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Shell Grabs Crucial Shale Gas Deposits With $4.7 Billion Deal
BY KERRI SHANNON, Associate Editor, Money Morning

Roy al Dutch Shell PLC  (NYSE A DR: RDS.A , RDS.B) announced F riday  it would pay  $4.7 billion in cash for U .S.-based East
Resources, Inc. to obtain a sizeable stake of "high-potential" North A merican shale gas acreage.

Shell, Europe's largest energy  producer, gets 1.05 million acres of gas properties in the northeastern United States and Texas.
A bout 650,000 acres gained in the acquisition are part of the crucial Marcellus Shale, a tight gas property  w ith shale formations
estimated to hold up to 262 trillion cubic feet of recov erable gas.

The remaining acres are part of the Eagle Ford Shale area in South Texas. The deal brings Shell's total U .S. tight gas acreage up
to 3.6 million acres.

"The opportunity  now  is to consolidate our tight gas portfolio, div est from non-core positions across North A merica, and to inv est
for profitable grow th," Peter V oser, chief executiv e of Shell, told T he New York T imes.
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The mov e into shale gas allows Shell to remain competitiv e w ith industry  giant Exxon Mobil C orp. (NYSE: XO M), which in
December paid $31 billion for XTO  Energy  Inc. (NYSE: XTO ), the largest U .S. natural gas producer. The deal w ill increase Shell's
daily  gas production by  7.5%.

The purchase comes in a y ear when Shell already  planned extensiv e spending, and the added pressure to its balance sheet could
prev ent the company  from increasing its div idend ov er the next couple y ears.



"A lthough this is a good mov e it w ill put further pressure on the balance sheet, which is weakening w ith the high lev el of organic
capital expenditure the group has committed to, and this has seen the balance sheet weaken ov er the past two y ears," Panmure
Gordon analy st Peter Hitchens w rote in a note to inv estors.

But Shell needs to increase its resources as the BP Gulf oil spill has stalled some offshore drilling production. Shell's plans to start
drilling for wells off the coast of A laska this summer are now  being rev iewed by  the U.S. gov ernment.

Shale gas accounts for 15%-20% of U.S. gas production, but that number is expected to grow  to four times as much in coming
y ears.

BP PLC  (NYSE A DR: BP) chief executiv e Tony  Hay ward has called shale gas a "complete game changer."

"It probably  transforms the US energy  outlook for the next 100 y ears. It's y et to be seen if it can be applied globally ," Hay ward
said at the World Economic Forum earlier this y ear.

Shale gas has offered the United States a greater energy  supply  w ith a smaller carbon footprint. It attracted companies ev en
when prices and energy  demand were higher, and now  technological adv ances in drilling capabilities hav e made the gas more
easily  attainable.

"The U.S. tight gas resource base has allowed it to become self-sufficient in natural gas supply  long-term," Jason Kenney , oil and
gas analy st at ING, told T he T imes. "A  couple of y ears ago that wasn't the case. The technological boundaries hav e been
pushed back."

Natural Gas Prices Positioned for Climb

Natural gas prices are historically  low  due to a supply  surplus. F ront month gas prices are down more than 22% this y ear. U .S.
natural gas supplies stood at 2.3 trillion cubic feet the week ended May  21, which is 16% abov e the fiv e-y ear av erage.

The grow ing trend of dev eloping shale gas reserv es has kept prices low .

C ompanies scrambled for a piece of shale rock acreage when prices were high and are now  sitting on reserv es that aren't as
profitable as originally  predicted. Small to mid-size companies can't alway s afford to produce the deposits they  access because the
extraction process is pricey  and gas prices remain too low  to offset production costs.

"Now  many  of those companies are being force to continue drilling plans formulated for a much higher market price in order to
protect those leased inv estments," Neal Ry an from Ry an O il & Gas Partners LLC  told MarketWatch.

If companies don't drill a well on a lease w ithin 3-5 y ears they  lose control ov er the mineral rights. They  drill to hold the land,
which keeps supply  high and prices low .

But those who hold on to gas resources w ill be ready  to cash in when prices do rally , which many  analy sts believ e they  w ill.

"The v olatility  of the market is relativ ely  low ," said Darin Newsom, senior analy st at Telv ent DTN. "This could possibly  draw  in
additional noncommercial buy ing as this group looks for markets w ith the magic combination of being underv alued and hav ing low
v olatility ."

Steamy  weather w ill also play  a part: Meteorologist Joe Bastardi of A ccuWeather.com predicted this summer to be the "hottest
summer since 2005 for much of the nation," meaning increased gas demand for cooling.

Money Morning C ontributing Writer Kent Moors forecast in O ctober that natural gas prices would be pushed higher by  increased
demand in industrial and power generation.

"Natural gas is the principal fuel to benefit most directly  from increasing production," said Moors. "The location of the Marcellus also



positions its production well for efficient supply  to an industrial sector needing the energy  - especially  in Pennsy lv ania, where an
expiring electricity  price cap threatens an already  v ulnerable employ ment base."
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2 Responses

Chris | June 1, 2010

I wonder if this w ill affect the company  MGLG.pk which owns alot of wells in Tennessee and O klahoma?

Reply

C Neth | June 1, 2010

Did they  buy  up a company  or just buy  all the wells in that area? It seems they  would hav e reported buy ing from an actual
company . If they  buy  out another company  what happens to the comapny  that they  buy  out….does it not exist any more or do
they  become part of this company ?
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