10.02.12	Meeting with Western Pennsylvania Gas Leasing Consultants, LLC
Attendees:
· Edward Billik-attorney at Western Pennsylvania Gas Leasing Consultants, LLC
· _____--geologist at Western Pennsylvania Gas Leasing Consultants, LLC
· Larry Lee, Allegheny College Senior Associate Vice President, Finance & Planning
· Linda Wetsell, Allegheny College Associate Vice President, Finance & Planning
· Kelly Boulton, Allegheny College Sustainability Coordinator
· Rich Bowden, Allegheny College Professor of Environmental Science
· Scott Wissinger, Allegheny College Professor of Environmental Science & Biology
· Milt Ostrofsky, Allegheny College Professor of Biology
· John Brautigam, Allegheny College alum and Corporate Counsel at Universal Well Services, Inc.
Geology and nearby production
We’re right on the northern edge of the Point Pleasant Utica Shale formation which is believed to be a productive formation for a wet gas.  Wet gas refers to a super rich mix of natural gas along with condensates such as ethane, butane, pentane, etc which contribute to a gas mixture with a Btu value much greater than the average natural gas value of 1000 Btu.
The Utica/Point Pleasant gas formation is at a depth of 6-8000 feet.
Marcellus is thin and shallow in Crawford and there’s no interest in leasing for Marcellus.
Gas industry is still learning about reservoir characteristics in our area—to understand if it’s feasible to drill.  Point Pleasant has better reservoir characteristics than Utica, including better porosity.
The Pettis well has been drilled and fracked, although not sure if it’s been flared yet as the frack fluid flushes out.  Expected to put the produced gas into the pipeline that already exists.
Proprietary knowledge (value of well) doesn’t have to be released until 6 months after production but Range could also hold off on production if they want and delay release of information longer.
Leasing process
[bookmark: _GoBack]You can go through the entire leasing process with the leasing company to construct a lease that lays out how you might be comfortable with drilling, and then still say no to the drilling company at the end of the process.  The process entails constructing a lease with stipulations and protections with which we’re comfortable.  Next, the leasing company identifies a drilling company and this company reviews all the leases, makes a financial offer, and identifies those they’d like to sign, those they’d like to negotiate different stipulations, and those they would reject.  If the drilling company accepts our contract, we can then make the final decision whether to sign or not.  Upon signing, we’d receive a signing bonus (potentially $2000-3750/acre) and the term of the lease would commence.  Normally the leasing contracts with the drilling company are for a term of 5 years with a 5 year extension option.  If the drilling company does not drill within the 5 year term, we get to decide whether to terminate the contract (keeping the signing bonus we were paid at the beginning of the term, but with no chance of eventual production royalties) or to extend the term (with another round of signing bonuses and the potential for eventual production royalties assuming they drill).  If the company drills, we would receive production royalties based on the volume and quality of the gas produced and current market values.
We would sign an individual lease rather than a blanket lease, allowing special stipulations of surface development limitations, etc.  While Allegheny might be interested in allowing drilling under Bousson, we’ve discussed a reluctance to allow surface activity, such as roads, drill pads, pipelines, etc.  This is possible since we have neighbors willing to host the surface activity/drill site on their property.  However this would likely mean a contract resulting in less income for us and more for them.
Production/drilling company may or may not be willing/able to drill us according to the stipulations included in our contract.  A “non-surface” stipulation on 200+ acres is hard.  A “non-drilling” stipulation is a little easier.  We’d also have to consider whether we’d allow “transition stations”.  A lease with many protective stipulations is often referred to as a “sophisticated lease”.
Chevron would not do a non-drilling or non-surface lease.  WPX has in the past but there’s no guarantee they would in the future.  The WPGLC has negotiated non-drilling leases in the past with a school and a golf course.
It’s hard to get a lease that would exclude a pipeline (especially on a 283 acre block).
Leasing company doesn’t have a production/drilling company lined up yet.  Talked to WPX and they passed saying the production costs were too high.  They are now talking to Range Resources which leases the mineral rights to most of the surrounding land and another company.
Marcellus transmission lines can be really large, and therefore there is a potential this area would also need really large high tech lines.
A lot of our property, DEP may never even let them drill/develop because of wetlands.  
Billick thinks their expected block of 5000 acres will lease in the next 6 months.
Drilling process
Leasing company expects drilling won’t happen for 3 years.  
Average pad site size varies.  Marcellus pad sites were often 5 acres but the largest was 29 acres.
Horizontal drilling length is typically about 4500 feet (but sometimes 12000 feet) and each horizontal drill is parallel to the others in order to optimize the geology of the natural fracture patterns (typically NW/SE).
The leasing company can’t tell us whether the fracking fluid will be recycled at a treatment center or injected deep underground or exported to Ohio for injection.
There is an EPA study due out in the spring of next year on fracking safety.
Washington County has complained about water pollution issues.
Potential surface activities include, drilling pad, retention pond, roads, pipelines, transition stations, etc.
Finances
The leasing company has set a target based on comparable sales in surrounding markets of $2000-3750/acre for the signing bonus with the drilling company.  WPGLC takes 10% of the signing bonus to pay for their services.  Signing bonus figures do depend on the number of stipulations in your contract-more stipulations means a lower signing bonus.
80% of value of lease is in production royalties.  20% is in signing bonus.
100 acres of land with production/drilling could yield $1 million in production royalties over an average 20 year lifespan of a well.
www.geology.com/royalty has a royalty calculator to give a rough idea of what we might earn by drilling.   An example of potential Bousson results is depicted below using this calculator.[image: ]
[image: ]
This amounts to $116,550/year or $2,331,000 over 20 years.  This calculation includes many assumptions and should not be used for anything more than an idea of a potential scenario.
Other questions/considerations
It would be smart to do water quality testing seasonally before drilling occurs.
What is the carbon impact of drilling/fracking our land?
What’s the environmental track record of potential drilling companies?  Lease compliance?  
If we don’t sign a contract, is this a “wasted asset”?
If we don’t sign a contract, will Bousson still be impacted since our neighbors are all likely to drill around us?
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Warning!

