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DRILLING FOR ANSWERS: OIL COMPANY
PROFITS, RUNAWAY PRICES AND THE PUR-
SUIT OF ALTERNATIVES

TUESDAY, APRIL 1, 2008

HOUSE OF REPRESENTATIVES,
SELECT COMMITTEE ON ENERGY INDEPENDENCE AND
GLOBAL WARMING,
Washington, DC.

The Committee met, pursuant to call, at 12:00 p.m., in Room 210
Cannon House Office Building, Hon. Edward Markey [chairman of
the Committee] presiding.

Present: Representatives Markey, Blumenauer, Inslee, Larson,
Solis, Herseth Sandlin, Cleaver, Hall, McNerney, Sensenbrenner,
Shadegg, Walden, Miller, Sullivan, and Blackburn.

Staff present: Morgan Gray.

The Chairman. The Select Committee on Energy Independence
and Global Warming is called to order, and we welcome all of you
to our very important hearing today.

Yesterday Americans saw that the price of gasoline hit a record
high price. Today on April Fool’s Day, consumers all over America
are hoping that the top executives from the five largest oil compa-
nies will tell us that these soaring gas prices are just part of some
elaborate hoax.

Unfortunately, it is not a joke. For nearly eight years this admin-
istration’s energy policy has been in the tank. Shortly after Presi-
dent Bush took office, the price of oil was under $20. A few weeks
ago oil reached an all time record high of $111, and currently
trades at about $100 a barrel.

During the same period, the price of gasoline has nearly tripled
from $1.11 a gallon in 2002, to yesterday’s all time high when it
hit $3.29 a gallon. And as we approach the summer driving season,
skyrocketing gas prices are likely to soar even higher.

Each week American consumers go to the gas pump and pay the
price for this administration’s failed energy policy. Twenty percent
of all households in America make less than $20,000 a year. With
gas prices at $3.29 a gallon, the poorest 20 percent of American
households are spending nearly ten percent of their income just on
gasoline.

American consumers also know that the major oil companies are
reaping a major financial windfall. Big oil’s profits have more than
quadrupled over the last six years. Just last year alone Exxon
Mobil recorded more than $40 billion in profit, the greatest cor-
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porate profit in history, and the five companies sitting before us
today netted a combined $123 billion in profit in 2007.

And what is the oil industry doing with all of this profit? Unfor-

tunately, it goes as much to financial engineering as to renewal en-

ineering. Last year the five largest oil companies spent more than
%50 billion on schemes to prop up the price of their stock, and as
they rake in the profits at a record clip, the major oil companies
supported by the Bush administration are opposing legislation that
would take $18 billion in tax breaks they currently receive and re-
direct it to renewable fuels and clean energy.

In April of 2005, President Bush said, “With $55 a barrel oil, we
don’t need incentives for oil and gas companies to explore,” and
that was true in 2005. With the price of oil now doubled and our
planet’s thermometer rising, this administration must end its oppo-
sition to the renewable energy incentive package that the House
passed last month.

So on April Fool’s Day the biggest joke of all is being played on
American families by big oil while using every trick in the book to
keep billions in federal tax subsidies even as they rake in record
profits.

Three things must happen immediately in order to insure the
consumers can begin to get relief from high prices. First, the poor-
est Americans are now spending an average of ten percent of their
income to pay for gasoline. We need the companies here today to
make a similar commitment to American families and pledge to in-
vest at least ten percent of their profits in renewable energy and
biofuels, to develop alternatives that will help consumers.

Second, your companies and the Bush administration must sup-
port, not oppose, legislation, that will unleash the renewable revo-
lution we need in order to become energy independent and cut
global warming emissions.

And finally, the Bush administration must stop filling the stra-
tegic petroleum reserve during periods of high prices in order to
send a signal to the market and oil speculators that Americans will
not be held hostage by those high prices. For too long this adminis-
tration’s energy policy has led to tax breaks for big oil and tough
breaks for American families. American consumers should not have
to break the bank to fill the tank.

The American people deserve answers, and it is time for big oil
to go on record about these record prices.

And now I would like to recognize the Ranking Member of the
Select Committee, the gentleman from Wisconsin, Mr. Sensen-
brenner.

[The prepared statement of Mr. Markey follows:]
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Yesterday, Americans saw that the price of gas hit a record high price. Today, on April Fool’s Day, consumers all
over America are hoping that the top executives from the five largest oil companies will tell us that these soaring
gas prices are just part of some elaborate hoax.

Unfortunately, it’s not a joke. For nearly eight years this administration’s energy policy has been in the tank.

Shortly after President Bush took office, the price of oil was under $20. A few weeks ago, oil reached an all-time
record high of $111 and currently trades over $100.

During this same period, the price of gasoline has nearly tripled -- from $1.11 a gallon in 2002 to yesterday’s all-
time high, when it hit yet another record of $3.29 a gallon.

And as we approach the summer driving season, skyrocketing gas prices arc likely far from over.

Each week, American consumers go to the gas pump and pay the price for this administration’s failed energy
policy. 20 percent of ail households in America make less than $20,000 a year. With gas prices at $3.29 per
gallon, the poorest 20 percent of American households are spending nearly 10 percent of their income just on
gasoline.

American consumers also know that the major oil companies are reaping a major financial windfall. Big Qil’s
profits have more than quadrupled over the last six years. Just last year alone, Exxon Mobil recorded more than
$40 billion in profit -- the greatest corporate profit in history -- and the five companies sitting before us today
netted a combined $123 billion.

And what is the oil industry doing with all this profit? Unfortunately, it goes as much to financial engineering as
to renewable engineering. Last year, the five largest oil companies spent more than $50 billion on schemes to
prop up the price of their stock.

And as they rake in profits at a record clip, the major oil companies, supported by the Bush administration, are
opposing legislation that would take eighteen billion dollars in tax breaks they currently receive and redirect it to
renewable fuels and clean energy.

In April of 2005, President Bush said “with $55 oil, we don’t need incentives for oil and gas companies to
explore.” With the price of oil now doubled and our planet’s thermometer rising, this Administration must end its
opposition to the renewable energy incentive package that the House passed last month,

So on April Fool’s Day, the biggest joke of all is being played on American families by Big Oil who are using
every trick in the book to keep billions in federal tax subsidies, even as they rake in record profits.

Three things must happen immediately in order to ensure that consumers can begin to get relief from high prices.
First, the poorest Americans are now spending an average of 10 percent of their income to pay for gasoline. We
need the companies here today to make a similar commitment to American families and pledge to invest at least
10 percent of their profits in renewable energy and biofuels to develop aitematives that will help consumers.



4

Second, your companies and the Bush administration must support, not oppose, legislation that will unleash the
renewable revolution we need to become energy independent and cut global warming emissions.

And finally, the Bush Administration must stop filling the Strategic Petroleum Reserve during periods of high
prices in order to send a signal to the market and oil speculators that Americans won’t be held hostage by high
prices.

For too long, this Administration’s energy policy has led to tax breaks for Big Oil, and tough
breaks for American families. American consumers shouldn’t have to break the bank to fill the
tank. The American people deserve answers and it is time for Big Oil to go on record about these
record prices.
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Mr. SENSENBRENNER. Thank you, Mr. Chairman.

Today’s hearing is about high gas prices, and it is an issue that
my Wisconsin constituents understand all too well. Due to a host
of factors, including one of the highest gasoline taxes in the nation,
my constituents pay some of the highest gas prices in the nation.
In fact, just yesterday the American Automobile Association
showed that gasoline is more expensive in my district than it is in
Manhattan. In both places gas is at least 50 cents a gallon higher
than it was at this time last year.

Already reports are showing that Wisconsin residents may soon
be feeling even more pinched due to rising fuel costs. The Capital
Times in Madison reported that freight truck drivers are feeling
the weight of higher diesel prices, citing data from AAA Wisconsin
that shows diesel averaging $4.08 a gallon, up more than 50 cents
from just last month.

The story correctly notes that about 80 percent of the goods
shipped in the U.S. use diesel powered trucks. The truck drivers
are feeling the pinch, but it is being passed on to all of us. In fact,
the high price of oil is one reason why my local investor owned util-
ity, We Energies, is asking state regulators to approve a rate hike.

It is not surprising that gas and oil prices are going up. World-
wide demand is skyrocketing, too. Not only is there an increasing
need for energy resources in this country, but countries like China
anddIndia have energy demands that far exceed their historical
needs.

One thing we know for sure is that the worldwide demand for
energy resources is going to keep growing in the future and that
we need an energy policy that will allow us to meet those needs
without slowing the economy.

Last May the Select Committee had a hearing on rising gas
prices where we heard about the big impact that the oil and gas
companies have on the economy. Everyone knows the impact that
gasoline can have on goods in the market, but we also heard that
these companies create a lot of good jobs and their expanded in-
vestment in market driven research and technology only serves to
create more jobs.

The oil companies that we will hear from today are going to be
called on to help meet the rising global energy demand. Naturally
they are looking for new sources of traditional fossil fuels, and it
is my hope they will continue to bring these new energy sources
on line. Unfortunately, many of those sources are on unstable parts
of thle world with unsavory leadership, places like Nigeria and Ven-
ezuela.

But from their testimony today, it is clear that the oil companies
are looking for new sources of energy like wind, solar, and biofuels.
There is a growing market for these new technologies. These execu-
tives know what the future holds both from their own studies and
from groups like the National Petroleum Council. They know that
their companies will have to be able to draw on diverse sources of
energy in order to meet the rising demand.

Now, I, too, believe that energy diversity must be a key part of
U.S. energy strategy, and that includes traditional fossil fuels in
addition to renewable energy, improved energy efficiency, and nu-
clear power. Any reasonable energy policy must recognize that we
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need affordable supplies of energy, and that oil and gas must con-
tinue to play a dominant supply role for the foreseeable future.

I look forward to today’s testimony from our witnesses who are
striving to meet the challenge of securing energy in an insecure
world and yield back the balance of my time.

The CHAIRMAN. Okay. The gentleman’s time has expired.

The Chair recognizes the gentleman from Oregon, Mr.
Blumenauer.

Mr. BLUMENAUER. Thank you, Mr. Chairman.

I appreciate the opportunity to hear from the witnesses about
their ideas about how to increase the use of renewable and alter-
native energy sources and reduce our dependence on oil.

You framed part of the question. People are, I think, understand-
ably anxious about issues, the juxtaposition of record profits while
paying more from the pump, and I look forward to people clarifying
that part of the equation.

But it leads to a discussion about what subsidies, if any, oil com-
panies actually need to continue to be successful and at what part
of the energy business. We have seen the industry capable of mak-
ing profit selling existing cost effective technology, but still we see
billions of dollars in subsidies from the American taxpayer, one of
which it never really was intended to get when we made the
change in 2004 repealing an export subsidy that was in violation
of the WTO rules. The oil and gas industry was explicitly not eligi-
ble for the repealed subsidy, yet through the magic of the legisla-
tive process found themselves included in the replacement benefit,
a bonus to the industry that was already booming, and as you
quoted President Bush, oil at $55 a barrel he said did not need in-
centives for oil and gas companies to explore.

I am interested in being able to explore with our witnesses at
what point an industry becomes sufficiently mature that it no
longer needs as much taxpayer help, and what parts of the busi-
nesses that are represented here today do need specific subsidies
to be profitable.

In the written testimony that I have reviewed, you describe a ro-
bust renewable and alternative energy program that virtually all
of the companies are involved with now and express support for re-
newing tax credits for the production of wind and solar power.

I personally believe that this is where we should be putting
scarce taxpayer resources, not into existing technology which prob-
ably no longer needs our help, but in areas where the cost of pro-
duction and the curve of cost effectiveness is not quite as clear.

And I look forward to being able to explore with our witnesses
how we have passed this point and where we need to go in the fu-
ture to maximize our entry into a renewable, sustainable future.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

The gentleman’s time has expired. The Chair recognizes the gen-
tleman from Arizona, Mr. Shadegg.

Mr. SHADEGG. Thank you, Mr. Chairman, and I assume that we
are working under the rule that if I abbreviate my opening state-
ment I get more time to ask questions?

The CHAIRMAN. I think it is an all or nothing.
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Mr. SHADEGG. It is an all or nothing situation. Very well. Well,
then it is an all.

Thank you very much, Mr. Chairman, for holding today’s hear-
ing. I think it is extremely important for us as Members of Con-
gress, as well as for all Americans to understand the myriad of rea-
sons for today’s extremely high oil prices and the consequent high
price of gasoline.

In that respect, this hearing is very timely considering that oil
prices recently reached a $112 per barrel high just a few weeks
ago. I am extremely interested in this issue as representing a west-
ern state where we travel great distances and our commutes are
dramatically longer than those of my colleagues who represent
states along the East Coast. These issues are extremely important
to me.

And I also find that there is a sad lacking of basic economic un-
derstanding both here in the United States Congress and in the na-
tion at large. There are many issues, I believe, which are contrib-
uting to the high price of oil and the consequent high price of gaso-
line.

I have in the past tried to encourage further construction of re-
fining facilities without much luck. I believe we are relying on oil
for many uses that would be better suited to other fuels.

I am concerned that if you look at both the issues of supply and
demand, we face a myriad of problems. We face government im-
posed restrictions on supply. There are many, many places, I think,
that all of us know here in America where we have known reserves
of supply, but we are not allowed for various political reasons to
go and look.

Just over a year ago this Congress looked at trying to get either
oil production or natural gas production on the Outer Continental
Shelf at distances far enough off the shore where it would be lit-
erally unknown to anybody on land, and yet we could not enact
that legislation.

In the Air Mountain West where I live, we have thousands of
acres of land that are locked up, and we walk away from that sup-
ply at a time when demand around the world is growing dramati-
cally. China has moved quickly toward being a developed nation.
It has an incredible demand for all commodities, including oil, and
as that demand goes up, of course, that creates a greater demand
around the world.

The result of this is, I believe, not surprising, and it is a spike
in the cost of oil for Americans and a spike in the cost of gasoline
for my constituents who are deeply concerned about the issue. As
my colleague, Mr. Sensenbrenner, noted, we are forced regrettably
to rely on nations that are not our friends to supply oil, and it is
my understanding at least that U.S. oil companies control less than
ten percent of the world’s proven oil reserves, leaving American
consumers often subject to oil prices determined largely by foreign
countries and in some instances by foreign countries who are not
our friends and who use that money to oppose us.

Obviously, we have a tremendous interest in exploring alter-
native forms of energy. I am keenly interested in that myself and
would like to hear what you have to say about it. I, however, do
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not believe that funding alternative energies by taxing current
forms of energy serves American consumers well.

And with that, I yield back the balance of my time.

The CHAIRMAN. The gentleman’s time has expired.

The Chair recognizes the gentleman from Washington State, Mr.
Inslee.

Mr. INSLEE. Thank you.

Just as I was walking in this room I had a fellow from Virginia,
told him where I was headed into, and he said, “Congressman, I
own stock in one of those companies, but give them hell anyway.”

And T thought it was kind of indicative of what you know is the
public sentiment out across the country, but I think that public
sentiment is not because Americans do not understand the laws of
supply and demand and we know that demand is going up with
China and India and supply is somewhat limited. It is because of
these two great abuses that they feel are going on that create this
great anger besides just the price rise, and that is, first, they can-
not understand when they’re paying 328 or 344 out in my State of
Washington at the pump why then you then reach into their pock-
ets and take out another $18 billion on April 15th out of their tax
bill. They cannot understand that.

And when they ask me to give you H., I think that is one of the
reasons, because Americans believe and I think rightfully so that
if you were going to give awards for taxpayer abuses, this would
win the Heisman and the Oscar and the Nobel Prize, to reach into
Americans’ pockets at tax time to take this when these prices are
going up like this.

And, secondly, Americans are concerned that even though we
know, we know we have to wean ourselves off of oil and gas, that
global warming demands this, even though Americans know that
we are the most innovative people on the face of the earth, we are
still seeing a very, very small as a percentage of your revenues in-
vestment in the clean energy technologies that Americans know
that we can perfect to really create a clean energy revolution in
this country.

So I hope that we will produce some thoughts about that. I will
give you one saving grace. I know this to be a difficult hearing for
you. I am not going to ask for your home phone numbers, and that
could be the most effective regulatory system we have, but that is
the one break you will get today.

Thank you.

The CHAIRMAN. The gentleman’s time has expired.

The Chair recognizes the gentleman from Oregon, Mr. Walden.

Mr. WALDEN. Thank you very much, Mr. Chairman, and thank
you for holding this hearing.

I want to welcome our witnesses, and we look forward to your
testimony.

I share the concerns you have already heard from members of
both sides of the aisle. Certainly in a district that spans 70,000
square miles, I can tell you I am hearing a lot from folks I rep-
resent, farmers and ranchers and others who commute extraor-
dinarily long distances, about the price of fuel.
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You know that. We hear it for diesel as well, especially in the
farm community. The inputs into our agricultural products are a
real problem.

What I would like to get to today is to find out how do we over-
come this. Now, I am a big supporter of renewable energy and have
been before it was even popular. Over the last month I bought my
second hybrid vehicle. I now drive one in Oregon and one here in
Washington, DC, and with all due respect, I have cut my payments
to you by 66 percent with my new one in Oregon.

