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INTRODUCTION
Clients and Friends:

The Appalachian Basin has been unrivaled in its impact on shale development that has, in 
large measure, contributed to the continued growth in U.S. oil and gas production. Natural 
gas production in Pennsylvania, West Virginia and Ohio is expected to continue to lead the 
way in keeping the Appalachian Shale play at center stage in U.S. natural gas development. 

What is happening now in the energy industry is akin to a market correction.    
A host of factors are responsible for current conditions, including low commodity 
pricing, inadequate pipeline capacity to transport the material to market, capital 
cutbacks, staffing layoffs, increased scrutiny from lenders/investors and increased  
costs associated with regulatory compliance.  Energy companies are recalibrating  
their game plans as they weather current conditions and anticipate new opportunities  
to produce and transport oil and natural gas.

The events of the past year and industry’s outlook are unprecedented in that the shale 
industry is challenged more than ever to operate smarter through efficiencies, improvements  
in technology and prudent business strategies to protect margins and profitability. 

These unprecedented times also call for anticipating what’s ahead for our clients. That’s why 
our attorneys are at the forefront of addressing key issues and impacts from emerging state and 
federal legislation and rulemaking that lie ahead as operators find and promote new uses for 
natural gas. Shell’s announcement on June 7, 2016, that it is proceeding with construction of 
the cracker near Monaca, Pennsylvania, is a major development in the expanding market for 
natural gas. 

In many areas of the Basin, regulation is a key driver of escalating operating costs and 
has the potential to hamper investment, freeze capital expenditures and limit strategic 
options for E&P and midstream companies. These are truly challenging times which  
call for unique, creative solutions from industry players, advisors and suppliers. 

In this year’s Babst Calland Report, our multidisciplinary team of energy, environmental, 
regulatory and pipeline safety attorneys highlight key business and regulatory issues 
facing the shale industry.

• With production of natural gas in the United States at all-time highs through early 
2016, and with the price of natural gas generally at a five-year low, natural gas producers, 
particularly in the Appalachian Basin, are facing significant financial challenges. 

• In 2015, 42 North American oil and gas exploration and production companies filed 
for bankruptcy protection. At least another 29 have filed in 2016 as of this writing, 
and continuing price pressure may very well result in additional bankruptcy filings. 
Conversely, the insolvency of some production companies is likely to present good 
opportunities for new players to enter the market. 

The shale industry  
is challenged  

more than ever  
to operate  

smarter through  
efficiencies, 

improvements in 
technology and  

prudent business 
strategies to  

protect margins  
and profitability. 
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• On April 8, 2016, the Pipeline and Hazardous Materials Safety Administration (PHMSA) 
issued a long-awaited notice of proposed rulemaking asserting new safety and regulatory 
requirements for energy operators in response to congressional mandates. This year, our 
Firm opened a Washington, D.C. office staffed by former PHMSA attorneys to counsel 
clients on PHMSA compliance matters and other transportation-related issues.

• The Pennsylvania Environmental Quality Board’s anticipated Chapter 78 and Chapter 78a 
regulations remain the focal points of an increasingly stringent regulatory landscape for the 
oil and natural gas industry in Pennsylvania. Additionally, during the past year, significant 
changes to federal and state environmental protection standards concerning air, water, and 
waste management affect significant aspects of production and midstream operations.

• The oil and gas industry continues to confront workforce issues in the areas of employee 
health and safety, wage and hour regulation, and employee classification. Rulemaking by the 
Occupational Safety and Health Administration (OSHA) has further increased the burden on 
the industry to protect workers and widens the exposure to potential enforcement penalties.  

• Municipalities in Pennsylvania continued to take advantage of the Pennsylvania Supreme 
Court’s invalidation of Act 13’s statewide zoning limitations by enacting more expansive and 
stringent local oil and gas development regulations in 2015. 

• In this time of unprecedented economic challenges, evaluation of litigation strategy is more 
important than ever. While the number of new nuisance suits in Pennsylvania and Ohio 
have plateaued, such suits are on the rise in West Virginia.

• Cost control and operational efficiency are likely to remain critical to upstream success in 
the near term. 

As this dynamic market continues to evolve, Babst Calland remains committed to providing 
insights and support for energy operators in the midst of strategic change for the long-term 
benefit of the industry, environment and communities where they operate. 

If you would like to discuss how we can assist your organization with these challenges, please 
contact me at 412.394.5452, or at jreinhart@babstcalland.com. Thank you.

Joseph K. Reinhart
Shareholder and Co-Chair,  
Babst Calland Energy and Natural Resources Group
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PREFACE 
by Kathryn Z. Klaber, The Klaber Group

Gone are the days when tracking rig count served as a sufficient measure of oil and gas 
industry activity in a basin.  Many technical, business and policy drivers are influencing 
capital investment decisions, amidst a truly unprecedented operating landscape across all 
aspects of the industry.

