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Executive Summary 
 
 
As the oil industry continues to collect 
record profits from high oil and gasoline 
prices, President George Bush is poised to 
sign into law an energy bill that allows the 
oil companies to pay even less in taxes and 
less in royalties for publicly-owned 
resources.  Meanwhile, the new energy law 
will exempt the oil industry from several 
environmental laws, allowing even the 
most profitable companies to pollute our 
waterways and drinking water. Finally, on 
several issues that affect the oil and gas 
industry, the new energy law will wrest 
decision-making power away from state 
and local governments, giving it instead to 
more industry-friendly federal agencies.  
ExxonMobil, the world’s largest private oil 
company, could benefit handsomely from 
this flawed energy plan. 
 
The energy bill that passed the House on 
July 28, 2005 and the Senate on July 29, 
2005 includes at least $4 billion in 
subsidies and tax breaks for the oil 
industry, which is reaping enormous 
windfalls at a time of rising oil and 
gasoline prices.  Between April and June 
2005, BP recorded profits of $5 billion and 
ConocoPhillips $3.1 billion.  ExxonMobil’s 
second quarter profits of almost $8 billion 
gave the company more than $15 billion in 
profits in the first half of 2005 alone.  This 
adds to the company’s record-breaking 
profit of $24 billion in 2004.   
 
Rather than moving America toward a 
cleaner energy future, the new energy law 
is a boon to Big Oil.  ExxonMobil, as the 
largest and most profitable private oil 
company in the world, stands to benefit 
from this energy policy in several ways. 

Trampling on States’ Rights  
 
• The new energy law preempts state 
authority in the siting and construction of 
liquefied natural gas (LNG) facilities, 
which pose legitimate safety concerns best 
addressed by states and local communities.  
The law also weakens states’ rights under 
the Clean Water Act and the Clean Air Act 
in the permitting of LNG facilities and 
natural gas pipelines.  ExxonMobil and 
Qatar Petroleum have plans to deliver 15.6 
million tons a year of LNG from Qatar to 
the U.S.  As such, ExxonMobil is working 
to build onshore LNG receiving terminals 
near Corpus Christi and Port Arthur, 
Texas and potentially more.  The new 
energy law will make it easier for 
ExxonMobil to win approval for these and 
future LNG facilities even if the states or 
local communities object. 
 
• The new energy law calls for conducting 
a “seismic inventory” of oil and gas in the 
Outer Continental Shelf along America’s 
coasts, including areas that are currently 
off-limits to energy development.  This 
could pave the way for offshore drilling in 
protected areas, such as Florida’s Gulf 
coast.  The energy policy also limits states’ 
ability to influence and participate in 
decisions about federal projects that affect 
their coasts. ExxonMobil could reap the 
benefits of easier access to coastal waters.  
Aera Energy, a joint venture of 
ExxonMobil and Shell, owns more than 
half of the 36 undeveloped leases along 
California’s southern coast.  Moreover, 
ExxonMobil already is one of the largest 
drillers in the Gulf of Mexico. 
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Fleecing Taxpayers and the Federal 
Treasury 
 
• The new energy law also will allow the oil 
industry to avoid paying its fair share of 
taxes and royalties for publicly-owned 
resources.  It offers the oil industry, 
including ExxonMobil, $1.7 billion in new 
tax breaks and untold millions in 
additional “royalty relief” programs to 
make oil and gas development cheaper and 
more profitable. Although the Bush 
administration embraced the final energy 
bill, Energy Secretary Samuel Bodman 
berated the bill’s tax breaks and royalty 
exemptions to oil and gas companies “that 
don’t need incentives with oil and gas 
prices being what they are today.” 
 
• The new energy law will suspend the 
payment of royalties for publicly-owned 
oil and gas from offshore leases in the 
deeper waters of the Gulf of Mexico.  In 
addition, the law authorizes up to $1.5 
billion in new subsidies to the oil industry 
for ultra-deepwater oil drilling and 
exploration.  ExxonMobil is an industry 
leader in deepwater development and 
estimates that deepwater oil and gas will 
account for more than 20 percent of the 
company’s production by 2010. 
 
• The new energy law will allow the oil 
industry to forgo royalty payments to the 
federal treasury for oil drilled in areas off 
Alaska’s coastline. It also offers royalty 
exemptions for natural gas production on 
the Outer Continental Shelf and for on-
shore federal lands in Alaska.  According 
to the State of Alaska, ExxonMobil 

currently has an interest in 187,000 acres 
on- and off-shore. 
 
