jefferies & Company. The transaction is subject to certain regulatory approvals. East Resources is a privately-owned business with its primary activity focused on the Marcellus shale, in the northeastern US. East Resources has some 650,000 net acres (2,600 square kilometers) of highly contiguous, operated acreage in the Marcellus, and 1.05 million net acres (4,250 square kilometers) of acreage overall. East Resources has some 60 mmscfe/d (10,000 barrels oil equivalent per day) of production, predominantly in natural gas, with substantial medium-term growth potential. In addition, as part of its on-going acreage build strategy, Shell has acquired ~250,000 net acres (1,000 square kilometers) of mineral rights in the Eagle Ford shale play, in South Texas, in 2010. These undeveloped acreage positions are in the liquids rich window of the Eagle Ford play. Shell will be the operator in this highly contiguous acreage, and will be able to integrate these new assets into its existing South Texas operations, where Shell has been active for many years.

All together in 2010, Shell has added some 1.3 million acres (5,250 square kilometers) of North America tight gas acreage. Shell estimates that these new positions have the potential to yield over 16 trillion cubic feet of gas equivalent (tcfe) of resources (>2.7 billion boe). Shell's Chief Executive Officer Peter Voser commented, "We are enhancing our world-wide Upstream portfolio for profitable growth, through exploration and focused acquisitions, and through divestment of non-core positions. These acreage additions form part of an on-going strategy, which also includes divestments, with an objective to grow and to upgrade the quality of Shell's North America tight gas portfolio." Voser continued, "East Resources' management have built an excellent organization, with high quality assets in the Marcellus, which we are pleased to have as our centerpiece as we enter the premier shale gas play in the north east US. The opportunity now is to consolidate our tight gas portfolio, divest from non-core positions across North America, and to invest for profitable growth, by deploying Shell's technology and capabilities on a large scale."