I want to know though how we do both. How do we meet the oil
and gas needs of today in America while we develop the renewable
energy sources, the biofuels, the alternatives that, frankly, are
being developed in my district and elsewhere around the country?
How do we get those going while we still meet this demand?

And we know part of the price spike we are paying on the world
market is related to the devalued dollar. I mean, that is basic eco-
nomics. You see it. We import so much. How do we get America
more energy independent? How do we rely less on imports from for-
eign countries, many of whom, quite frankly, let’s be honest, do not
like us very well, Venezuela among them? So how do we develop
our own resources?

What can we do to help in that effort rather than just throw
rocks at you and your profits, which I think probably a lot of them
have come from most of our districts? I want to know how we solve
the problem.

That is what Americans want us to do here. We can gang up on
you all, and certainly that will happen probably today, as you well
anticipate, but I want to get beyond that and know how do we fix
the problem in America so that we are energy independent, so we
are secure in this country, so that we have the oil and gas we need
as well as develop the renewables so that over the span we can
grow out of an oil-based economy.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

The gentleman’s time has expired. The Chair recognizes the gen-
tleman from Connecticut, Mr. Larson.

Mr. LARSON. Thank you, Mr. Markey, and thank you for con-
ducting this hearing, and thank you gentlemen for joining us today.

Let me start with saying that I believe that the laws of supply
and demand, especially as relates to oil, are completely broken and
malfunctioning. I would like to know your opinion on this. I would
like to know whether you think that, in fact, speculators are driv-
ing up the cost, and paper is to account for a number of the reasons
that let’s say senior citizens have to turn over their entire Social
Security check in order to pay for oil that is delivered to their
homes in the Northeast.

And inasmuch as you receive 107 billion annually in taxpayer
dollars, do you think that that is appropriate? I believe that the
Independent Connecticut Petroleum Association is outraged, these
rock-ribbed Republicans screaming that this whole situation has
been nothing more than manipulation around greed, and they see
it day in and day out with the customers that they are attempting
to make deliveries to who are getting their homes foreclosed on,
cannot afford prescription drugs, cannot afford to buy the food ne-
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cessitated for their living, and yet are turning over their Social Se-
curity checks so that they can pay for their fuel.

That is the kind of problem that we are in, and lastly, with three
percent of the reserves entirely in this nation, is it possible, do you
believe that we can actually drill our way to energy independence?

The CHAIRMAN. The gentleman’s time has expired. The Chair
recognizes the gentlelady from Michigan, Mrs. Miller.

Mrs. MILLER. Thank you, Mr. Chairman.

This Committee was formed to study the issue of global climate
change, how it impacts society, how it impacts our environment,
and today we are going to hear from the leaders of companies that
many in the environmental movement blame for many of the chal-
lenges that we face today. Of course, these are the big oil compa-
nies.

And in the difficult economy that our nation faces, this is the one
industry that is thriving more than ever because of the incredibly
high cost of oil. And everybody complains about the high cost, in-
cluding probably every member of Congress as well, but I will say
this at the outset. I think we should all take a very good look in
the mirror as to some of the culprits about some of the high costs.
We have done nothing as a Congress to advantage ourselves of our
own domestic supply of energy resources in places like the ANWR
or offshore reserves that would make us much less dependent on
foreign oil.

We have not made it very much easier to site new refineries that
could increase the supply of gasoline and reduce prices, and we
have regulated ourselves to an extent that drives prices up.

But we have asked many in industry to make sacrifices and new
investments, and many of them have actually responded. Our do-
mestic auto manufacturers have borne the brunt, quite frankly, of
this effort, and they are responding. They have heard the call. They
have shouldered the mandates, and they are responding.

Many other American companies and industries are also re-
sponding as well. But despite all of this effort, our economy is still
overly reliant on oil. The big oil companies continue to reap huge
benefits.

And I say this. I believe this very strongly, that before we are
members of Congress or before we are oil executives or what have
you, before we are anything else, we are all Americans. And every
American has a responsibility to help reduce our dependence on
foreign energy sources and also to conserve energy.

And I hope on this Committee that we all are very familiar with
the record profits being reaped by the oil industry, which in fact
stand in very sharp contrast to the financial situations of many
other industries who have been asked to make sacrifices to help us
solve our energy problems. I hope that your companies, who are in
a position really to be a major player in a brighter economic envi-
ronmental future, that you do the right thing with these profits.

Simply having these profits fatten the checkbooks of a few in-
stead of investing for the good of us all is down the wrong path.
You are in the position to invest in new, cleaner technologies that
will not only change your industry, but could change the entire
world if you have the courage and the foresight to do so.
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And if you do not have that courage, if you refuse to change with
America, then I believe you are going to see a backlash from your
customers, the American people who are sick and tired of paying
huge prices at the pump only to see your companies swimming in
their money, and you are going to see a backlash from other indus-
tries that are being decimated by high fuel prices.

And because of that, you will also see a backlash from this Con-
gress that could go further than just the elimination of tax breaks
that you currently enjoy when we see that your companies have
made combined profits of over $123 billion last year alone.

And I also think you will see a backlash from your shareholders
who will bear the brunt of the pain if you do not evolve to other
energy technologies that will eventually replace oil as a primary
energy source. So I hope that what we will hear today is not just
a defense of record profits or a casting of blame on others for high
prices or defensive tax breaks without the needs of good corporate
citizenship or sticking your head in the sand and denying the effort
to bring about alternatives to oil, and I look forward to all of your
testimony.

Thank you, Mr. Chairman.

The CHAIRMAN. The gentlelady’s time has expired.

[The prepared statement of Mrs. Miller follows:]
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Congresswoman Candice Miller

This committee was formed to study the issue of
global climate change.

How it impacts society and our environment.
What is causing it.

What can be done to change it if indeed it is
caused by man.

We have heard from leaders from environmental
organizations, governments, private citizens and
leaders of companies advancing new
technologies.

And today we will hear from the leaders of
companies that many in the environmental
movement blame for many of the challenges we
face today.
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They are also presently reviled by the American
people who are being squeezed by the
skyrocketing cost of gasoline.

These are the leaders of the big oil companies.

In the difficult economy our nation faces this is
one industry that is thriving more than ever
because of the incredibly high cost of oil.

Everyone complains about that high cost
including nearly every member of this Congress.

But if we want to see some of the culprits for
those high costs all we have to do is look in the
mirror.

We have done nothing to advantage ourselves of
our own domestic supply of energy resources in
places like ANWR or off shore reserves that
would make us less dependent on foreign
sources of energy.



14

We have done nothing to make it easier to site
new refineries that could increase the supply of
gasoline and reduce prices.

We have regulated ourselves to an extent that
drives prices up.

But we have asked many in industry to make
sacrifices and new investments to limit our
usage of energy and many in this economy have
responded.

Our domestic auto manufacturers have borne the
brunt of this effort.

They are being told to produce vehicles that are
more fuel efficient while also trying to build
vehicles that consumers demand.

And they are responding.

All of the Big Three are ramping up the
production of advanced hybrid vehicles.
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They are producing cars that can run on E-85
ethanol that outstrip our ability to produce the
fuel.

They are planning to soon introduce plug-in
hybrid vehicles run on advanced battery
technology that could revolutionize the industry.

They are researching vehicles that can run on
hydrogen and many other alternative fuels.

They are building plants like the new Ford
Rouge Plant which is one of the greenest in all
of industry.

They have heard the call, they have shouldered
the mandates and they are responding.

Many other American companies and industries
are responding also with money being poured
into research, development and deployment of
new energy technologies.

But despite all of this effort our economy is still
overly reliant on oil.
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And the big oil companies continue to reap those
benefits.

And America is demanding change to make us
less reliant on this expensive energy source that
is blamed for so many of our problems.

And I believe this strongly, before we are
members of Congress or before we are oil
executives, or before we are anything else, we
are all Americans.

And every American has a responsibility to help
reduce our dependence on foreign energy
sources and conserve energy to benefit all of us.

Whether it is investing in new technology to run
a cleaner factory, our producing higher mileage
cars, or investing in wind turbines to supply our
electricity, or turning off the light when you
leave a room — we can all do something to help
solve the problem.
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Now we on this committee have heard from
many who hope to be a part of the solution and
that is what I hope we hear from all of you
today.

We all know about the record profits being
reaped by the oil industry which stand in sharp
contrast to the financial situations of other
companies who have been asked to make
sacrifices to solve our energy problems.

Your companies are in the position to be major
players in a brighter economic and
environmental future if you do the right thing
with those profits.

Simply having those profits fatten the
checkbooks of a few instead of investing for the
good of us all is the wrong path.

You are in the position to advance new cleaner
technologies that will not only change your
industry but could change the entire world if you
have the courage and foresight to do so.
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If you do not have that courage, if you refuse to
change with America then I believe you will see
a backlash from your customers, the American
people, who are sick and tired of paying huge
prices at the pump only to see your companies
swimming in their money.

You will see a backlash from other industries
that are being decimated by high fuel prices.

And because of that you will see a backlash
from this Congress that could go further than
just the elimination of tax breaks you currently
enjoy which are becoming increasingly difficult
to justify when your companies are making
combined profits of over $123 billion last year
alone.

I also believe you will see a backlash from your
shareholders who will bear the brunt of pain if
you do not evolve to other energy technologies
that will eventually replace oil as a primary
energy source.
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So you need to look beyond the next quarterly
balance sheet. You need to make real
investments in technologies and not just lip
service to alternative energy.

Just as the maker of the horse carriage would
have been wise to transition to building bodies
for automobiles or telegraph operators would
have been wise to transition to become
telephone companies your organizations would
be wise use your record profits to be the leaders
in providing the next energy sources.

I hope what we will hear today is not just a
defense of record profits, or a casting of blame
on others for high prices, or defense of tax
breaks without the need for good corporate
citizenship, or sticking your head in the sand
denying the effort to bring about alternatives to
oil.

All of that would be counter-productive and
waste of all of our time.
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I often hear a commercial on the radio back
home for Marathon Oil Company that ends with
the tag line — An American Company serving
America.

You are all American companies. How are you
serving America?
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The Chair recognizes the gentleman from Missouri, Mr. Cleaver.

Mr. CLEAVER. Thank you, Mr. Chairman.

Mr. Chairman and Ranking Member Sensenbrenner, thank you
for this meeting.

I think all of you are already hearing what is going on at home.
We have been on a break. It has actually been a work break for
most of us, and one of the things that we hear over and over again
is what are you guys going to do about the high price of gasoline,
and I spoke with a woman about a week ago who earns $18,000
a year and cannot afford to fill up her tank to get to work. Kansas
City, Missouri does not have mass transit. We only have buses, and
so she is about to lose her job because she cannot afford to get to
it. And so she is losing all the way around.

And with the skyrocketing price of a barrel of oil and people pay-
ing more than $3 a gallon in Missouri, the anger level is rising sig-
nificantly, and my concern is that we not have a dialogue today
about, you know, whose fault it is. I think I came here prepared
to hear everyone say, “It is not our fault,” but I think it is the fault
of people in this room, and I think something can be done.

The perception is terrible. I mean people talk about the percep-
tion of Congress, and you know, our approval ratings. Your ap-
proval ratings are lower than ours, and that means you are down
low, and I think you probably have the lowest approval ratings in
the nation.

So I am hoping that before this session is over you can raise your
approval ratings by giving some real answers.

Thank you, Mr. Chairman. I yield back the balance of my time.

The CHAIRMAN. Great. The gentleman’s time has expired.

[The prepared statement of Mr. Cleaver follows:]
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U.S. Representative Emanuel Cleaver, II
5™ District, Missouri
Statement for the Record
House Select Committee on Energy Independence and Global Warming Hearing
“Drilling for Answers: Oil Company Profits, Runaway Prices and Pursuit of Alternatives”
Tuesday, April 1, 2008

Chairman Markey, Ranking Member Sensenbrenner, other Members of the Select Committee,
good moming. I would like to welcome our distinguished panel of witnesses to the hearing
today.

As the price of oil skyrockets past $105 per barrel, and Americans are paying well over $3 for a
gallon of gas, we cannot ignore our country is in an energy crisis. The answer to this problem is
comprehensive, and must include energy that is renewable, if we are to become truly energy
independent. Renewable alternatives to oil like wind, solar, hydrogen, and biofuels have the
ability to aid in making our country more energy independent. My mobile office unit in Kansas
City, Missouri runs on grease from local restaurants. This may not be realistic for every vehicle
in the country, but it’s certainly a start.

While the prices of oil and gasoline increase, oil companies are reporting record profits on a
seemingly annual basis. I firmly believe the success of business, especially that of American
companies, is important to our economy, particularly at this difficult time. However, the
disparity between the profits of companies producing oil and gas and the increasing prices at the
pump are inexplicable. I hope that the representatives visiting us today will be able to clarify
these concerns, and also to give us an indication of what the future of energy is for our country.

I thank all of our witnesses for their insight, and I appreciate them taking the time to visit with
our commiittee this morning.

Thank you.
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The Chair recognizes the gentleman from Oklahoma, Mr. Sul-
livan.

Mr. SULLIVAN. Thank you, Mr. Chairman.

And I am really glad that you are here today. I appreciate you
taking the time to come here to discuss climate change and energy
independence. We want to see our country move toward energy
independence, but we want to do it in a way that does not sacrifice
jobs in America.

Congressman Cleaver, I, too, was on a break recently, and I
heard people talking about things, but one of the biggest things I
heard about when I was home is that people are concerned about
their food prices going up because of ethanol. They think that they
are using all of the corn in this country, that people are going to
the grocery store. A loaf of bread costs a lot of money right now,
and that is one of the ways we tried to address it, and I think that
that is a big problem. I heard that more than people talking about
gas prices, actually, talking about a loaf of bread. You know, that
is a big problem.

I want to thank again all of you for being here. Also, Mr. Lowe
from ConocoPhillips, I appreciate you being here. The
ConocoPhillips is in my district. It is a big company, and they em-
ploy a lot of people.

One of the things, too, I get tired of hearing about, is everybody,
all politicians, you cannot hear a political speech almost daily with-
out someone saying big oil, big oil. I guess every politician has to
have a tangible devil to fight, but I get tired of hearing that.

I do want to hear about what you guys have to say about what
is going on, and I appreciate you, again, for being here and taking
the time to discuss this very important issue.

Thank you.

The CHAIRMAN. Great. The gentleman’s time has expired. The
Chair recognizes the gentleman from New York State, Mr. Hall.

Mr. HALL. Thank you, Mr. Chairman, and thanks to all of our
witnesses for being here.

As we all know, the price of oil has been rising at a dizzying pace
for the last several years, recently shattering the all time high and
hovering above $100 per barrel. The numbers and impacts on both
sides of the equation are staggering. Today the average price of
regular unleaded gas in the United States is $3.29, up 60 cents
from just last year.

In New York the situation is even worse with the cost at over
$3.40, and my constituents talk about the rockets and feathers syn-
drome where the price seems to go up like a rocket and when it
comes down, it kind of comes down like a feather, not quite so fast.

President Bush may not have known about the concern that gas
was going to break the $4 mark, but with prices already well above
$3 before the summer, most Americans do not need to be reminded.
They already see the impact on their bottom line every day.

On the other side of the coin, we have the companies you gentle-
men represent before us today. Since 2002, the combined profits of
the five largest oil companies have quadrupled. Last year they
made over $123 billion, shattering dollar records of their own. Dur-
ing this hearing there will be a great deal of discussion trying to
explain away these profits saying we need to reinvest. We are a big
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C(l)mpany. Per dollar we do not make that much more than anybody
else.

But the bottom line is that these are the biggest profits in cor-
porate history and that if the oil companies are not making a kill-
ing off of these prices, who is? Certainly not the average family
that pays more than it can afford to drive to school or for Dad to
drive to work. Something is wrong, and we need to fix it. We need
to stabilize our economy, give working families a break, and take
action to mitigate climate change.

On this last front I am encouraged that some of the witnesses
have expressed support for a carbon reduction plan and support for
and indeed investment in renewable and alternative energy
sources. I hope we will be hearing today about how you can follow
through and work with Congress to shape a policy that will take
on climate change and also save our constituents from the squeeze
they are current caught in the middle of.

Thank you very much, Mr. Chairman. I yield back.

The CHAIRMAN. I thank the gentleman from New York. His time
has expired.

And the Chair recognizes the gentlelady from Tennessee, Ms.
Blackburn.

Ms. BLACKBURN. Thank you, Mr. Chairman.

I want to thank each of you for coming before us today, and my
hope is that our Committee will have a reasoned discussion with
you and that we will benefit from your experience and from your
expertise and insight.

I also hope that we are not going to sit here and try to place
blame for what may be causing this. We have a problem to solve,
and the problem is the high cost at the pump.

Now, since January 07, we have passed new energy taxes, new
mandates, new burdens, new regulatory burdens on energy compa-
nies trying to impose and move toward renewable energy, and it
would appear that we are not getting the results that we want
from some of those actions because we have seen gas go from $2.26
a gallon up to $3.29, where it is today.

We have seen over a 44 percent increase on the family budget.
For every one dollar that gallon of gas goes up, that costs the fam-
ily, an average family, about $600 directly out of their pocketbook.

You all know the prices of crude, and today they are hovering
right around $100. So there are some that would like to place
blame on all of you and would place extra taxes on you, but I have
got a question that I would like to pose, and it is this. If we take
those actions, if we put more taxes on you and more regulation and
more compliance, would it put this nation at risk for even more de-
pendence on foreign, unfriendly sources of 0il?