Polluting America’s Water 
 
• Several provisions of the new energy 
policy will weaken the Clean Water Act 
and Safe Drinking Water Act, allowing 
ExxonMobil and other oil companies to 
pollute America’s waterways and drinking 
water with impunity.   
 
• The new energy law allows the producers 
and distributors of MTBE, a toxic gasoline 
additive, to remove new MTBE claims 
from state court to federal court.  This 
could unfairly deprive injured parties of 
their right to have claims heard in state 
courts and could derail legal claims. 
ExxonMobil is one of the country’s top 
MTBE producers and also owns service 
stations across the country implicated in 
MTBE contamination of groundwater. 
 
Even though ExxonMobil stands to 
benefit a great deal from this energy 
policy, the company has the power to 
direct the oil industry and American 
decision-makers toward a new energy 
future.  As the largest independent energy 
company in the world, ExxonMobil’s 
decisions can affect the rest of the industry 
over the long term. The “Exxpose Exxon” 
coalition, comprised of a dozen of the 
nation’s largest environmental and public 
interest groups, calls on ExxonMobil to 
use its leadership position to craft a new 
energy strategy that goes beyond drilling 
to the last drop.   
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of the money to oil companies that 
apply.18   
 
ExxonMobil is the industry leader in 
deepwater development.  In the Gulf of 
Mexico, ExxonMobil has one of the 
leading deepwater acreage positions, with 
interests in 593 deepwater blocks (about 
3.4 million gross acres).19  Worldwide, the 
company has a stake in nearly 800 
deepwater blocks covering more than 135 
million acres — an area the size of France.  
ExxonMobil expects that deepwater oil 
and gas will account for more than 20 
percent of the company’s production by 
2010.20  
 
Royalty Relief for Drilling in Alaska 
 
The new energy law allows the oil industry 
to forgo royalty payments to the federal 
treasury for oil drilled in areas off Alaska’s 
coastline. It also offers royalty exemptions 
for natural gas production on the Outer 
Continental Shelf and for on-shore federal 
lands in Alaska. 
 
According to the State of Alaska, 
ExxonMobil currently has an interest in 
187,000 acres on- and off-shore.21  
ExxonMobil is the largest resource owner 
in the Prudhoe Bay field (ExxonMobil’s 
interest is 36 percent).22  ExxonMobil also 
is “focusing on securing the legislative and 
fiscal framework it needs” to pursue the 
natural gas resources of Prudhoe Bay and 
Point Thompson in Alaska.  The Alaska 
project will involve nearly 1,700 miles of 
pipe and will be capable of handling four 
to five billion cubic feet of natural gas per 
day.23

 

“Royalties-in-Kind” Program  
 
The new energy law establishes a 
“royalties-in-kind” program that enables 
oil companies to pay royalties for drilling 
on federal lands in federal waters by giving 
the government oil rather than cash.  The 
Government Accountability Office (GAO) 
has completed several studies, most 
recently in 1998, showing that royalty-in-
kind programs deprive taxpayers and the 
federal government of their just dues.  In 
May 1999, Susan D. Kladiva, Associate 
Director of Energy, Resources and Science 
Issues at the GAO, testified before a House 
subcommittee and reiterated GAO’s 1998 
findings.  She stated that the government’s 
taking of royalties-in-kind “would not be 
feasible except under certain conditions,” 
such as easy access to pipelines, 
competitive arrangements for processing 
gas, and expertise in marketing oil and 
gas, which “are currently lacking for the 
federal government and most of the federal 
leases.”24

 
The Department of Interior also has 
completed several pilot programs to gauge 
whether federal level royalty-in-kind 
programs could work.  All of the pilots 
have failed, losing significant revenues in 
comparison to dollars received from 
traditional royalty programs that deal in 
cash—even though the Department of 
Interior selected oil and gas leases most 
likely to succeed in generating comparable 
income.  According to the Project on 
Government Oversight, the first pilot 
program to collect gas royalties-in-kind 
lost $4.7 million.  A second pilot program 
to collect oil royalties-in-kind lost $3 
million, according to an independent 
economist, despite Interior’s claim that it 
made an $800,000 profit.25  
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Tax Breaks for Profitable Oil 
Companies 
 