al Natural gas wells produce at a very high rate during their first few months of production. If you have a gas well and get an amazing payment for the
nn first month of royalties you can bet the whole check that the production of your well is going to drop rapidly (more information here). So use that first
check to pay down your debts and open a certificate of deposit. And, don't quit your job until you know that you have enough money to retire.
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125 Enter your royalty rate as a decimal number between 0 and 100. (The royalty rate should be in your lease
. agreement. It is the share of gas produced from the well that you will be paid for. Enter 12.5 for a royalty
rate of 12.5% or 1/8)

259 Enter the wellhead price of natural gas in dollars per thousand cubic feet or Mcf. Enter the amount as a
decimal number. (example: If the price is $4.29 per Mcf, enter 4.29) (You can view United States monthly
average wellhead prices on the Department of Energy website. The wellhead price in your area can be
higher than or lower than this national average.) More information about natural gas prices.

1 Enter the average production rate of the well in millions of cubic feet per day or MMcf. (If you do not have
production data for your well any number that you enter will be a guess. New gas wells in the Marcellus,
Haynesville, Barnett and Fayetteville Shales often yield between 1.0 and 2.0 million cubic feet per day.
Higher and lower rates do occur. Older wells will have much lower yields.)

283 How many acres do you own within the production unit? (A production unit is an area of land around a well
that is entitled to receive a share of the well's production. This can be determined by private agreements or
for by mineral rights law.) If you are the only property owner to receive royalties from this well enter 1.
283 How many acres are in your production unit? (A production unit is an area of land around a well that is

entitled to receive a share of the well's production.) If you are the only property owner to receive royalties
from this well enter 1.

it? All information provided by this calculator is estimated and provided for entertainment purposes only. The
royalties that you are entitled to can be significantly different than these calculations depending upon lease
n. agreements, expenses that you are expected to share, local law and other factors.
idit
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Natural Gas Royalty Estimate

ere is the data that you entered

125 | Your royalty rate.

$259 | Average wellhead gas price.

1 Average well production rate in millions of cubic feet per day.

283 Acres you own within the well's production unit.

283 Number of acres in the well's production unit.

$9,712.50 | Your expected royalty payment per MONTH (before expenses).

Calculate another royalty

Don't assume that you are rich yet. Learn about natural gas well decline rates

This information is provided by Geology.com for entertainment purposes. The amount of your actual

royalty can differ significantly from what is shown above. The royalty payment above is based upon the

information that you provided. It includes assumptions which might not fully represent the conditions of
your lease/royalty agreement and market conditions at the time your gas goes to sale.
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