What about a carbon tax or a cap and trade system? What is
that going to do to the American public? We all know that America
has the capacity to become energy independent and help lower en-
ergy cost. Do we have the national will to do this?

We all know we have vast coal, oil, and gas resources lying on
or within our land and off the coast, and these can be developed,
and our allies to the north are developing access to one of the
world’s largest sources of natural energy resources in the Canadian
shale oil.
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Let’s not be shortsighted. Let’s put the family first. Let’s not let
fear grip and manipulate our policies. We have a problem to solve.
We need to work together on this.

I yield the balance of my time.

The CHAIRMAN. The gentlelady’s time has expired.

The Chair recognizes the gentleman from California, Mr.
McNerney.

Mr. McNERNEY. Thank you, Mr. Chairman.

I also want to thank the witnesses for joining us today on this
critical topic, particularly to thank Mr. Robertson for coming here
to represent Chevron, which is located in my congressional district
in San Ramon, California.

Well, it is obvious that businesses must show profits and be ac-
countable to their shareholders. We seem to have a perfect storm
of factors that have led us to the topic we are considering today,
record high oil prices, record high profits for oil companies and
clear evidence that the Earth’s atmosphere is warming.

But I am hopeful today’s hearing will help us better understand
exactly what the industry’s perspective on these issues is and as
someone with a background in renewable energy, I do not believe
that the oil and natural gas companies should be at odds with the
renewable industry. The two should work in concert, and that
makes perfectly good business sense.

While petroleum resources are limited, renewable resources have
the potential to address our nation’s long-term energy needs. So by
investing in renewable energy, oil and gas companies can look to-
ward the future and can pioneer initiatives with your resources
that will give us significant long-term dividends.

We know that progress is being made by companies such as
Chevron, which is investing in energy efficiency, geothermal, hy-
drogen, and biofuels. This approach should be more widely adopted,
in my opinion, and embraced across the board. The companies’ rep-
resentatives today have at their disposal the resources necessary to
move forward securing our nation’s long-term energy future, and
what we need now is a commitment and vision to make that hap-
pen.

o ﬁ&gain, I look forward to your testimony and yield back to the
air.

The CHAIRMAN. The gentleman’s time has expired.

The Chair recognizes the gentlelady from California, Ms. Solis.

Ms. Soris. Thank you, Mr. Chairman, and thank you for having
this important hearing.

And also welcome to our witnesses. While I do not pretend to lay
blame on you specifically, I do lay blame on the fact that our con-
stituents certainly need to have some questions answered.

And how is it that I can explain when I go back home, coming
back from our recess, that the price of a gallon of gasoline in my
district, East Los Angeles, San Gabriel Valley, working class blue
collar, is upwards of $3.69 a gallon. For diesel it is over $4.00.

And the questions that I get from people, especially our truckers
because we have a very busy port in Los Angeles and much of that
transaction occurs through my district, so people are going broke;
they are going bankrupt. But they want to know why is it that
these folks are making such a heavy profit, a large profit over a
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small span of time, and that money then, and also those profits,
cannot be redirected into renewable energy and fuels and hopefully
increase the ability to create new green collar jobs.

Every time that we keep away from the message of creating and
investing in the United States with renewable energy, I think we
are losing upwards of 100,000 jobs. At least that is what I am
being told.

So I am just asking you to please step up to the plate. Help us
find those answers to our questions. Help us look for other alter-
natives, and the suggestions that I do not want to hear are that
we are going to keep drilling where we already know, folks in our
district particularly, California, do not want to allow for more drill-
ing along our coast and opening up old refineries like in the City
of Wittier.

Nixon Country it used to be known as, where we have some oil
fields owned by, I think, Chevron.

So I would just leave you with that and ask you to please keep
in mind the constituents that we represent, and yield back the bal-
ance of my time.

[The prepared statement of Ms. Solis follows:]
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Opening Statement — Congresswoman Hilda L. Solis
Big Five Oil Company Hearing
April 1, 2008

Mr. Chairman, thank you for holding today’s hearing.

Our nation’s dependency on oil is hurting our consumers, our businesses, our economy, and our
security.

The nationwide average price of a gallon of gas has more than doubled since 2001 and in the last
year it has increased by more than 20%!

It is $3.65 in parts of my district.
Small businesses are hurting too.

In 2006, when prices were considerably less, more than 86% of small businesses reported the
cost of fuel had a negative effect on their revenue.

The increasing cost of fuel has restrained both consumer spending and business investment.
The cost of gasoline is made even worse by the overall economy.

Payrolls fell by 63,000 in February and this Friday the Labor Department is expected to
announce that they fell by another 50,000 in March.

More than 650 families are facing foreclosure in the communities I represent and unemployment
is nearly 7%, well above the national average of nearly 5%.

The dollar near its all-time low against the Euro yesterday and may weaken further as the Federal
Reserve moves to cut interest rates again later this year.

Frankly, it is very difficult for my constituents to understand how it is that they are paying 123%
more for gasoline at the same time your profits increased by 310%!

You are here today because we must work together to rein in our nation’s dependency on oil and
stabilize our economy.

I believe that we can do both.

But you must stop objecting to changes in the tax code which will even the playing field,
changes which were passed by the U.S. House just one month ago.

You must join us in committing to a strategy of diversifying our energy sources through
significant, long term investments in clean, secure energy sources.

If we can do this together, I believe that we can help stabilize and even grow the economy while
improving national security.

I yield back the balance of my time.
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The CHAIRMAN. The gentlelady’s time has expired, and the Chair
recognizes the gentlelady from South Dakota, Ms. Herseth Sandlin.

Ms. HERSETH SANDLIN. Thank you, Mr. Chairman, and thank
you to our witnesses for being here today at this hearing.

Yesterday, as we know, light sweet crude for May delivery was
trading above $101 per barrel on the New York Mercantile Ex-
change, and these developments continue to be shocking and finan-
cially burdensome for families and businesses across the country,
especially rural America like South Dakota, the state that I rep-
resent here in the Congress, since people drive such long distances
daily to get to work, to get their kids to school, to transport goods
for their small businesses.

The average price for a barrel of oil in January of ’02, about six
years ago, was less than $20 a barrel. So even if we discount all
of the other problems, whether they are geopolitical, environ-
mental, supply, that flow from our addiction to oil, its price vola-
tility alone seems to me dictates that we must more aggressively
move to diversify our energy sources.

Now, I strongly believe one solution to this oil addiction is an in-
creased use of domesticly produced biofuels, such as ethanol, which
have the potential to meet a significant portion of our nation’s en-
ergy needs over the coming decades if we put the proper policies
in place. This includes the robust and aggressive renewable fuel
standard passed last December that drives the development and
large scale production of cellulosic ethanol in the decades to come.

And I just would have to note for my colleagues on the Com-
mittee, I know Mr. Sullivan mentioned the concern of his constitu-
ents about food prices. It has been shown that it has been energy
prices associated with the processing and the transport of food far
more than the cost of the commodities, such as corn and wheat,
that are substantially driving up costs of food, and perhaps what
we should evaluate, Mr. Chairman, and that is some of what we
have been trying to do and some of what we have proposed in en-
ergy policies that have passed the House as it relates to reevalu-
ating some of the policies we put in place years ago, including in
2005, but before that.

Because for those of you who do not represent agriculture, our
farm policies, most of them, kick in when prices are low. So we
save taxpayers money when we are not paying loan deficiency pay-
ments or counter cyclical payments, when the price of corn is
where it has been, over $4 a bushel, the price of wheat, the price
of soybeans with what they have been.

And so we need to look at doing the same thing when it looks
like other commodities’ prices are so volatile and going up, to re-
evaluate how we spend taxpayer dollars when prices are high and
when they are low, and we will look forward to getting your
thoughts on that, as well as your thoughts on biofuels distribution
and production across the country.

Thank you, Mr. Chairman.

The CHAIRMAN. The gentlelady’s time has expired and all time
for opening statements from the Members has been completed. So
now we will turn to our panel, and we will give each one of them
an opportunity to make an opening statement before this Com-
mittee.
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Our first witness today is Mr. Stephen Simon, Senior Vice Presi-
dent for ExxonMobil. Mr. Simon has over 40 years of experience in
the oil industry, 35 of them spent with Exxon. He has served in
his current role as Senior Vice President since 2004.

We welcome you, Mr. Simon. Whenever you are ready, please
begin.

STATEMENT OF STEPHEN SIMON, SENIOR VICE PRESIDENT,
EXXON MOBIL CORP.; ACCOMPANIED BY JOHN
HOFMEISTER, PRESIDENT, SHELL OIL COMPANY; ROBERT
ROBERTSON, VICE CHAIRMAN, CHEVRON; JOHN LOWE, EX-
ECUTIVE VICE PRESIDENT, CONOCOPHILLIPS; AND ROBERT
A. MALONE, CHAIRMAN AND PRESIDENT, BP AMERICA, INC.

STATEMENT OF STEPHEN SIMON

Mr. SiMON. Thank you, Chairman Markey, Ranking Member
Sensenbrenner, and members of the Committee.

The world’s economy runs on energy. Americans depend on it
every day to fuel their cars, heat their homes, and power their
businesses. Because energy is so important, all of us have a respon-
sibility to engage in an open, honest, informed debate about our en-
ergy future that is grounded in reality and intent on finding viable
solutions.

In that spirit, I would like to make three points during my allot-
ted time. First, our earnings, although high in absolute terms, need
to be viewed in the context of the scale and cyclical long-term na-
ture of our industry, as well as the huge investment requirements.

Second, stable tax and regulatory policies are essential to encour-
aging needed investments. Imposing punitive taxes on American
energy companies which are already paying record taxes will dis-
courage the sustained investments needed to continue safeguarding
U.S. energy security.

Third, all reliable and economic forms of energy are needed to
meet growing needs, but the pursuit of alternative fuels must not
detract from the development of oil and gas.

Allow me to elaborate on each point in turn.

Because of the massive scale of our industry, our profitability in
absolute terms is large, particularly in the current up cycle, but in
2007, the oil and gas industry earned on average about 8.3 cents
per dollar of sales, near the Dow Jones Industrial Average of major
industries of 7.8 cents per dollar of sales.

Because ours is a commodity business, earnings rise and fall in
cycles. We are currently in an up cycle, strongly influencing our
current profitability, but we have seen up and down cycles before.
In 1980 crude oil prices reached record levels, approaching the
equivalent of over $100 a barrel in today’s dollars, and many were
predicting that oil prices would soar to over $250 a barrel in to-
day’s dollars, but those predictions were wrong.

By the mid-1980s, prices had fallen dramatically and the indus-
try was in dire straits. Ours is a long-term business with energy
projects requiring enormous investments spanning decades that
must carry through both the up and down cycles.

Over the last 25 years, we have invested $355 billion, which is
more than we earn. In the last five years alone, we have invested
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almost $89 billion, including about $25 billion in North America.
Over the next five years, Exxon Mobil plans to invest at least $125
billion.

We depend on high earnings during the up cycle to sustain this
level of investment over the long term, including the down cycles.

Regarding taxes, currently the energy industry pays record lev-
els. While our worldwide profits have grown, our worldwide income
taxes have grown even more. From 2003 to 2007, our earnings
grew by 89 percent, but our income taxes grew by 170 percent.
Over the last five years, Exxon Mobil’s U.S. total tax bill exceeded
our U.S. earnings by $19 billion.

A recent survey by Tax Notes of 80 leading U.S. companies re-
vealed that these companies had an average income tax rate of 30
percent. Exxon Mobil’s effective income tax rate in 2007 was 44
percent.

To discriminate against American energy companies, as the pro-
posed changes to Section 199 in the foreign tax credit due would
not only add to these taxes, but also impact investment in future
energy supplies by redirecting needed capital and creating competi-
tive disadvantages for American energy companies competing over-
seas.

Taxes should be fair, stable, and pro competitive, principles these
proposals violate.

Finally, regarding alternatives, the International Energy Agency
forecast that oil and gas will continue to meet about 54 percent of
global energy demand in 2030. Alternative fuels also play an im-
portant role, but the IEA forecast that renewable energy sources,
such as biofuels, wind, solar and geothermal combined, will account
for only about two percent of global energy supply in 2030, again,
an indicator of the scale required.

These findings are closely aligned with our own Energy Outlook
of 2007, which I respectfully submit into the records of this pro-
ceeding for the Committee’s consideration.

The market is the most effective means of determining the future
energy mix in a way that maximizes supply and minimizes cost.
Government mandates and subsidies distort market forces and im-
peded technological innovation. Raising taxes on oil and gas pro-
duction to subsidize alternatives will likely lead to less overall en-
ergy production, not more.

And as many independent observers are now noting, such man-
dates can have unintended consequences, continuing to provide
Americans with the energy they need reliably and responsibly is a
challenge Exxon Mobil employees are determined to meet. Govern-
ment can help by creating a level playing field and promoting fair,
stable, pro competitive regulatory and tax policies.

It is this kind of leadership that is needed to meet our nation’s
energy challenges.

Thank you.

[The statement of Mr. Simon follows:]
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Thank you, Chairman Markey, Ranking Member Sensenbrenner, and

members of the Committee.

The world's economy runs on energy. Americans depend on it every day to

fuel their cars, heat their homes, and power their businesses.

Because energy is so important, all of us have a responsibility to engage in
an open, honest, informed debate about our energy future that is grounded in

reality and intent on finding viable solutions.

In that spirit, I would like to make three points during my allotted time.

First, our earnings, although high in absolute terms, need to be viewed in the
context of the scale and cyclical, long-term nature of our industry, as well as

the huge investment requirements.

Second, stable tax and regulatory policies are essential to encouraging
needed investments. Imposing punitive taxes on American energy
companies, which already pay record taxes, will discourage the sustained

investments needed to continue safeguarding U.S. energy security.
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Third, all reliable and economic forms of energy are needed to meet growing
needs — but the pursuit of alternative fuels must not detract from the

development of oil and gas.

Allow me to elaborate on each point in turn.

Because of the massive scale of our industry, our profitability in absolute
terms is large, particularly in the current up cycle. But in 2007, the oil and
gas industry earned, on average, about 8.3 cents per dollar of sales — near the
Dow Jones Industrial Average for major industries of 7.8 cents per dollar of

sales.

Because ours is a commodity business, earnings rise and fall in cycles. We

are currently in an up cycle, strongly influencing our current profitability.

But we've seen up and down cycles before. In 1980, crude oil prices reached
record levels - approaching the equivalent of over $100 a barrel in today's
dollars and many were predicting that oil prices would soar to over $250 a
barrel in today's dollars. But those predictions were wrong - by the mid-

1980s prices had fallen dramatically and the industry was in dire straits.

Ours is a long-term business, with energy projects requiring enormous
investments spanning decades that must carry through both up and down

cycles.
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Over the last 25 years, we have invested $355 billion — which is more than
we eamned. In the last five years alone, we have invested almost $89 billion,
including about $25 billion in North America (over $17 billion in the U.S.

alone).

Over the next five years, ExxonMobil plans to invest at least $125 billion.
We depend on high earnings during the up cycle to sustain this level of

investment over the long-term, including the down cycles.

Regarding taxes, currently the energy industry pays record levels. While our
worldwide profits have grown, our worldwide income taxes have grown
even more. From 2003 to 2007, our earnings grew by 89 percent, but our
income taxes grew by 170 percent. Over the last five years, ExxonMobil's

U.S. total tax bill exceeded our U.S. earnings by $19 billion.

A recent survey by Tax Notes of 80 leading U.S. companies revealed that
these companies had an average income tax rate of 30 percent.

ExxonMobil’s effective income tax rate in 2007 was 44 percent.

To discriminate against American energy companies — as the proposed
changes to Section 199 and the Foreign Tax Credit do — would not only add
to these taxes, but also impact investment in future energy supplies by
redirecting needed capital and creating competitive disadvantages for
American energy companies competing overseas. Taxes should be fair,

stable, and pro-competitive — principles these proposals violate.



34

Finally, regarding alternatives, the International Energy Agency forecasts
that oil and gas will continue to meet about 54 percent of global energy
demand in 2030. Alternative fuels also play an important role, but the IEA
forecasts that renewable energy sources such as biofuels, wind, solar and
geothermal will account for only about two percent of global energy supply

in 2030 - again, an indicator of the scale required.

The market is the most effective means of determining the future energy mix

in a way that maximizes supply and minimizes cost.

Government mandates and subsidies distort market forces and impede
technological innovation. Raising taxes on oil and gas production to
subsidize alternatives will likely lead to less overall energy production, not
more. And as many independent observers are now noting, such mandates

can have unintended consequences.

Continuing to provide Americans with the energy they need — reliably and

responsibly — is a challenge ExxonMobil employees are determined to meet.

Government can help by creating a level playing field, and promoting fair,

stable, and pro-competitive tax policy.

It is this kind of leadership that is needed to meet our nation’s energy

challenges.

Thank you.
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The CHAIRMAN. Thank you, Mr. Simon.

Our next witness is Mr. John Hofmeister. He is the President of
the Shell Oil Company and has led that company since March of
2005.

We welcome you, Mr. Hofmeister, and if you could move in a lit-
tle bit closer to the microphone, I think it would help everyone.