In addition, the new energy law provides 
$1.7 billion in tax breaks to the oil and gas 
industry, including a provision that will 
enable oil companies to deduct the cost of 
exploring for oil and gas even when they 
find oil.  This particular provision alone 
will cost taxpayers and the federal 
treasury nearly $1 billion over the next ten 
years.  Under current law, an oil company 
must treat geological and geophysical 
expenditures for gathering data on a 
particular piece of land as a capital 
investment.  If the company fails to find 

oil, it can deduct the geological and 
geophysical costs as a loss. The new energy 
law, however, will enable companies to 
amortize these expenses over two years 
even in cases where they find oil. 
 
Although the Bush administration 
embraced the final energy bill, Energy 
Secretary Samuel Bodman berated the 
bill’s tax breaks and royalty relief to oil 
and gas companies “that don't need 
incentives with oil and gas prices being 
what they are today.”26  President Bush 
himself has said “with $55 oil we don't 
need incentives to oil and gas companies to 
explore. There are plenty of incentives.”27

 
 
 

Exempting the Oil Industry from Environmental Protections 
 
 
Polluting America’s Waterways 
 
Several provisions of the new energy law 
would allow ExxonMobil and other oil 
companies to pollute America’s 
waterways, drinking water, and surface 
waters with impunity.   
 
• The energy law amends the Safe 
Drinking Water Act to allow the 
unregulated underground injection of 
chemicals—some of which are known 
carcinogens—during oil and gas 
development using a process called 
hydraulic fracturing or “fraccing.”   
 
• The new energy law exempts all oil and 
gas construction activities, including 
construction of roads, drill pads, pipeline 
corridors, refineries, and compressor 
stations, from Clean Water Act 
requirements to control stormwater runoff. 

The quality of nearby lakes, rivers, 
streams and wetlands is threatened by 
sediment and other pollutants in 
stormwater runoff that pours off of oil and 
gas construction sites and into these 
waters.  
 
• The energy law may exclude a broad 
range of oil and gas exploration and 
drilling activities from public involvement 
and impact analysis under the National 
Environmental Policy Act. 
 
Polluting America’s Drinking Water 
 
MTBE (methyl tertiary butyl ether) is a 
toxic gasoline additive that leaks out of 
underground gasoline storage tanks and 
from gasoline spills, dissolves and spreads 
readily in groundwater, does not degrade 
easily, and is difficult and expensive to 
remove. MTBE is a probable human 
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carcinogen, and even very low levels of the 
chemical render water undrinkable 
because of its harsh taste and odor.   
 
The oil industry has been lobbying 
Congress to shield major oil companies 
from federal and state product liability 
lawsuits filed by communities suffering 
from MTBE contamination of drinking 
water supplies.  The final energy policy 
does not provide the oil industry with this 
liability waiver, but it does allow 
producers and distributors of MTBE to 
remove new MTBE claims from state 
court to federal court.  This could unfairly 
deprive injured parties of their right to 
have claims heard in state courts and 
could derail legal claims, effectively 
shielding those companies responsible for 
MTBE contamination from full liability 
for the damages they have caused.  In 
addition, the final energy law does not ban 
the use of MTBE nationwide.  As long as 
MTBE continues to be used and 
manufactured in the U.S., the chemical 
will continue to contaminate drinking 
water supplies. 
 
ExxonMobil is one of the country’s top 
MTBE producers28 and also owns service 
stations across the country implicated in 
MTBE contamination.  As such, 
ExxonMobil is the subject of several 
lawsuits aimed at holding the company 
responsible for MTBE contamination of 
groundwater.   
 
• New Hampshire’s attorney general has 
filed a lawsuit in state court against 22 oil 
companies for MTBE contamination, 
including ExxonMobil.29  The state claims 
that the manufacturers and refiners 
produced a defective product and violated 
state environmental and consumer 
protection laws. The state also asks the 

court to hold the companies responsible for 
all costs associated with addressing the 
problem, including investigative and 
cleanup costs, and to assess monetary 
penalties.  The New Hampshire case is 
currently in a federal appeals court 
awaiting a ruling on the state’s attempt to 
have the suit heard in state court.   