Production

Industry innovation continues to improve, with longer well laterals, better fracturing 
techniques, and persistent cost reductions. As a result, both actual and potential 
productivity are up. According to the Energy Information Administration (EIA), last year, 
oil production in America reached a record average of 9.4 million barrels per day while 
imports dropped to their lowest levels in decades.  Natural gas output reached new highs 
– at 79 billion cubic feet per day (Bcf/d) in 2015, an increase of five percent from the prior 
year, with the Appalachian Basin responsible for a large part of the growth, offsetting lower 
production in other regions. For the first time, hydraulically fractured wells accounted  
for more than half of U.S. oil and gas production.

In recent months, rig counts in Pennsylvania, Ohio and West Virginia have generally held 
stable, even as the national count fell then slightly rebounded along with oil prices.  But 
notably, there hasn’t been this low number of rigs running in Pennsylvania since 2007, just 
before the Marcellus Shale boom, according to Baker Hughes historical data. West Virginia 
hasn’t been this low since 1995 and Ohio since 2010. Nationally, oil and gas rig count has 
been at historic lows of 408 in the U.S. in early June, with 20 percent drilling for natural gas.

Working natural gas inventories ended this winter heating season at 2,478 Bcf, exceeding the 
previous end-of-March record high of 2,473 Bcf, set in 2012, according to EIA.  
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Inventory withdrawals were constrained because of warm winter weather and 
continued high levels of domestic natural gas production.  

Price

All of this production, combined with the ability to quickly ramp up new 
production, has resulted in historic low prices.  Oil fell to below $30 per barrel 
earlier this year, rebounded by mid-year, but is still extremely volatile.  Natural gas 
prices remained around $2 per million British thermal units (MMBtu), with even 
lower prices in areas constrained by limited pipeline infrastructure.

Whereas oil and gas price fluctuations are nothing new, there seems to be a 
fundamental shift in that experts don’t see boom/bust cycles continuing as they have 
in the past. Instead, the new normal, resulting from the technological breakthroughs 
at the heart of the shale revolution, is characterized by continued lower prices driven 
by readily available supply.

Commodity prices now reflect U.S. production growth from shale gas.
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Markets

Oil has been a global commodity, but U.S. natural gas has generally been geographically 
constrained.  Not anymore.  U.S. shale gas for the first time has entered Europe, a region 
dominated by Russian and Norwegian supplies.  Portugal received the tanker Creole 
Spirit, the sixth cargo shipment from Cheniere Energy Inc.’s Sabine Pass facility, and the 
first shipment left the plant in Louisiana for Brazil in February.  Earlier this year, the first 
Appalachian ethane shipment arrived in Norway via the Port of Philadelphia.  

Vast domestic gas production has driven imports to 2.6 Bcf/d, their lowest levels in two 
decades, and EIA expects that the United States will become a net exporter of natural gas by 
mid-2017.  More than half of U.S. total LNG production may be destined for Europe by 
2020, according to Wood Mackenzie.

The domestic energy mix is shifting in large part due to shale development.  The EIA said 
that for the first time on an annual basis, natural gas is likely to be responsible for 33 percent 
of electricity generation in the U.S. during 2016, just edging out coal industry’s 32 percent.  

Shale gas resources are also driving an unprecedented number of domestic chemical industry 
projects, driven by petrochemical production costs that have become dramatically more 
competitive in the U.S. over the last 10 years, according to the American Chemistry Council 
(ACC).  ACC has tracked the rapid growth to more than 250 announced chemical industry 
projects, with over $150 billion in investments, from nearly none in 2010.  Another 500+ 
plastics industry projects are also driven by domestic shale development.

Policy Landscape

Perhaps the success of on-shore shale development has created unprecedented opposition 
by both established and grassroots interest groups.  As a result, public officials have been 
pressured on many decisions impacting the industry, balancing the clear economic and energy 
security benefits with constituent concerns.  Yet, wells are being drilled and record pipeline 
approvals have been granted by the Federal Energy Regulatory Commission (FERC).

The industry will need constant vigilance for the onslaught of new requirements under 
development at the local, state and federal levels of government, despite several landmark 
studies by government agencies declaring the industry as safe.  Similar vigilance will be 
necessary in the courts as record penalty assessments and settlements are imposed and agreed 
to, and new and creative ways are developed by plaintiffs to sue producers on the theory that 
correlation constitutes causation and to sue regulatory agencies to obtain favorable settlements 
on regulatory issues.

Within this context, it becomes even more important than ever for companies operating 
in the industry to have a strong legal team to confront their on-going, new and emerging 
challenges.  Babst Calland has prepared this annual industry report, reflecting the firm’s deep 
knowledge of and experience with the myriad issues and opportunities ahead for this dynamic 
business sector.