STATEMENT OF JOHN HOFMEISTER

Mr. HOFMEISTER. Chairman Markey, Ranking Member Sensen-
brenner, members of the Committee, I welcome the opportunity to
be here today.

If there is no objection, I will summarize the statement I have
submitted for the record.

This hearing comes at the end of Shell’s 18-month national dia-
logue on energy security. We traveled to 50 cities engaging more
than 15,000 Americans in a dialogue on energy security. We heard
what you are hearing. Americans are worried about the rising cost
of energy.

Mr. Chairman, I believe you have said that the nation’s energy
challenge requires a commitment on the scale of the Manhattan
Project during World War II or the Space Program of the 1960s.
I agree.

The price of a barrel of light sweet crude has gone up 300 per-
cent in four years. This increase is due to a combination of factors
which are for the most part not controlled or much influenced by
the actions of oil companies, for example, growth in global demand
for oil, geopolitical events affecting international supply, develop-
ments in the financial market contributing to the rise in prices,
skyrocketing cost of materials, labor, and engineering services, a
shortage of capacity in energy services and materials, more difficult
access to oil and gas resources around the world.

Available energy resources are found in difficult or hostile areas,
and closer to home, U.S. energy resources are unavailable.

Today I will talk about three aspects of the energy challenge:
first, what is the energy supply-demand outlook; second, what is
Shell doing to meet the energy challenge; and, third, what policy
makers can do.

First, the energy supply-demand outlook is sobering. Demand is
increasing unrelentingly. Although oil and natural gas will be used
to meet more than half of our energy needs for decades, U.S. oil
and gas production has fallen steadily for the last 35 years. Why?
Because government policies place domestic oil and gas resources
off limits. The U.S. government restricts supply to U.S. consumers.

The result, we import more oil to meet our growing demand. In
2006, we imported 3.7 billion barrels of oil, more than seven times
the amount imported in 1970. This brings me to my second point,
what Shell is doing to meet the energy challenge.

We are making significant capital investment to produce more
energy and more kinds of energy to meet global demand. Today we
have doubled the number of new projects under construction that
we had in 2004. Last year we spent some 25 billion on capital in-
vestment worldwide to develop energy projects.

This year Shell will spend between § 28 and $29 billion, the larg-
est capital expenditure program in the oil and gas energy.
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Wind, we are involved in 11 wind projects across Europe and the
United States where we have wind farms in six states with more
under development.

Solar, Shell is an international developer of thin film solar tech-
nology to generate electricity from the sun’s energy.

Biofuels, Shell is the world’s largest blender of biofuels by vol-
ume and one of the world’s largest distributors of transport
biofuels. Shell is a leader in the development of advanced biofuels,
such as cellulosic ethanol.

Hydrogen, Shell is a leader in developing transportation solu-
tions with hydrogen. We operate the nation’s first integrated gaso-
line hydrogen station nearby here at our Shell station on Benning
Road. We also have proprietary gasification technology to convert
coal and biomass into cleaner fuel. We lead in gas to liquids tech-
nology to produce cleaner transportation fuels. We hold a leader-
ship position in the production of liquefied natural gas, here in the
U.S., including at two existing LNG terminals.

But Shell continues to be an industry leader in the deep water
Gulf of Mexico. Note that the costs of deep water exploration and
production are immense and rising. Last year, for example, the av-
erage daily cost for a deep water exploration well in the Gulf of
Mexico per day was $759,000.

Shell has a world class manufacturing organization to better
meet customer demand of finished products. In the U.S. our joint
venture at Motiva is spending around $7 billion to double the ca-
pacity of its refinery at Port Arthur, Texas. When finished, it will
be one of the largest refineries in the U.S. and the world.

In oil sands and oil shale, Shell is investing in the technology
and infrastructure to develop vast oil sands in Canada and oil
shale in the United States.

To my third point, what can policy makers do to meet the energy
challenge? First, the oil and gas development can occur in an envi-
ronmentally responsible way. In 2006, Congress opened new areas
in the Gulf of Mexico to exploration and development. More such
access is warranted so that U.S. consumers can have access to U.S.
natural resources.

Congress also provided energy producing states and local coastal
communities with a revenue stream to help ensure economic and
environmental stability. Such revenue sharing should be made
available to all areas adjacent to offshore development.

Second, we need all forms of energy, plus conservation and en-
ergy efficiency. I commend Congress for including stronger CAFE
provisions and other conservation measures in the 2007 energy bill.
Congress should continue to encourage conservation.

Third, Shell supports reducing greenhouse gases through a cap
and trade program coupled with sector approaches. We must work
now to address CO, emissions as we make the transition from fos-
sil fuels to new energy sources.

Thank you, Mr. Chairman. I'll be happy to answer questions.

[The statement of Mr. Hofmeister follows:]
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Drilling for Answers on Qil and Gas Prices, Profits, and Alternatives

Chairman Markey, Ranking Member Sensenbrenner and members of the
Committee, I am John Hofmeister, President of Shell Oil Company.

Shell Oil Company is an affiliate of the Shell Group, a global group of
energy and petrochemical companies, employing approximately 104,000
people and operating in more than 110 countries and territories. Shell Oil
Company, including its consolidated companies and its share in equity
companies, is one of America's leading oil and natural gas producers, natural
gas marketers, gasoline marketers and petrochemical manufacturers. Shell, a
leading oil and gas producer in the deepwater Gulf of Mexico, is a
recognized pioneer in oil and gas exploration and production technology.

I welcome the opportunity to testify today. It is, in fact, very timely because
it comes at the end of an 18-month Shell journey called **A National
Dialogue on Energy Security.” We traveled to 50 cities and visited with
more than 15,000 Americans to engage in meaningful dialogue on energy
security.

I heard what you are hearing.

Americans are very worried about the rising price of energy — the cost to fill
their cars, as well as the cost to heat, cool and light their homes and
businesses. These cost increases are hitting consumers hard, particularly the
poor and those on fixed incomes.

Let’s look at historical data on the price of a barrel of crude and the average
price of regular gasoline. Since April 2004, the price of a barrel of U.S. light
sweet crude has gone up by $70, which is a 300 percent increase. In this
same period, the average U.S. nationwide price of regular gasoline at the
pump went up 72 percent. Looking just at the last 12 months, the price of a
barrel has increased $40, or more than 60 percent. The price of regular
gasoline has gone up 8 percent.

There is no single reason or simple explanation for the recent run-up in
crude oil prices. Rather, a combination of circumstances, some short-term
and some long-term in nature, is playing a role.

Let me highlight some of these factors.

Final as of April 1, 2008 2
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The rate of growth in global demand for oil has accelerated in recent
years. This is largely the result of rapid economic growth and
industrialization in countries like China and India and also sustained
subsidies on oil products in oil exporting countries.

Geopolitical events, such as the disturbances in the Niger Delta, have
reduced supplies available to the international market.

The cost of materials, labor and engineering services has skyrocketed.
This in turn drives up the cost of new energy projects and the cost of
developing new energy supplies.

There is a shortage of capacity in energy services and materials. This
shortage is in some instances leading to project delays and lengthening
the time it takes for new projects and new supplies to come on line to
meet increased demand.

Access to oil and gas resources is becoming more difficult around the
world. This, coupled with more stringent fiscal conditions governing
investment in several major oil and gas-producing countries, adversely
affects the economics of new energy projects. It may lead to reductions in
or delays of new investment in oil and gas supply capacity.

The oil and gas resources that are available for development are
increasingly found in extremely difficult or hostile areas — areas that are
more technically challenging, more remote from markets, require more
infrastructure, carry greater technical risk, have longer development lead
times and are more costly to develop than has been the case during the
past 30 years.

In addition to the above factors specific to oil and natural gas, developments
in the financial market have also contributed to the rise in prices.

The fall in the value of the U.S. dollar, relative to other currencies, has
reduced the equivalent revenue available to oil exporting countries and
also partially shielded other oil importing countries from the impact of
rising dollar-denominated oil prices.

Global investment funds are rebalancing their portfolios to include a
higher portion of commodities, including oil and natural gas, and this
trend has accelerated with recent weakness in equity markets.

Final as of April 1, 2008 3
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Most of these factors are not controlled by or even much influenced by the
actions of oil companies. However, our business is developing energy and
delivering it to consumers in the most efficient and cost-effective manner we
can. We will continue to strive to contain cost pressures and to deliver these
energy products to consumers at competitive prices in a secure and reliable
manner.

Today 1 will talk about three issues related to the energy future of America.
First, the global demand for energy and the supply outlook. Second, the
investments that Shell is making to increase energy supply. Third, actions
that policymakers, like you, can take to address the energy challenge.

Energy Demand and Supply

The world will demand an additional 35 million barrels of oil per day by
2030, which is a 42 percent increase over today’s demand. It will demand 64
percent more natural gas than we are producing now. The United States
accounts for 25 percent of the world’s energy demand. Americans use
10,000 gallons of oil — enough to fill a backyard swimming pool — every
second of every day. We use 20 railcars of coal every minute.

These are sobering facts. How will this demand be met? Alternative and
renewable energy sources will play a role and grow substantially. Energy
efficiencies will improve as new technologies are developed and
implemented. But leading experts forecast that oil and natural gas will
continue to meet more than half of the world’s energy needs in 2030.

As U.S. demand for oil and gas has been growing, U.S. production has fallen
steadily for the last 35 years. Oil production in this country peaked in the
1970s. As U.S. consumption of oil has doubled, domestic oil production has
fallen off nearly 40 percent. Why? In large part, this is the result of
government policies that placed important oil and gas resources off limits. In
2006, the U.S. imported 3.7 billion barrels of oil to meet domestic demand,
which is more than seven times the amount imported in 1970.

As we increased imports to meet our domestic energy needs, a new concept
of “resource nationalism” was emerging in resource-rich nations around the
world. This concept has changed the dynamics of global energy
development. Thirty years ago, national oil companies owned by or
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affiliated with governments were either non-existent or small players.
Today, these national oil companies own as much as 90 percent of the
proven oil reserves in the world. While investor-owned oil companies —
some of which are here today — hold just six percent of proven reserves.

So what is Shell doing? We are making significant capital investment to
produce more energy — and more kinds of energy — to meet global demand.
Enormous amounts of capital are required to fund our huge-scale projects
and our cutting-edge research.

Let me share with you some statistics:

¢ Today, we have double the number of new projects under construction
that we had in 2004.

o Last year, we spent some $25 billion on capital investment worldwide
developing energy projects.

o This year, Shell will spend $28 billion to $29 billion — the largest
capital expenditure program in the oil and gas industry.

Shell has invested in alternative and renewable technologies, as well as
additional conventional and new unconventional energy sources.

Wind

Shell is becoming a significant wind energy producer. We are involved in 11
wind projects spread across the U.S. and Europe. The total capacity of these
projects is around 1,100 megawatts (Shell share is about 550 megawatts)
with 845 megawatts in operation and more than 260 megawatts under
construction. Out of the total capacity, almost 900 megawatts are in the
United States where we have wind farms in Texas, Colorado, Wyoming,
California, lowa and West Virginia. More wind farms are under
development. Our activities focus on the development and operation of
commercial-scale wind developments that can add significant power and
capacity to the grid.

Solar

Shell is an international developer of thin-film solar technology. We believe
thin-film technology — although in the early phases of development — could
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prove to be the most commercially viable form of photovoltaic solar
technology to generate electricity from the sun’s energy.

Biofuels

Shell is making a major commitment to the use of biofuels in transport fuels.
Shell is the world’s largest blender of biofuels by volume and one of the
world’s largest distributors of transport biofuels, at around 800 million
gallons a year. Shell buys and sells 400 million gallons of ethanol a year in
the United States, about 11 percent of the total U.S. ethanol production.

More important, however, Shell is a leader in the development of advanced
biofuels technologies. Like most energy companies, we are engaged in the
race to develop these technologies and fuels and make them commercially
viable.

Shell believes that cellulosic ethanol holds particular promise. In the last six
months, we have announced three new or expanded partnerships in
cellulosic research and development projects in the United States, including
fuel from algae and a promising new technology that could convert sugars
directly to gasoline, rather than ethanol. This technology could potentially
eliminate the need for special infrastructure and the low blend rates now
required for standard vehicles.

Hydrogen

Shell is a leader developing transportation solutions with hydrogen. We are
building hydrogen infrastructure in the United States, Europe and Asia.
Right here in Washington, D.C., approximately three miles from

Capitol Hill is the nation’s first integrated gasoline/hydrogen station at our
Shell station on Benning Road.

Final as of April 1, 2008
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Gasification and Gas-to-Liquids Fuel

The Shell proprietary gasification technology is being used to convert coal
and biomass into a cleaner fuel for power generation and other applications.
We also have a leading position in Gas-to-Liquids (GTL) technology for the
production of cleaner transportation fuels. Our Pear]l GTL project under
construction in Qatar will be the world’s largest plant converting natural gas
into transportation fuel. GTL from our plant in Malaysia is mixed with diesel
and sold at 5,000 Shell stations in 11 countries.

Liquefied Natural Gas

Shell is an industry leader in the production of liquefied natural gas (LNG).
When projects under construction in Australia, Sakhalin and Qatar are
completed, our LNG production will have increased 80 percent above 2005
levels. In the United States, we have significant regasification capacity at
two existing LNG terminals and plans for development of a new terminal in
the Northeast.

It is important that we put these energy sources into proper perspective. As I
mentioned earlier, alternative and renewable energy sources will not make a
significant contribution to the energy mix for many decades to come.
Therefore, Shell continues to make significant investment in producing and
refining conventional oil and gas.

Oil and Gas

Exploration and Production: The Shell Exploration & Production (E&P)
North American business is dedicated to growing the North American
energy supply, a commitment underpinned by a history of investing billions
each year, developing future domestic energy sources and defining new
frontiers.

In the Gulf of Mexico, our exploration strategy is to drill prospects with
large potential volumes and pioneer new plays. We are involved in a number
of material prospects. Shell will continue to be an industry leader in the
deepwater Guif of Mexico, a frontier we pioneered more than a decade ago.
In the past five years, we have produced nearly one billion barrels of oil
there. The costs of deepwater exploration and production are immense and
rising — from buying leases to bringing product to market. In November
2005, I told the combined panel of the Senate Energy & Natural Resources
and Commerce Committees that the industry average cost of renting a
deepwater oilrig was approximately $200,000 a day. Twenty-two months
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later, rigs were in such scarce supply that the cost of chartering one had
climbed to more than half a million dollars a day. That was just the rig
rental. The total daily costs of drilling a deepwater well — with the costs of
pipe, support and all the rest — are even higher. In 2007, the average daily
cost for a deepwater exploration well in the Gulf of Mexico was $759,000.

Shell is also pursuing natural gas prospects in a number of onshore North
American basins. It is our goal to build new supply positions by developing
both conventional and unconventional gas resources. Today Shell is drilling
for new natural gas supplies in the Gulf of Mexico, Texas, and the U.S.
Canadian Rockies.

Petrochemicals: Shell has a world-class manufacturing organization. By
running our facilities safely, reliably and efficiently, we achieve consistently
high levels of operational excellence that help us better meet customer
demand. In the U.S, refineries operated by Shell and our joint venture,
Motiva, currently have a refining capacity of nearly 1.4 million barrels per
day. Motiva is spending around $7 billion to double the capacity of its
refinery in Port Arthur, Texas. This project, when finished, will be one of the
largest refineries in the United States and in the world. By adding 325,000
barrels-per-day capacity, the expansion is equivalent to building a new
refinery.

Oil Sands and Qil Shale: Shell is investing in the technology and
infrastructure to develop vast oil sands in Canada and oil shale in the United
States. The Canadian resources can benefit the United States fuels market.
Shell has a 25-year research and development program to access oil locked
in shale rock in Colorado, Wyoming and Utah. Congress should pursue
policies that ensure that these critical energy resources can be responsibly
developed to help meet our nation’s energy challenge.

This brings me to my closing point.
What policymakers can do to address the energy challenge.
[ invite you to read the attached report, “A National Dialogue on Energy

Security: The Shell Final Report,” which highlights the findings of our tour
across America. It lays out a 12-point plan to address future energy needs.
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For today, however, let me highlight six points for you to consider.

First, I urge policymakers to look at the facts. Energy demand is rising to
fuel economic growth. Qil and natural gas will be the major energy sources
for decades, even as we grow new technologies. We cannot rationally decide
among the hard choices ahead of us without understanding the basic issues
of energy security.

This brings me to the second point. In general, the United States tends to
resist the need to develop new domestic energy sources. Can we afford to
continue this approach while energy demand and costs are rising? Oil and
gas development can and should occur in an environmentally responsible
way. In 2006, Congress took a significant step in opening some new oil and
gas prospects in the Gulf of Mexico to exploration and development while,
at the same time, providing those energy-producing states and local coastal
communities in the region with a revenue stream to help ensure economic
and environmental stability. Congress should extend Outer Continental Shelf
revenue sharing for all coastal areas adjacent to offshore development and
should make more areas available for offshore leasing.

Third, we need more than oil and gas to meet demand. We need all forms of
energy — plus conservation and energy efficiency. I commend Congress for
passing the Energy Independence and Security Act of 2007 with more
stringent CAFE standards. These standards and the other provisions in EISA
will do more to increase energy efficiency than any other piece of legislation
in recent memory. Congress should continue to adopt policies that encourage
conservation, and companies like ours must continue to think more
creatively about products and services we can develop to help customers use
less energy. Consumers — and that means all of us — must think more about
our own energy footprints: when and how we drive, what we buy, how we
work and the kind of world we want to create for coming generations.