 
• In Fallston, Maryland, ExxonMobil 
closed its service station in April 2005 
under mounting pressure from residents, 
who blame the station for MTBE 
contamination in local drinking water.  
This may be the biggest incidence of well 
contamination in state history, with more 
than 225 residential wells containing traces 
of MTBE. The contamination has spawned 
two class action lawsuits and state 
legislation to address MTBE 
contamination.30   

 
• The Plainview Water District in New 
York sued ExxonMobil in State Supreme 
Court in Nassau County to force it to 
remove MTBE pollution from local 
groundwater and pay Plainview’s water-
treatment and monitoring costs; Shell was 
later added as a defendant. The suit also 
seeks punitive damages.31

 
Internal company memos obtained by the 
Environmental Working Group show that 
Exxon (before merging with Mobil to form 
ExxonMobil) knew of the potential 
hazards of MTBE in the 1980s.  A 
document dated April 3, 1984 from an 
Exxon employee said:  
 
“[W]e have ethical and environmental 
concerns that are not too well defined at 
this point; e.g., (1) possible leakage of 
[storage] tanks into underground water 
systems of a gasoline component that is 
soluble in water to a much greater extent 
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[than other chemicals], (2) potential 
necessity of treating water bottoms as a 
’hazardous waste,’ [and] (3) delivery of a 
fuel to our customers that potentially 
provides poorer fuel economy.... ”32   
 
That same year, an Exxon engineer wrote 
the first in a series of memos outlining how 
MTBE could add to groundwater 
“incident costs” and “adverse public 
exposure”: 
 
“Based on higher mobility and taste/odor 
characteristics of MTBE, Exxon’s 

experiences with contaminations in 
Maryland and our knowledge of Shell’s 
experience with MTBE contamination 
incidents, the number of well 
contamination incidents is estimated to 
increase three times following the 
widespread introduction of MTBE into 
Exxon gasoline....” Later, the document 
notes: “Any increase in potential 
groundwater contamination will also 
increase risk exposure to major 
incidents.”33
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Conclusion 
 
Our country remains overly dependent on 
oil, which has serious consequences 
ranging from rising gasoline prices that 
burden every American to global warming 
that threatens current and future 
generations.  This addiction to oil 
represents a failed energy strategy, one 
that shows no sign of moving America 
toward a smarter, cleaner, and more 
reliable energy future.  Unfortunately, the 
energy bill passed by Congress in July 
2005 perpetuates this failed energy 
strategy, exacerbating rather than solving 
these problems. 
 
The new energy law’s heavy tilt toward 
big oil companies reflects the influence of 
ExxonMobil and other oil companies on 
policy-makers in Washington, DC.   Since 
2000, ExxonMobil has spent almost $37 
million on lobbyists to push its agenda on 
Capitol Hill, including $7.7 million in 2004 
alone.34  ExxonMobil has hired numerous 
contract lobbyists to work Capitol Hill and 
the Bush administration.  Since 1998, this 
company has hired 13 firms to lobby the 
federal government on its behalf.  It has 
employed 105 lobbyists itself or through a 
firm since 1998, of whom 27 formerly 
worked for Congress or the federal 
government.35     
 
With its legions of lobbyists and record-
breaking profits, ExxonMobil has the 
power to wreak significant damage on the 
world’s environment, but it also has the 
power to direct the oil industry and 
American decision-makers toward a new 

energy future.  Unfortunately, this is 
unlikely to happen unless citizens band 
together to “Exxpose Exxon” and 
convince the company to change.   
 
As such, the “Exxpose Exxon” campaign 
(www.ExxposeExxon.com) is calling on 
ExxonMobil to: 
 
• Commit to not drill in the Arctic 
National Wildlife Refuge and pull out of 
Arctic Power, the single issue lobbying 
group dedicated to drilling in the Arctic 
Refuge. 
 
• Support mandatory caps on global 
warming pollution and stop funding junk 
science to obscure the facts about global 
warming. 
 
• Save consumers money at the pump and 
ease our oil dependence by investing in 
renewable energy and energy efficiency 
and supporting stronger fuel economy 
standards to make cars go farther on a 
gallon of gasoline. 
 
• Pay all of the punitive damages awarded 
in 1994 to fishermen and others injured by 
the 1989 Exxon Valdez oil spill. 
 
As the world’s largest and most profitable 
oil company, ExxonMobil should shed its 
past as an irresponsible oil company and 
move forward as a responsible energy 
company—one committed to more than 
drilling to the last drop. 
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