Fourth, government agencies must have the staff and the resources needed to
do the environmental analyses and other scientific studies that must underpin
energy projects of all kinds. This data is critical and must be completed in a
thorough and timely manner. Therefore, Congress should consistently
authorize and appropriate funding for these key federal agencies to hire,
retain or contract the expertise needed.
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Fifth, Shell supports the adoption of a federal law to reduce greenhouse
gases. Specifically, we support a cap-and-trade program coupled with sector
approaches. Such a program must include policies that lead to
commercialization of a carbon capture and storage (CCS) technology.
Congress should ensure that we address CO2 emissions as we make the
transition away from fossil fuels to new energy sources.

Finally, we need individuals skilled in math, science, technology and
engineering to build the workforce of the future that will bring new energy
sources to America. School curricula should include more study of energy —
where it comes from, how it is used and the impact of the energy choices we
make. And these lessons should begin at an early age, to shape consumer
behavior and encourage curious young minds to become our next generation
of energy engineers. We welcome Congressional initiatives that will help
secure a future energy workforce.

I am aware that Chairman Markey has stated that the nation’s energy
challenge requires a commitment on the scale of the Manhattan Project
during World War II or the space program of the 1960s. I agree with him. I
am hopeful that policymakers, the private sector and the American people
will come together on this important topic. We need to commit resources to
all existing and potential energy sources, as well as innovations to address
supply, demand and carbon footprint.

Thank you. I am happy to answer questions you may have.
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A National Dialogue on Energy Security:
The Shell Final Report

Mearly fwo yeors age, Shell began o joursey aeross America. We crisscrossed the
country, traveling to 50 cities over 18 months and meeting face-to-face with thousands of people who are
concerned about our energy future,

"The dialogue was 4 transforming experience, We had hoped to build some bridges of understanding
between the public and our industry. We succeeded. That meant that we educated some people about
energy issues, but we also learned from what we heard and were changed ~ as individuals and as
company ~ in the proc

In this repart, we want to share with you what we did and why, what we heard from Americans and what
we leamed in the process. Most importantly, we want to put some meaning around the experience ~ for
Shell, for the energy industry, for policymakers and for everyone whose life is touched by energy. And
finally, we want 1o issue a call to action for each American to find a role and a voice in shaping our energy
future,
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Listening to America‘s Concerns
“A National Dialogue on Energy Security,” like many transforming ideas, was born out of frustration.

When already-tising oil prices spiked after the 2005 hurricanc
seasor, Amencans were frustrated and openly hostile

toward the oil industry. We were frusttated, too, by the level
of misinformation and mistrust in the marketplace. Not

just customers, but regulators and policymakers seemed

1o believe we were manipulating the market for out own
purposes. Recognizing that our industry’s ineffectiveness in
communicating the key role we play in the global economy for
the last decade had conttibuted to the situation, we decided to
take action.

1 lack of communication helped create the problem, we
believed openness and transparency would help solve it. We
created the dialogue with two goals: to build Americans’
awareness of the energy issues we face, and to gain a better
understanding of their perceptions and psiorities. For us,
listening was far mote important than telling, Ulnmately, we
wanted to find a way that together we could work toward a
secure and environmentally responsible energy future.

We visited 50 cities between June 2006 and November 2007.
We delivered speeches at 53 events — luncheons, dinners,
breakfasts — and hosted 38 town hall sessions where we
asked community leaders to give us their priorities on energy
resources and energy policies. We held smaller meerings
with elected officials, non-governmental organizations (NGOs), students and educators. In all, we met
with more than 15,130 Americans and conducted mote than 100 Jocal and national media interviews
- potentially reaching a total of nearly 150 million people.

We asked audiences what we should be doing to increase domestic ofl supply. We asked them what we
should be doing as a nation to manage enetgy demand/consumption. And we asked them to describe their
vision of the US. energy portfolio in the coming decade and heyond.

We Histened — and listened — and listened.

We heard Americans in every city say that they are struggling to come to tesms with the new energy reality.
The swing, within less than a decade, from $10 oil to $100 oil has cleadly had a financial impact.! Yet

few peaple were focused solely on bringing down the price at the pump. In fact, a surprising number of
people suggested that the federal government should inctease gasoline taxes to fund accelerated research
inta alternative fuels? As one Philadelphia participant put it: “There’s ot enough pain to drive the market
we] need legislarion, taxation and incentives.”

toward chang

‘And more people than we expected were awate of and concerned about environmental issues such as
greenhouse gas emissions and climate change. “If we can’t manage emissions,” said one Fort Worth
participant, “we need low emissions alternatives like rencwables and nuclear.” There was isolated support
for concepts such as a carbon tax,” bur little understanding of how approaches such as cap-and-trade
might lead to emission reductions.

However, we found few who were ready to give up the comfosts of an energy-fueled lifestyle. Most were
hopeful that the solution could be found without forcing them to give up their SUVs, their solo commutes
and the co of instant and d mobiliry.*

We agree with the many Americans who told us that technology will provide the ultimate solution 1o
balance eriergy and envitonmental concerns.® We heard high interest in and curiosity about hybrid and
plug-in techaology, hydrogen fuel cell vehicles and other high-tech solutions. As one Portland community

“We heard

Americans in every

city scry that they
are struggling to
come fo ferms with
the new energy
reality. The swing,
within less than a
decade, from $10
oil to $100 oil

has clearly had a
financial impact.”

A National Dinlogue on Energy Security: 3
The Shell Final Report
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feader told us: “We need more energy engineers to achieve the correct
balance between the need for more energy and the need to reduce
CO, emissions.”

But many people were overly optimisdc about how quickly we can
make the technology leaps that are needed. When asked to envision
the energy mix in a decade from now; estimates of the percentage
of alternative fuels in the portfolio ranged from 10 percent to 100
percent.® Reflecting the same optimism, one Atlanta participant said,
“With a2 Manhattan Project to develop this technology, the US. can
be energy independent.”

Regional Priorities

While priotities varied by region, nowhere in the United States

did we find people who were indifferent to or unaware of the US.
energy challenge. Cleatly, the concerns are universal, regardless of
where Americans live and work. But the regional “slants” to the
energy challenge brought home to us even more the importance of

understanding the day-to-day realities of the people we met:

s

Northeast. Northeast residents emphasized conservation through utilizing new technologies,
increasing the use of mass transit systems and educating Americans on measures to decrease their
coergy consumption. In the Northeast, we repeatedly heard the desire for increased government
involvement and energy secutity policies: incentives and taxes and mandates to encourage individuals
to conserve. There was also concern about the regions from which we receive ofl imports, especialiy
those from Middle Eastern sources, and we heard that residents wanted to increase out domestic
enetgy independence.

Nortwvest. Tn the Northwest, tesidents were strongly focused on conservation and new technology.
Reducing demand was a priority, especially in Portland, whete a “Peak Ol Task Force” has been
formed by the city. In an atea served by the Alaska pipeline, we did fiod support for increased access
to Alaskan resources, with the caveat that eavironment and safery must be paramount.

‘West Coast. Californians suppost diversifying the energy portfolio by further utilizing technology,
an area in which the state has pasticular expertise, to solve the energy challenge, with a particular
emphasis on renewables such as solar and hydrogen. To achieve this, they cited increasing renewable
research and development activities in the public and private sectors, as well as looking at ather
alternative sources such as nuclear power. Residents focused on managing demand of fossil fuels
through conservation, rather than increasing tesetves to achieve energy security.

s Southwest. In the Southwest, we heard support for renewables such as wind and solat energy,
. resources that are abundant in the region. Nuclear energy was also a hot topic — some love it, some
the solution could hate it. We also found high levels of intecest in social aetion: enexgy education, energy-cfficient
. communities, incentives to encourage conservation and use of mass transit. Residents also were
be found without  iaterested in unconventional energy sources closer to home, such as o shale, i they can reduce
forcing th . dependence on foreign oil
orcing them to give South Central. South Central residents, who are closest to the nation’s oil-producing epicentes in
up ﬁ.’e”, SUVS, thesr the Gulf of Mexico, also see@ed most pragmatic about the need to continue using fossit f.ue!s in the
near future. They wete most likely to support increased domestic exploration and production. These
50 !O commutes an d ::;;i;;t: also supported alternative fuels, clean coal technologies and stronget public policies on
fhe conven ience ®  Southeost. Further along the coast, in the Southeast, we found a focus on education. Residents want
. the public to be more aware of the cutrent energy situation — and they also emphasized the need to
Of instant Gnd educate elected officials. We found considerable support for increased access to domestic resources
. and greater refinery output, again balanced by a concern for safety and environmental protection.
unfeftered mobiin‘y.” Clean coal and carbon sequestration were in the mix. % also heard a call for greater fuet efficiency,
4 A National Dilogue on Energy Security:
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through automotive technology improvements and Corporate Average Fuel Economy standards,
commonly referred to 25 CAFE standards. Throughout the state of Florida, residents told us that they
did not want, and would fight, new exploration and production off the Florida coast.

s Mid-Atlantic. In the Mid-Atlantic region, there was considerable emphasis on incentives for

conservation and use of alternatives: higher gasoline

taxes, legislated enetgy efficiency and promotion of
hybrid vehicles. At the same rime, we received support
for increased domestic access to reduce our dependence
on foreign oil.

s Rocky Mountains. Among Rocky Mountain residents,
we found support for development of the region’s
oit shale resoutces with environmentally friendly
technology. We also heard a call for incentives, taxes or
“punishments” to promote efficiency and conservation.
From elected officials, support for oil shale was mixed.
Some described its development with enthusiasm, others
more cautiously, but officials universally expressed the
need to ensure environmental caution.

®  Midwest. Midwesterners chose a middle ground.
While there was skightly more emphasis on ethanol and
biodiesel as an alternatve to oil, in general participants
were focused on educating both students and the
general public and encoutaging conservation. We heard
support both for increasing domestic ofl production and for diversifying the energy portfolio through
alternative fuels.

A Life-changing Experience

When we chose to conduct 2 face-to-face tour, we understood the power of human interacrion to break
down barriers and change people. What we didn’t expect was that we would be changed as much as our
audiences were.

In room after room, we saw people respond to seeing the human side of “Big Oil”” And it wasn’t just the
power of one person ~ there were 250 Shell leaders and professionals who participated in the tour in one
way of another over its 18-month duration. People told us that they were surprised both by what we had to
say and the effort we were making to reach our.

Over and over, skepticism ... “When are you going to try to sell us something?” ... turned to appreciation,
and cynicism turned toward problem-solving. In Litde Rock, one middle-aged man with a long gray
ponytail came into the presentation clearly skepical. His arms were crossed and his face was closed. But he
listened, And when he heatd what we had to say, the effect was visible in his entire demeanor. By the end
of the question-and-answer petiod, he was smiling and nodding his head in agreement.

When tour attendees brought up climate change, we stated our response: “The debate is over. We are
making changes in out business practices, and we are ready to work within a government-led framework
that add; gas enabling markets to operate.” It was 2 welcome message.
Evena member of an environmental non-govemmental organization in Tucson, who acknowledged that
his organizadon was suing the US. government to stop Atctic development, also acknowledged his belief
that the environmental behaviors exhibited by Shell are credible. As they left the town halls, people shook
our hands and said, “This was e well spent.”

We felt the same way. The expetience was humbling — if anyone at Shell had ever considered that we could
just tell out story and prescribe the answers to the American people, that mindset has now evaporated. The
Ametican people want to think through the issues themselves and apply theit own reason and experience
to the solutions. The experience reinforced for ns how crinical itis to get public policy dght so that we can
move forward in ways that Americans can feel good about.

«The debate is over.

We are making

changes in our

business practices,

and we are ready
to work within

a government-
led framework
that addresses
greenhouse gas
management,

enabling markets fo

operate.”
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for the short term,
through investmenits
in the science and
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meet our long-ferm
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We started out believing that we were on the right track with out plans, and we still believe that, The
message that we heard is that people are so greatly concerned about greenhouse gases and want energy
companies to care about this as much as they do. This message reaffirms our commitment to this issue.
We have signed on to the US. Climate Action Partnership to join out voices with others in establishing a
national greenhouse gas management framework.

We also became mote committed to the importance of a comprehensive national energy policy that
addresses all facets of our energy path, from access to domestic resources to maintain cur supply for the
short term, throngh investments in the science and technologies that will meet our long-term needs. We
heard a call for public policy to create a consistent framework within which individuals and businesses
can operate. The Energy Independence and Security Act of 2007, which passed after the tour ended in
November, is a partial move in the right direction, just as energy bills in 2005 and 2006 refiected partial
steps. But there is much more that needs to be done.

What it Means

"The message we heard from our conversations across the country was both heartening and frightening:

It was heartening to see that Americans are taking energy issues sexiously. Attendance at events was high,
and those who came were very engaged on the issue. After almost every speech, we spent almost as much
time in questions and answers as in the presentation irself, and the questions, although sometimes quite
pointed, wete prohing, legitimate queries from peaple secking answers to a complex issue: “If the US.
can’t achieve energy independence, why push for more domesric production?” “Why aren’t you investing
more in alternative fuels?” “What is the timerable for oil shale?” People wanted to learn more about such
areas s nuclear energy, unconventional ofl and gas, and clean coal technology.

The practical recommendations we heard — from using education to help Americans understand the costs

and consequences of energy choices, to providing ives for energy tency ~ tei { our faith in
the common sense of American consumers and voters.

There was a futuristic bent, expressed best by one Louisville participant: “Realistically, what are the
probabilities that new, cutting-edge research and technology wilf come along and create new sources of
energy where none existed before, such as quickly and efficiently converting carbon waste back into crude
oil or developing an efficient process for creating hydrogen?™

need’s »»  What was most frighteni The overwhelming di between the perceptions of many consumers
* and the hard realities of the enesgy picture. This is the crux of our dilemma as a country in determining
an energy path forward — the belief that there are easy answers that are readily available, when in reality the
choices we have to make will not come easily or swifdy.
6 A Nationof Diclogue on Energy Security:
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If we in Ametica fail to differentiate between short-term and long-term situations, we will find ourselves
at a crisis point while we wait for the long-tezm solutions to develop from experimental stages to
commercialization, One insightful Portland participant realized that the question to ask is, “What energy
bridges ate we building today to get us from short-term to long-term solutions?”

“This disconnect between future vision and current teality emerged in town hall comments such as the one
we heard in Philadelphia. When we asked what we should be doing to increase domestic oil supplies, one
response was, “Do nothing — we don’t want more oil supply. We want to drive markets toward non-fuel
energy sources.” Yet of all the available solutions, doing nothing is potentially the most dangerous.

Unrealistic expectations were more the norm thao the exception. This Minneapolis resident’s vision of the
energy mix a decade from now was not isolated: “We need to dectease our use of fossil-fuel-based sources
by 70 percent to stem the trend toward global warming, I see a mix of solar, wind, biomass, along with
greater efficiencies altowed through new technologies.”

The amety around imported oil was clear. Those we spoke with recognized the risk that can come with
dependence on sometimes hostile or unstable regions of the world for such a critical commodity. They
see that the more than $2 trillion that importing nations, such as the United States, have paid to exporting
nationals in the past five years for imported oil is a high price — especially when much of that money could
be otherwise pumped into the US. domestic economy.”

Linked with this is a deep-seated fear of seeing the quality of life degrade for our children and their
children if our ability to use energy is significantly constrained. In spite of this fear, there is still hesitation
to embrace additional ol and gas infrastructure in our own country. “Nimbyism™ (“Not In My Backyard”™)
was present nearly everywherc.®

We also found 2 strong streak of visceral anget and zeto sympathy toward the oil industry. We were
somewhat prepared for this, based on the “hate mail” we had been receiving since prices first spiked in
the post-hurticane supply shortage. However, when we probed, we found the anger stemmed from two
sources: first, a simplistic view of the industry, based on the “Big Oil, big profits” image in the meclia;
and second, a sense that the current situation was our fault — that if we had anticipated this demand, we
could have increased the supply or pushed altetnative technology faster. As one cynic in Portland put it,
“Conservation could allow 2 new soutce of supply, but what’s in it for Shell?” Many view alternatives s 2
way to curtail their uncomfortible dependency on the oil industry.

There was little confidence in the ability of either elected officials or
corporate leaders to develop an effective solution, We found people
more willing to trust non-goveramental organizations — not necessarily
as the possessors of the right answets, but as watchdogs that would keep
government and business honest.

Anger also was ditected against those perceived as using excessive enetgy.
Participants in many cities spoke of *“...punitive taxes for those driving gas-
guzzling vehicles like SUVs.” There was a sense of righteousness around this
issue that was sometimes disturbing. One El Paso resident suggested that we
should “force town hall attendees to artive by bicycle, even in the rain”

This anger toward the industry and toward their fellow energy consumers
can be a bartier to finding common solutions and can create a division
between the energy “haves” and “have nots”

Fortunately, we found that open communication can alleviate some of

the anger. Those who attended our presentations and town halls often left
with a better sense of how global markets drive prices and how we have
Dbeen working on technology solutions for years, even when prices were

low. Governor after governor and mayor after mayor, while acknowledging
infrastrucmre and permitting obstacles, invited new projects for their state or
city for the jobs and economic improvements they conid deliver.

“The anxiety
around imperted
oil was clear. Those
we spoke with
recognized the risk
that can come with
dependence on
sometimes hostile or
unstable regions of
the world for such a
crifical commodity.”
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The Disconnects ~ Seven Energy Myths
Tn our travels and discussions, we found seven major disconnects — ateas where myths and misperceptions

stand in the way of real solution:

- MYTHP- DD 1. The Myth: Oil prices are artificial. We found ¢his idea accepted among both individuals and

government officials with whom we met. There is 2 befief that energy companies such as ours can set
or cven manipulate the price of oil higher or lower at will* This leads to eithet expectations that oil
companies acting independently can solve the energy problem {one participant suggested we “...saise
the price of crude to enable unconventional sources™), of resistance to seeing the oil companies as
participants in the solution. This atritude was reflected in one Chatlotte resident’s comment that, “The
cnergy mix will not change — oil companies will reduce ptices to keep alternatives out.”

REALITY &b The Realify: Oil trades en o global morket. Price is offected by supply, demand, fears

and speculation like any other trading market. The price is very rensparent. The major oil
companics (including Shell), despite heing large, have relatively small shares of global oif reserves
and production. Approximately 77 petcent of proven oil resetves are under the control of natonal
oil companies with no equity participation by foreign, major oi} companies. The major oil companies
control less than 10 pescent of the world’s oif and gas resource base."” These small shares ensure

that private oil companies must behave competitively in the world ofl market and cannot individually
cut output and influence world ot prices. The Organization of Petroleum Exporting Companies
{OPEC), an international cartel of oil-producing countries, is the single most important production-
related entity. OPEC objective has been to manage its members’ collective supply through individual
producer quotas in order to influence world oil prices.'! The 13 OPEC member countries collectively
hold more than 70 percent of proven oil reserves and produce about 40 percent of the world’s daily
consumption of crude oil."?

- MYTHP DD 2. The Myth: We're running out of oil. The “peak oil” theory came up in nearly every market. While

8 A National Diclogue on Energy Security:
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this wasn't necessarily surprising, the pervasive nature of this strongly held belief was. Similarly, in a
related sutvey that we conducted, more than half of the respondents said global oil production will
peak within the next 20 years.” This lcads people to dismiss oil and gas from being part of the future
energy portfolio. Also not surprisingly, we found that few people were awate of the scale of untapped
domestie resources on the Outer Continental Shelf, of of tbe huge undeveloped uncoventional
resources, such as off shale, ol sands and heavy oil.

Reality: OHf resources are out there, shoukd we choose 1o develop them. When
individuals think of peak oil, they tend to think that a sudden drop in global production follows soon
thereafter. We dont expect to see this on a global level. Tt is possible, though, that we will reach 2
plateau in the next few decades, followed by a gradual decine of conventional oil and gas production.

‘There is no shortage of molecules of oil and gas in the ground. However, there are multiple
influences that will affect the pace at which this can, and will, be developed.

On the demand side, we arc seeing a step-change in the growth of demand for energy, partcularly
emerging economies, such as China and India, enter more energy-intensive phases in their economic
development.* Tt will be vital to become more efficient in how we use energy and to develop
wnconventional sources of oil and gas (such as oil sands), biofuels and vehicle elecrrification to meet
this surge in demand. All energy sources added together will struggle to match demand — we will need
all of the energy we can get.

e

On the supply side, many existing reservoits ate facing a natural decline in production. This means
that high levels of continuous investment are required just to maintain status quo or to invest in
enhanced oil recovery (EOR) technigues. In addition, ever-increasing levels of investment ate
required as smallet fields are developed and mote complex frontier environments become the margets
for hydrocarbon exploration and production, alongside the development of unconventinnal oil and
zas smpply: There are also uncertinties about the pace of investment in sensitive regions such as the
Middle East and Latin America. Naturally, major resource-holding governments seek also to develop
their sovereign teserves at a pace that matches their own economic goals.
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There are pleaty of uncertainties, which is why we explore future possibilities through scenarios.
Looking at the ofl picture, we find it misleading to think in terms of concepts like peak oif or try o
put a timeframe to it. The significant economic point comes when tensions atise berween the growth
of global demand for energy and the pace of investment, production and supply. We believe we are
entering such a period and will face this increasingly for some time to come.

3. The Myth: We have to choose between energy and the envi There is an pti 444MYTH -
that we can’t have conventional energy asd a dlean environment. As 2 result, we found that many
policymakers want to block nearly all new access to existing resources on enviropmental grounds. One
town hall participant shared this perspective: “We shauld not increase supply. We need to help find
ways 1o reduce demand.”

The Reafity: The energy industry has made tremendous advances in finding ways to 44REALITY “
reduce the environmental impact of ofl ond gas produstion, Few people realize the level of

cnergy efficiency and envitonmental stewardship Shell and others have incorporated into every facet

of exploration and production. Technology developed for offshote explorarion and producrion

has enabled us @ reduce the environmental footprint of onshore operations, New construction

techniques applied in the Gulf of Mexico enabled us o survive the 2005 hurricane season without

a single major offshore oil spill. And improved emissions control technology has benefited the air

quality around our refineries. New technologies such as “clean coal” can do even more to protect the

environment, if we ate willing to make the upfront investment.

4. The Myth: Importing energy is better than dirtying our own backyards. In meeting after 444AMYTH -
meeting, we heard resistance to new infrastructure from both community members and government
officials. Especially in the Northeast, we heard complaints about high supply prices, and in the next
breath a refusal to consider new infrastructure that would alleviate the supply bottlencck. The same
infrastructure phobia has been applied to accessing domestic oil and gas resources. In sevetal town
halls as well as government meetings, we heard comments like this one: “Use foreign oil, and save
ours for as long as possible”

The Reality: Environmentol issues, especially issues of greenhouse goses and dimate <<4REALITY ﬂ
change, ore global issues. By using foreign supplies, we reduce our ability to manage and control
the eovironmental impact. As one participant szid, we need to “get rid of the ‘oot in my backyard’
syndrome with regard to infrastructure and facilities.” The United States is the only countey in the
world that restricts the use of its own energy resources while transferring tillions of doflars of
wealth to other countries in order to import encrgy. In doing so, we demonstrate a narrow view of
cenvitonmental protection. People we spoke with were shocked to discover the perverse nature of
our public policy in this regard, For example, while the United States bans dilling within 125 miles
off the coastline, Cuba is able to drill within 45 miles off the coast of Florida."® Wi agree with the
many peaple we spoke with who urged us to move forward with “sae and environmentally friendly
methods of tapping into the US, oif supply.”

5. The Myth: Alternative fuels are a “magic bullet.” As noted above, the belief that alternasive fuels <444MYTH -
can be widely available in the next decade preseats a setious challenge to finding realistic short-term
solutions. More than two-thirds of people we surveyed in a recent poll said that increasing the use
of alternative fuels was the best way to ensure adequate supply while keeping the economy going,'
Biofuels ate viewed 15 an immediate possibiliry, bampered only by resistance from “Big OiL” At
presentations and town hatls, we heard John F. Kenniedy's challenge to put a man on the moon quoted
mose times than we could count. We also heard recommendations from *....put a solar panel on evi
toof” — to achieve ... 100 percent energy use from solar and wind and wave” — and to .. .take the
money that is currently being used to search for oil and use it to develop better alternatives to oil™

The Rechily: We believe in olternctive fuels - but not in magie. The International Energy 44REALITY m
Agency estimates that under a “business-as-usual” scenario, alternative energy will account for 8

percent of US. energy use in five years. It concludes that aggressive policies promoting alternative

enetgy use could raise the percentage to 9.5 percent in the near term — well below what many

respondents projected.!”

ry
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Shell has been investing significantly ia alternative technologies since 1997, and we kaow that
techaology can be accelerated only so much. Some of the examples of the challenges:

*  Solar. We had been in the sificon solat photovoltaic cell business since 1997, and we eventually
realized that for Shell, the cc ial Feasibility of developil
time frame was doubtful, That business was sold. Now we are putsuing a new thin-film
technology that promises to be much more efficient, but we — and others in this field ~are far
from being able to put a solar panel on every roof. Nor ate consumers ready to pay the cost.
Right now, solat energy costs between 20 and 30 cents per kilowat-hour, up 1o three to four
dmes the cost of other existing fuels for electricity generation.'®

2 material business in a reasonable

»  Ethanol. In 2006, the United States produced 319,000 barrels a day (4.9 billion gallons a year) of
this biofuel, mainly from corn. That is just a small fraction (3 percent) of the 9.7 million barrels
a day of gasoline fue] consumers used in the United States during peak summer time. Ethanol
production rose 19 percent berween 2005 and 2006." It is expected that 2007 data will show an
even greater increase. But growing domestic ethanol production at this pace over the next five
to 10 years will prove highly challenging, Food and other agriculrural prices skyrocketed this past
yeat in tesponse to this new demand for corn. Cellulosic technology will produce more ethanol
for sure, but the technology and timing, while legislatively demanded, are less certain.

+  Wind. Audiences frequently cited wind power as a promising
alternative. Shell has been heavily involved in wind as an energy
source. We also view it as a viable altetnative, bug scaling it up
to a significant level is a challenge. The American Wind Energy
Association estimated in 2007 that the industry would install more
than 3,000 megawatts of new wind generation infrastructare by
year-end, and that ahout 31 billion kilowatt-hours (kWh) would
be generated by wind power in the US. in 2007, While this is
enough electri¢ity to power the equivalent of neatly 3 million
average homes, wind power curtently accounts for less than 1
percent (0.65 percent) of US. eleetricity usage.”” Scaling up is
also challenged by the fact that many appropriate sites for wind
turbines are located far from existing energy infrastructure,
requiting develop of additional capacity as well.

e Hydrogen. Hydrogen is the world’s most plentiful element, and is part of the Shell portfolio of
future low-carbon fuels. As a fuel, hydrogen offets the potential to substantially reduce emissions
and increase energy secunity. There are obstacles to be overcome, but hydrogen could become
2 commercially viable transport fuel in the coming yeats. Building on its strong technology
platforms, we are developing low-carbon hydrogen supply chains, which in the longer term may
rely increasingly on renewable sources of energy. We already have hydrogen fueling stations
in the US,, Europe and Asia and arc working to develop mini hydrogen netwosks. We partner
with car manufacturets and local governments to coordinate the building of hydrogen fueling
stations in areas where fuel cell vehicles are heing introduced such as the Los Angeles and New
Yotk City metro areas, Since 2004, Shell has opetated an integrated gasoline/hydrogen stadon
in Washington, D.C. and opened two new hydrogen stations in 2007: one in White Plins, New
York, and another in Shanghai, China. We plan to open out first hydrogen station in Los Angeles
in the spring of 2008.

Alternative fuels also require corresponding technology changes. Historically, it has taken 15 to 20
years for new automotive technology to move from concept to widespread commercial producton.®

Plug-in electric cars or hydrogen fuel could play an increasingly important role in diversifying fuel
choices in the transportation sector. Today, however, they only represent a small expetimental place in
the market. And in the meantime, many of the cars and trucks on the road today, and those that will
be built in the next five to 10 years, will still be in use a decade from now or loager and will scll rely
on conventional fuels.
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6. The Myth: We can conserve our way to energy security. Many people cited conservation as 4<44AMYTH -

the most important strategy. As one Pittsburgh resident saw the answer: “Penalties and sanctions for
those who waste...incentives for those who conserve.” Solutions ranged from adjusting thermostass
and encouraging mass transit to “draining the last drop of oil from an oil can.”

i our discussions, we have advocated & “evlture of conservation™ thot r
y-ebficient technologies, but that connot be the fill solution. Even to hold gasoline
consumption at 2005 levels by 2020, assuming implementation of the new CAFE standards, will

A4REALITY

4

requite the average Ametican driver to reduce fuel consumption by about 20 percent — for example,
by taking mass transit once a week.™ That does not reduce our dependence on oil - it jnst maintains
the line. And yet, as one Cincinnati town hall participant asked: “Who among us is willing to lay down

their car keys and take mass transit?” Few hands went up when we asked for volunteers.
7. The Myth: Oil and gas companies make huge profits and are sitting on mountains of cash. {4 4MYTH —

Oit and gas company profits are routinely front-page news after quarterly eatnings announcements

are published, leading to questions about what happens to all of that money and why energy prices

are so high,

The R - Ol industry profits are in line with other major monufacturing industries, In 4 GREALITY

the US,, for example, data compiled by the American Petroleum Insttute (API) for the third quartet

of 2007 shows the oil and nawral gas industry earned 7.6 cents for every dollar of sales, compared to
other industries such as beverage and tobacco products (21.6 cents eatned for every dollar of sales)

and pharmaceuticals and medicines (18.8 cents earned for every dollar of sales).” Additionally, over

the course of the year Shell invested nearly as much as it carned in important new projects around the
world to secure a sound energy future.

The “Rozor's Edge” of Ol Supply and Demand - the Three Hard Truths

If the disconnects between energy myths and realities are the crux of the dilemma we cusrendy face, the
“Three Hard Truths” point us toward that razor’s edge of energy supply and demand, adding even greater
urgency for realistic solutions to our energy challenge for the short term, medium term and long term.

Cine: Global demand for energy is nccelerating. A recent report by

the National Petroleum Council looked at energy data and projections 2007 Est. World SUPP'Y’ 85 Million BGrrels/Dd)’
made by the US. Energy Information Administration and the Internationat
Energy Agency. From 1980 to 2000, world energy demand grew at about us.-85 Non-OPEC - 33.5

1.7 percent per vear, Since 2000, that trend has accelerated, driven by OPEC

development in China and India coupled with continued expansion in
developed economies.” The United States, however, still accounts for a

quarter of global demand. We use 10,000 gallons — enough to il 2 backyard

swimming pool — every second of every day,” and 20 railears of coal every

minute.* Looking forward and assumisg adoption of alternative policies, Russio (FSU} - 12
even the Jowest projection shows that energy demand will continue to grow
at 1.4 percent, while the highest projection is that demand will grow 2.5 2007 Est. World Demand: 84.5 Million Barrels/Day
percent?” At that rate, demand in 2030 will be more than double what it

was in 2000, China - 7 Rest of World - 22

e

Twve: “Basy ot will nat keep up with demond. While we do not
subsctibe to the peak oil theory, the truth is that, particularly outside the
Middie Fast, the readily accessible sources of conventional off are being
depleted. ™ To tap new resources requires hard choices. In some cases, that
mezans spending more on exploration and development to find and tap

ultra-deepwater resoutces as we are doing in the Guif of Mexico. It means L45

technology investments to convert oil sands to useable oil fluids as we are Jopan - 5.5 us.-21
doing in Canada. And it means making the policy decisions necessary to
grant access to areas where federal restrictions currently limit exploration 2007 Eisiinsates - Ensrgy Tnfirmation Administration 14
and drilling.
A National Dialogue on Energy Security: 11
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Three: Using more energy now means more carben dioxide. We believe that by 2100, the
world will have a tadically different energy mix. The challenge is how we get there. Over the short
term, most available energy soutces ate fossil-fuel-based. No matter where we obtain domestic or
imported resources, our growing appetite for energy comes at a cost to the environment in the form
of carbon dioxide emissions from both mobile and non-mobile sources. Without intervention,
current government projecrions show that US. greenhouse gas emissions will rise 35 percent

by 2030. Around the world the rise will be as great, if not greater, Any path forward needs to
include greenhouse gas management as part of the equation — thus the Shell position to support a
comprehensive cap-and-trade policy fed by government,

How Did We Get Here?

Over the 18 months that we conducted
out dialogue, we were able to observe 2
growing understanding among Americans
of some of the factors dtiving today’s
energy situation. In June 2006, audiences
were still coming to gtips with the reality
of higher prices, and many were looking
for someone to blame. Now, more of
those we meet with are aware of some
of the dynamics behind oil prices, as
well as prices at the pump. But many
still wonder how we reached this tipping
point between supply and demand with
0 little warning.

Energy companies have to take
some blame, primarily for a failure to
communicate. One town hall participant asked blundy, “How come we’re not being informed about the
probiem and the alternatives?”

As an industry, we have not done a good job of building public awareness of energy issues.

We have also been taken to task for not investing in alternatives long ago, but it was difficult to fund
research and defend it to our investors when oil prices were so low that few would want to pay the high
price for an alternatve fuel

The factor that was not readily predictable was the pace of industrialization and associated oil-demand
growth in developing countsies, most notably China and India. As the National Petroleum Council report
points out, these countries are just reaching the point where individual wealth and energy consumption
start to accelerate, For example, the numbet of cars in China more than doubled berween 2000 and 2006,
although even with that increase, there is just one car for every 40 people. (Compare this to the United
States, whete we have one car for every two people.)™® Oil trades on a global market 50 as these new
demands put pressure on the supply, prices inevitably rise.

Geopolitical issues have also contributed to supply and pricing issues. Much of the world’s cil resource

is concentrated in countries that U.S. consumers consider unstable or sometimes even hostile. When the
supply situation is already tight, as now, any supply disraptions — or the anticipation of supply disruptions
~ can push trading prices higher.

In the United States, partisan politics also have played a tole by restricting access to otherwise produceable
resources and making it difficult to build new infrastructure to address growing demand. Fortunately,
Congtess has begun to take action in some areas:

® I 2005, it passed the first enesgy bill in 13 years, which included incentives for increased oil and gas
production in the Gulf of Mexico and a pilot program to cut the red tape for onshore exploration in
approved areas of the western states.
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®  1n 2006, Congress passed the Gulf of Mexico Energy Security Act, which opened 8.3 million acres
on the Quter Continental Shelf off the coast of Florida for oil and gas leasing, The estimated
resources in this area include 1.26 billion barrels of oil and 5.8 trillion cubic feet of natural gas,
Although this area of the Gulf of Mexico is equivalent to 2 postage stamp on a newspaper page, it is
the biggest area of the Outer Continental Shelf o be opened in more than 20 years.

“In our view,
the solution will

require a coherent,
®  In December 2007, the President signed into law another energy bill. The Enetgy Independence

and Security Act addresses fuel efficiency, renewable fuels, clectric light bulbs and energy-efficient comp rehensive
buildings, and begins to tackle greenhouse gas emissions. We believe shere is still much more Congress
can do, but the Bush Administration and legislators are 1o be cc led for the positve steps they O /icy that

" have taken.

We also commend groups such as the Ametican Petroleum Institute (API), National Petrochemical and addresses the full
Refinets Association (NPRA), US. Chamber of Commerce, the National Association of Manufactuzers F .b .I. .
(NAM), the American Chemnistry Council, the United States Enetgy Association (USEA) and others that | 11J€ OF POSSIDIL fres
have been working to help develop solutions and educate the public about this issue. . .
neroneR and finds the right

The legislative actions ioned above are imp steps. But we must make it clear that they still fall

shot of a comprehensive, holistic, coherent national enetgy strategy that addresses short-, medium-and  heyfance among the
tong-term sofutions. Of the Outer Continental Shelf, 85 percent remains off limits We have moved

forward on a §7 billion investment to expand domestic tefinery capacity. However, the regulatory and OPHO”S.”

permitting process is still 2 major barrier to refinety construction. The cutrent policy also fails to address

the promising area of unconventional fuels such as oil sands and oil shale.

Moving forward will require policymakers who are cven more willing to take a tough stance on complex
issues. We hope that we will not see onc town hall patticipant’s view provea right: “We may need more
“panics’ to get people to act”

Solutions ~ A Twelve-point Plan

We've said before that we don’t believe there is 2 magic bullet that will solve our energy challenges. In our
view; the solution will require a coherent, hensive policy that addtesses the full range of possibilities
and finds the right balance among the options.

We need 1o think of energy security as one of three major security issues that we face and give it the
same degree of attention we give to economic security (such as measures to address foreclosures due
o subpti lending) and t fand security (such as heightened security
measures following 9/11). Like these parallel issues, energy security warrants Presidential
teadership, bipartisan congressional support, and a focus on solutions at the federal level
rather than a patchwork of state programs.

Shelt advocates a twelve-point plan that addresses three key areas: supply, demand and
environment, As with many other 12-step initiatives, the fitst step is accepting that we
have a problem. What we heaxd in our dialogue with Americans indicates that we have
reached that point of acceptance,

Point 1. Allow more access to conventional oif and gas. A Louisville town
hall participant summed up the feeling we heard from many we met: “Keep
pushing ahead on expioration and drilling technology; do whatever is necessaty to
protect the environment but do not give up on extraction from sensitive regions.”
In a survey conducted for us recenty, more than seven in 10 people supported
some degree of increased access to drilling in areas off limits to production.”

At Shell, we are convinced that conventional oil and gas must be part of the
solution in the short term, in the medium term, and in the long term. Having
access to the more than 100 billion barrels of technically recoverable oil and gas in
this country, with the responsibility to develop it using environmentally sensitive
technology, can play a significant role in reducing our dependence on foreign oil

sources.

A Nationol Diclogue on Energy Security: 13

The Sheil Final Report




“The new energy bill

calls for expanding

use of renewable

fuels progressively

from the current 4.7

sillion gollons a year

to

36 billion gallons
in 2022. It will be

a challenge for the

industry to meet that
standard, and it will
require diversifying

beyond corn-based

14

renewable fuels

ethanol.”

A National Dialogue on Energy Security:
The Shell Final Report

59

Point 2: Develop domestic unconventienal oil and gas resources. Canada already produces

a million battels 2 day of oif from the tar sands of Albexta.” In the United States, a trillion barrels

of oil remain trapped in shale in Colorado, Wyoming and Utah.* Shell has been tesearching
environmentally sensitive and commetcially feasible ways of developing that tesource, but our efforts
are hampered by lack of a federal program that clearly defines regulations, policies and a royalty
framework for devclopment of this vast resource.

Point 3: Move to clean coal technology. The United States is sich in coal resources, but traditional
coal generation produces high greenhouse gas emissions, Clean coal technology, otherwise known

as coal gasification or IGCC (integrated gas combined cycle) technology, can allow us to use coal for
electricity generation while capturing and sequestering carbon dioxide. This technology requites a
larger upfront capital investment than traditional coal-fired electricity generation. Utilities and public
utility commissions are challenged to define new ways of funding those investments that do not put
an undue burden on shareholders or utility customers. National leadership in this regard can create
the enablers 1o use clean coal and reduce carbon dioxide emissions.

Point 4: Supplement our notural gas supply with imported liquefied notural gas (LNG).
Most of the energy discussion focuses on lessening our dependence on imports, but natural gas
demmand is predicted to grow faster than our ability to develop further domestic production, Natural
gas is becoming an increasingly preferred fuel for heating and electricity generation because of its
clean-burning qualities.

Traditionally, natural gas has not been transported from one part of the world to another because of
the difficulty of shipping a gas. Technology now allows us ta store and ship the gas safely at extremely
low temperatutes in a liguid state. Imported liquefied natural gas is regasified at coastal terminals and
transferred to existing pipeline systems. The challenge: resistance to infrastructure means that we face
enormous difficulty in siting LNG tegasification terminals, especially on the East and West Coasts.

1t will take ongoing education and forward-looking policymakers to make this clean energy source
accessible.

Point 5: Move biofuels beyond corn. The new energy
bill calls for expanding use of renewable fuels progressively
from the current 4.7 billion gallons a year to 36 billion
gallons in 2022. ¥t will be a challenge for the industry to meet
that standaed, and it will require diversifying renewable fuels
beyond corn-based ethanol. Already, the use of corn for fuel
is affecting agricultural and food priees. We need to invest in
the new infrastructure required to move, blend and distribute
these billions of galions of fuel, and governments — federal
and loca! - need 1o assist with dmely permitting. We need to
pursue alternatives such as cellulosic ethanol, made from the
statks and othet non-food parts of corn and other grains.
Cellulosic technology is not yet ready for large-scale use,

but jt must be pursued aggtessively to meet futute demand
without throwing other parts of the economy off balance.

Point &: Create the distribution systems to take odvantage of wind energy. Wind is one of
the wotld’s most benign energy sources. Shell now has interest in or operates seven wind farms in five
states. But this technology is limited by lack of transmission systems to move the wind enesgy from
remote hills and potential offshore wind farms to connpect with the electric grid. These new systems
need local permitting approval, which can be difficult to obtain — again, “Nimbyism” prevents the
infrastructure. Federal and state policies suppotting new transmission systems would enable this
technology to be adopted more widely.

Point 7: Push salar research to make it commercially viable. After ten years in the solar
business, Shell has learned a lot ~ mostly about what doesn’t work or isn’t commercially feasible.
Available solar panel systems are too expensive and inefficient for wide usage. We are now looking to
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nanotechnology for a solution, but the right mix of efficiency, cost
and availability remains elusive. Because the potential reward —
readily available, zero-emission energy — is so high, this area deserves
an intensive research and development push.

Point 8; Develop the hydrogen fleet and fueling
infrostructure. Hydrogen as an automotive fuel is real today, but
in a very small way. Shell is involved in a pattnership with General
Motors for hydrogen fuel cell vehicles, but it is still in the pilot
stage, with demonstration projects in Washington, D.C., New
York City and soon in Los Angeles. There are still technical and
policy questions about permitting and regulation of a hydrog
fueling network. Hydrogen fuel cells also offer potential as a power
source for electricity in buildings and homes, It will probably take a
decade or more to make hydrogen a commercially available option.
However, for our grandchildren’s children, it may become the
standard fuet of choice.

Point 9: Focus on energy-efficient design. Two-thitds of those we asked supported higher fuet
efficiency standards and other govesnment requirements for more encrgy-efficient products.* The
national efficiency standasds for light bulbs included in the 2007 encrgy bill are a significant step
toward advancing enesgy efficiency. Ordinary incandescent bulbs use only 3 percent of their energy
to create light — the rest is wasted as heat.” In the same way, automobile engines use only 20 percent
of the energy they consume to move the car forwatd — the rest is wasted as heat”” The new CAFE
standards call for greater fuel efficiency. Over the long term - not the short term —we may be able
to achieve greater efficiency from a radical redesign of the power source than from shifts in fleet size
and weight.

Enesgy efﬁcien&y also can be applied on a larger scale in urban planning Many of our town hall
patticipants stressed the need for development of “energy-efficient communities” or “smart growth”
strategies designed around minimizing commuting,

Point 10: Develap a federol framework for measuring and controlling greenhause gases.
‘The energy bill of 2007 addresses some of the greenhouse gas emissions issues by adopting a stricter
fuel economy standard for cars and light trucks, speeding up the use of energy efficiency technologies
and increasing fedetal research for carbon capture and seq ion. These are imp

but we believe a national climate change policy makes much better sense than dozens of regional
policies or 50 state policies. On the present path and lefc unchecked, annual US, greenhouse gas
emissions are projected to increase by 35 percent.®

A new report by McKinsey & Company identfies opportunities to reduce these projected emissions
by between one-third to one-half in 2030 at manageable costs to the economy, using proven and
emerging high-potential technologies — but only if the US. pursues a wide array of options and
moves quickly to capture gains from energy efficiency. Hawever, the report watns that private sector
innovation and policy support will be necessary to unlock even the most economically beneficial
abatement options.

Shell believes an effective U.S. climate change policy should:

® Include a workable cap-and-trade program for carbon emissions from statonary soutces such as
power plants and large industrial facilities and a separate program for reducing catbon emissions
in the transportation sectos,

®  Encourage morc renewable energics and the captute and storage of carbon dioxide emissions,
and

®  Work with existing international systems to reduce greenhouse gases arourid the world.

“Ordinary

incandescent bulbs
use only 3 percent of
their energy fo create
light - the rest is
wasted as heat”
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Point 11: Educate our children and ourselves on energy
issues. In our national dialogue, we emphasized the need for
both adults and children to be mote educated about energy
issues. More than two-thirds of those with whom we met
supported fanding for increased education and conservation
awareness.”’ We cannot make the hard choices ahead of us
without a broad understanding of the basic issues of energy
security,

School curricuta should include more study of energy — where
it comes from, how it is used and the impact of the energy
choices we make. And these lessons should begin at an eatly
age, to shape behavior and to ge curious
young minds to become the energy engineers of the future
who will tackle these challenges.

Point 12: Keep the door open for other technology solutions. There are other viable energy
alternatives, each with its own current limitations: nuclear powet, geothermal energy and hydropower,
for example. Nuclear power is a proven but contraversial technology. For every town hall comment
we received saying “more nuclear,” there was a corresponding comment saying “no more nuclear” We
need to keep pursuing these alternatives and look for other as-yet-undiscovered solutions.

“We believe a
Moving forward will require narional political will technolagical and human energy and majot financial
national climate  investments. But it can be done if we commit to act.
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A Call to Action
In Philadelphia, one town hall participant tesponded to our dialogue with “a call for Shell to take the lead
in an effort to support global energy policies that are not self-serving” This report begins a larger call
to action for all of us: the energy industry, policymakess, business and community leaders and individual
citizens.
It is critical that we continue to engage and participate in the debate around our enesgy ptiorities, There
are hard choices to make to balance our energy needs, our economic well-being, our quality of life and our
tespect for the environment, not the feast of which is an immediate and sustained need to embrace and
accept new and updated infrastructure. We heard that no one wants solutions imposed upon them  they
want to be engaged in the decision-making process. That requites ongoing education from leaders and
experts, with an active response from communities and policymakers.
1t will require government acrion to establish a legal framework that addresses:

P . .
“The time is now

o Access,

o Rights of ways, and the American
* Pemis public is ready to
take action.” Shell

«  Appropriate safeguards, and ogrees.”

s Royalty strucrures,

*  Regulations,

e Environmental stewardship,

Congress has made a positive start with the energy bills of 2005, 2006 and the Energy Independence and
Security Act of 2007. There wilt be a cost to achieving our energy security, and it must be shared faitly
among all involved. For businesses and sharcholders, this will mean making appropriate investments in
technology and pushing innovation that can advance our energy security.

Every American has a stake in this issue and 2 role to play, We each must loak at our own carbon footprint
and determine if we are making the best use of the energy we consume. Each of us as individuals must
make our voice heard to shape a future path that reflects our values and priorities.

In this presidential election year, we all have a responsibility to understand che dilemma we face, the
complexity of the choices and the fact that there are no easy answers. We must ask our candidates about
their stands on energy security in the short, medfum and long term and push for comprehensive energy
solutions that make sense for the economy and the environment.

As one Cincinnati pardcipant said, “The time is now and the American public is ready to take acdon.”
Shell agrees.

John D. Hofmeister, President

Shell Oil Company

February 14, 2008

For more information on what is required to ensure enetgy secusity, visit: wowusenergysecurity.shell.com.

A National Dialogue on Energy Security: 17
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“Uf lack of communication helped create
the problem, we believed openness and
transparency would help solve it. We
created the dialogue with two goals: fo
build Americans’ awareness of the energy
issues we face, and to gain a betfer

understanding of their perceptions and

PRI
priorities.

Tell us what you think about Shell, out performance, our repotts or the issues we face in the
USS. and globally via email at shioil-tellshellus@shell.com

Contact the following address below for copies of this publication.
Shell Ol Company

910 Louisiana, Suite 4442B
Houston, TX 77002

You can access this report onlirie at www.usenergysecurity.shelLcom

More information about Shell is available at www.shell.com.

This report bac been primied on 100% recycled Saksra Silk cover and book.

The compaies in which Royal Dutch Shefl plc divectly and indirectly owns invesimients are separche entiies. I this brochre the expressions "Shell*, “Grouri® and “Shall Group ore:
sometimes used for convenience whera references ore made Yo Group companies in general. Likewise, the wortds e, “us” and “our” are olso used fo refer o Group companes in
generil or those who work for them, These expressicns are also used whers there is no purpose in identifying specific companies.”
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The CHAIRMAN. Thank you, Mr. Hofmeister.

Our next witness is Mr. Peter Robertson, who is the Vice Chair-
man of Chevron. He has served as Vice Chairman of the board of
Chevron since 2002. He has spent 15 years with that company.

We welcome you, sir.

STATEMENT OF PETER ROBERTSON

Mr. ROBERTSON. Thank you.

Good afternoon, Mr. Chairman, Ranking Member Sensenbrenner,
and members of the Committee. My name is Peter Robertson, and
I am Vice Chairman of Chevron Corporation, and I am here today
proudly representing 59,000 Chevron employees, 27,000 of whom
work here in the United States.

I appreciate the opportunity to discuss the energy issues that are
very much on your minds and those of all Americans. I will address
three issues: rising oil prices; our commitment to providing energy,
including renewables; and policies to insure that we enhance our
energy security.

Four years ago we sent a letter to members of Congress, the ad-
ministration, cabinet members, as well as trade associations and
think tanks. It foreshadowed the issues we face today and included
concrete ideas for action. The letter said we face a new reality: vol-
atility, high prices, greater competition for resources, and height-
ened geopolitical risks.

Today this new reality is here, and it is costing us. All Americans
feel the pain of $100 oil, and it is not just at the pump. Everything
is more expensive. People are concerned about rising costs and
rightly so.

The world is consuming oil at an ever increasing rate, and it is
projected to continue. There are a billion people who enjoy our
standard of living, and there are billions more striving for the
same.

The current system is straining to meet their needs. There is
dramatically reduced spare capacity, and there is no room for error.
Any disruption or perceived threat of disruption typically sends
prices up, and the declining value of the dollar has only worsened
the situation. The situation is not sustainable, and it is time to
take urgent action.

So what are we doing? Chevron produces almost one billion bar-
rels of oil equivalent a year, and as large as that number sounds,
it serves less than three percent of world demand. And in the U.S.
our refineries produce six billion gallons of gasoline each year, an-
other large number, but that is less than five percent of America’s
gasoline consumption.

Between 2002 and 2007, Chevron invested approximately $73 bil-
lion in new energy supplies, more than we earned. This year we
will spend another $23 billion, including 2.3 billion in U.S. refining
and marketing activities. We have added one million gallons a day
in gasoline capacity over the last two years.

Let’s talk about renewable energy. Today Chevron is the world’s
largest producer of geothermal energy. Between 2007 and 2009, we
plan to spend $2.5 billion on renewables and energy efficiency serv-
ices. We formed a range of partnerships to pursue next generation
biofuels. Let me give you one example.
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We teamed up with Weyerhaeuser Corporation because we need
partners. They know plants; we know fuels. Together we provide
the unique combination necessary to meet this challenge.

But it will take time to have a meaningful impact. A large
biofuels plant in the U.S. produces in a year what one of our refin-
eries produces in a single week. The enormous scale of the energy
system means that we must continue to bring traditional energy
supplies to market even as we accelerate the development of re-
newables.

But increasing supply is only one important step. We also need
to aggressively moderate demand. America needs to become a na-
tion of energy savers. Chevron Energy Solutions has completed
more than 800 energy efficiency and renewable energy projects,
largely in public facilities, reducing emissions and saving on aver-
age nearly 30 percent in energy and operational costs.

In closing, I want to emphasize what we can do together to help
consumers. The National Petroleum Council study involved 1,000
participants, scientists and NGOs, industrial consumers, and policy
experts. It recommended five strategies ranging from moderating
demand to expanding supply, to increasing research. It has given
us sound, sensible, achievable solutions. Now we need action.

We strongly urge you to implement its recommendations, but
first we need to change our nation’s conventional wisdom about en-
ergy development and use. On the demand side, our country needs
to value energy as a precious resource. We need a “made in Amer-
ica” solution enabled by everything from human ingenuity to smart
buildings, to advanced vehicles.

On the supply side, we need to be sensitive to the scale and time
frames required to alter the energy mix. We need to help to open
up the 85 percent of the outer continental shelf that is off limits.
We cannot expect other countries to expand their resource develop-
ment to meet our need as we limit our development without good
reason.

And we need your help in dealing with inefficiencies in the gaso-
line market. There are 17 boutique fuel requirements across the
country. More requirements on fuels are being added through re-
newable fuel mandates and proposed climate policies. These impor-
tant policies must be advanced in a way that Americans can afford.

The time for action is now. During the five minutes it took me
to deliver my remarks, the world has consumed the energy equiva-
lent of 35 million gallons of oil equivalent. Our collective leadership
and ingenuity can set a path for true progress.

At Chevron we will continue to do our part.

Thank you very much.

[The statement of Mr. Robertson follows:]
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Peter J. Robertson
Vice Chairman
Chevron Corporation
Statement Prepared for the House Select Committee on
Energy Independence and Global Warming
April 1, 2008

Chairman Markey, Ranking Member Sensenbrenner, Members of the Committee.
My name is Peter Robertson, and I am vice chairman of Chevron Corporation. I am here
to represent the more than 59,000 Chevron employees (of whom 27,000 work here in the
United States) and more than 1.5 million stockholders who put their trust in our company
each day. I am proud to be a part of an industry so vital to every American’s way of life
and to the development and growth of economies around the world.

Given the many challenges our country faces on the energy front, I appreciate the
opportunity to appear before you today. I will address the factors behind nsing oil and
gasoline prices, highlight what Chevron is doing to develop alternatives and traditional
energy sources, and discuss the type of policies that promote the use of renewables and
provide long-term energy security for Americans.

Although Chevron has been firmly rooted in California for almost 130 years, our
operations and customers span the globe and extend across the entire energy spectrum.
Globally, we produce 2.6 million barrels of oil- and gas-cquivalent per day—Iess than 3
percent of global oil and gas volumes. Chevron’s U.S. production of approximately
765,000 barrels of oil- and gas-equivalent per day represents roughly 5.4 percent of U.S.
total.

We refine, transport and sell petroleum products. Chevron is the sixth-largest
refiner in the United States, producing about 4.8 percent of the country’s gasoline. And
we blend ethanol into almost 40 percent of the gasoline we scll in the United States.

Chevron is a leading producer of renewable energy. We're the world’s largest
producer of geothermal energy (operating 1,250 megawatts), and we’re pursuing next-
generation biofuels and other alternatives with a number of important strategic
partnerships.

Chevron is also a major provider of energy efficiency services and clean energy
solutions in the nation. Qur subsidiary Chevron Energy Solutions has a strong track
record of providing solar power to large commercial clients across the country. To date, it
has handled more than 800 projects, saving clients on average 30 percent on their energy
consumption and operational costs.
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Chevron strives to be a strong partner in the communities wherc we operate. Our
company supports more than 11,000 large and small businesses throughout the country.
Last year alone, we spent $10.8 billion with our business partners in the United States.

It is precisely Chevron’s size and scope that allow us to take risks in an
environment in which global resources are increasingly nationalized, and single oil and
gas developments run in the billions of dollars. The search for the next source of
energy—whether it be oil or next-generation fuels from renewable sources—takes
enormous capital, specialized cxpertise and the organizational capability that
characterizes Chevron. Transforming raw materials into useable energy products and
delivering them to markets on six continents takes substantial financial strength,
advanced technology and human energy.

And yet, from a global perspective, sovereign states and their national oil
companies own 94 percent of the resources consumers need. Chevron ranks 21 in terms
of its access to oil and gas resources (See Appendix chart #1).

Strong global demand, weak U.S. doliar have driven up oil prices

As we meet today, the price of oil has risen recently to record levels above $§100 a
barrel. Given that the largest contributor to the cost of gasoline is crude oil, this has
translated into record-high gasoline prices. In February, according to the Department of
Energy, a gallon of regular gasoline retailed on average for $3.03; the price of crude oil
accounts for some 70 percent of this, or about $2.11. Federal, state and local taxes
averaged 40 cents per gallon, making the combined effect of crude costs and taxes $2.51
per gallon, or 83 percent (See Appendix chart #2). Consumers and businesses feel the
effects from the supermarket to the airport. Likewise, in the cnergy industry, we are
feeling the effects—from increased energy costs to produce, refine and distribute
products to more expensive steel to costlier rates for drilling ships. We are as concerned
about escalating oil prices as any other energy consumer. To address these concerns
going forward, it is important to understand the many factors affecting the price of
oil—and, therefore, the price of transportation fuels.

There are fundamental factors affecting the current price of oil, including rising
demand, the reduction in the supply system’s spare capacity to deal with unforeseen
disruptions, the value of the U.S. dollar and the associated flight to commodities, and
rising risk—both above ground and below ground.

We have reached a point where worldwide demand is straining the global energy
system. While demand in OECD countries essentially has been flat over the past few
years, demand in non-OECD countries—what we typically think of as developing
nations—is experiencing robust growth. In fact, growth in non-OECD regions has
accounted for over 80 percent of the rise in oil demand since 2000. China’s new
“Industrial Revolution™ has lifted all boats across non-OECD economies, especially Asia.
The expansion has been driven by exports and infrastructure investment, and has
consumed commodities at an unprecedented rate. It is important to highlight that in many
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important energy-consuming non-OECD countries government treasuries have
subsidized price (Appendix chart #3), a factor that has contributed to additional stress on
supplies and price.

The Middle East is also in the middle of a substantial investment cycle, a process
that has kick-started oil demand growth in the face of rising oil prices. Thus far, non-
OECD oil demand growth has shown few signs of softening despite the U.S. economic
slowdown.

It is this economic growth overscas, especially in India and China, that has helped
hundreds of millions of people to rise above the poverty level to a better quality of life.
These basic human aspirations and the associated energy growth arc forccasted to
continue. Global energy demand is projected to increase roughly 50 percent by 2030,
with demand in the Asia-Pacific expected to grow 90 percent over the same period (See
Appendix chart #4). And, according to the Department of Energy, demand in the United
States is also forecasted to grow by 16 percent over the next 20 years (See Appendix chart
#5).

The accelerated increase in demand since 2004 has reduced the global spare
capacity of oil, creating a tighter relationship between supply and demand and heightened
concems in markets around the world (See Appendix chart #6). Falling or flat U.S.
production is a contributing factor and adds to these pressures. According to the
Department of Energy, U.S. oil production has fallen approximately 40 percent sincc
1985, while U.S. consumption has grown more than 30 percent. In real barrels, U.S. oil
production is now below 5 million barrels per day—it was approximately 9 million in
1985. The narrowing of spare production capacity in the world means that even when a
relatively small amount of resource is at risk of disruption due to a varicty of factors, it
can affect the price of oil.

This heightened market sensitivity is exacerbated by other risks. “Below ground
risk™ is increasing as energy is harder to find and more expensive to produce. “Above
ground risk” is also occurring around the world. At home and abroad, access to new
supplies has been restricted, making it incrcasingly difficult for the energy industry to
invest and expand operations. And calls for increased taxation only scrve to shrink the
capital base available for energy development. As the recent National Petroleum Council
study pointed out, our country’s greatest concern relative to future supplies stems not
from a lack of hydrocarbon resource but, rather, from the risks to our ability to expand
production in a manner timely enough to meet growing demand. Policies restricting
access to new arcas with resources in the United States combined with naturally declining
mature oil and natural gas fields have increased U.S. reliance on supplies from
international sources.

These factors arc not a new phenomenon. It has been something Chevron has
been warning Congress about for some time. In 2004, we sent a letter to the
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administration and leading members of Congress, trade associations and leading think
tanks that said: “Today, we face a ncw reality in energy—one characterized by volatility,
high prices and greater competition for resources that are shifting traditional alliances.
Increased and sustained demand from China and India, declining supplies of traditional
energy sources, and heightened geopolitical risks in the critical energy producing markets
have contributed to this new reality in energy.”

This new reality and the impact on oil prices are compounded by the weakening
of the U.S. dollar. The higher oil price is in part a market adjustment that reflects the
weakening purchasing power of oil exporting countries that sell their oil in U.S. dollars
but buy goods with stronger currencies such as the euro. Additionally, the weak dollar—
and concemn by stock investors over the subprime issue and its impact on the stock
market—has contributed to a flight to commodities by investors seeking better returns
(See Appendix chart #7). Oil has gone up along with many other commodities such as
gold, comn, copper and even coal. While oil has reached record highs this year, a
Washington Post article on March 20 reminds us that the tightening global energy-supply
demand balance also has affected coal, which has increased in price by approximately 9
percent since the beginning of the year.

This has crcated a somewhat unusual situation that was observed by one
economist speaking to the Wall Street Journal: “Crude futures prices,” he said, “have
decoupled from the forces controlling the underlying physical flows of the commodity.”
Or, more simply put, the weak dollar keeps prices high, even though the market has
responded both with more supply to meet demand and, in some sectors, a lowering of
demand. In fact, recent figures from EIA suggest that demand in the United States has
moderated in response to the current high prices. That prices still remain high
underscores the fact that many factors are in play and there are no short-term fixes to
today’s price levels.

Energy challenges are immense — so is the infrastructure needed for supplies

To understand today’s energy reality, I would emphasize that the energy system is
global, vast and complex. For each minute we spend here today, the world will consume
the equivalent of 7 million gallons of oil-equivalent. For decades it also has delivered
energy to over a billion of people around the globe efficiently and reliably. The
infrastructure that produces energy in one part of the world and delivers it to another is
highly interconnected—physically and to the global markets that set price. Each depends
upon the other. Although the United States is a key producer and the leading global
consumer, we are only one part of this global system and cannot be isolated or immune
from issues that either shape or upset global market dynamics.

There has never been a more urgent need to be realistic about the energy system’s
interdependence and its size and scale. We also need to recognize the magnitude of
resources, both financial and organizational, needed to keep it running. Today’s energy
infrastructure requires substantial ongoing investment to sustain production, tap new
sources and mect growing demand. In fact, in its 2007 Encrgy Outlook, the International
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Energy Agency has projected that the world will requirc $22 trillion in new energy
investments by 2030, with $7 trillion needed to produce the resources—the oil, natural
gas, coal and biofuels—necded to mect demand. Nearly half of these investments will be
in developing countries.

As we strive to meet demand, we are overcoming increasingly extreme and
remote environments, and we are facing head-on the challenges posed by climate change.
Our industry has evolved over the last 100 years from relatively simple wooden derricks
that barely scraped the Earth’s surface to complex offshore platforms that produce oil
from reservoirs located miles below, where pressures can exceed 20,000 pounds per
square inch and temperatures well surpass the boiling point. One new oil project on the
fronticrs of the Gulf of Mexico can cost more than $5 billion and takc more than 10 years
to bring onstream. But one of these projects adds less than 1 percent of U.S. demand and
illustrates an industry truism: The era of easy oil is over.

There are significant challenges that need to be resolved so that we can generate
the kind of production at a scale needed to meet U.S. demand. These challenges will take
time, money and new infrastructure and technology to solve. For the forcseeable future
it also will take contributions from all energy sources—traditional energy and renewables
and alternatives.

Biofuels offer an important resource in the future of transportation fuels. The
challenge is one of commercial scale. One of the country’s largest biodiesel facilities,
located in Washington state, for instance, has an annual production capacity of 100
million gallons. This amount would serve the country’s demand for transportation fuels
for about six hours of one day. And it roughly equals the amount of transportation fuel
that Chevron’s refinery in Pascagoula, Mississippi, produces in a single week, and
Pascagoula is one of approximately 150 refineries in the United States. This illustrates
the kind of scale needed for biofuels to have a meaningful impact on the energy mix that
serves the transportation needs of an economy the size of the United Statcs.

Renewables and alternatives represent less than 10 percent of the global energy
mix today and have seen a fourfold increase in global investment since 2004, Nearly
$150 billion has been poured into this sector in the past 12 months alone (See Appendix
chart #8). The volume of renewables is expected to incrcase roughly 45 percent by 2030
to meet demand. Even so, their percentage of the total energy mix will remain close to
the current percent, because the overall global demand is growing so quickly.

Chevron is aggressively investing to develop new energy supplies

We are actively responding to the energy demand of the United States and
countries around the world-—investing aggressively to develop energy supplies to meet
today’s and tomorrow’s needs. Our activities span a diverse portfolio of energy interests,
including traditional oil and gas, renewables, alternatives, energy efficiency services, and
research and development in future energics. Between 2002 and 2007, Chevron invested
approximately $73 billion back into the business to bring new energy supplies to
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market—investing what we earned. Some $17 billion of that sum was invested in our
U.S. upstream—or exploration and production—operations.

Our capital program for 2008 is close to $23 billion, an increase of nearly $3
billion over our 2007 investment, and nearly triple what it was in 2004. Globally,
Chevron currently has 40 major oil and natural gas capital projects in the planning or
development stage, each with a net Chevron share of the investment of over $1 billion.
These projects are critical to supplying the energy that the world needs and will be
important to closing the gap between supply and demand, which is key to addressing the
challenge of high prices. Out of this queue of 40 major supply projects, cight are located
in the United States. And there are many other upstream projects under $1 billion that
will have significant production once they come onstream (See Appendix chart #9). A
number of these projects arc situated at the forefront of development and employ leading-
cdge technology. As alluded to earlier, factors such as size, organizational capability and
the ability to assume the inherent risks in developing technology and undertaking large
investments are cssential assets when competing in today’s global energy environment.
Even though Chevron is relatively small compared with its nationalized competitors, it is
a strong competitor. This is an industry in which size, technological capabilities and
financial strength are the ncw “price of entry,” and large-scale and frontier cnergy
devclopments arc the norm, not the cxception, today and in the future.

Let me highlight a few key projects to illustrate what we do. We are working on
several deepwater oil and natural gas projects in the U.S. Gulf of Mexico. One of these,
known as Tabhiti, offers a typical case study in the risks facing this business today in
terms of timing, scale and cost. We acquired the Tahiti lcases in the 1990s, when oil was
in the $20 per barrel price range. In 2002, we used leading-edge technology to drill in
4,000 feet of water and found an estimated 400 million to 500 million barrels of
recoverable resources. It will take seven years to build the infrastructure required to
produce the oil and gas more than a 100 miles offshore. When Tahiti finally comes on
line, we will have invested $4.7 billion—before realizing $1 of return on our investment.
Once in production, Tahiti is expected to produce for up to 30 years. At it peak, Tahiti is
cxpected to add 125,000 barrels of oil and 70 million cubic feet of gas per day to the U.S.
domestic supply.

Another example is a rescarch and development projeet on refining technology
our company recently announced. Known as VRSH, which stands for Vacuum Resid
Slurry Hydrocracking, this technology will help us produce transportation fuels from
heavy oil otherwise used for other lower-grade petrolcum products. We spent almost five
years working on the project in a lab sctting testing the technology. We announced in
March that we are beginning work on a pre-commecrcial plant at one of our U.S. refineries
that will take two years to construct. We will fearn more about the technology for a few
years before we will be able to confirm whether we can build onc of these plants at full
scale. Once that decision is made, it will take another several years after that to cormplete.
This kind of step-by-step process is needed to ensure we are making the right decisions.
They take time.
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A final example is our Kern River oil field in southern California. We discovered
oil more than 100 years ago in the San Joaquin Valley. At Kem River, 2 billion barrels
later, we are still there. This year we expect to spend nearly $1 billion on the
sophisticated technology and ongoing development activities required to produce as
many barrels as possible out of this historic and important American resource. This
investment in our base business is a very important part of our business. Aside from
providing a flow of oil, these efforts help us understand how oil reservoirs work—
knowledge and technology that we can apply around the world so that our partners also
can enhance their oil recovery from known resources.

Today in the United States, we have five major oil and natural gas projects under
construction, with a total peak production capacity of 420,000 barrels per day of oil-
equivalent. All these projects are expected to be in production by 2010.

At the same time that we are investing at the forefront of traditional energy such
as oil and gas, we also are pursing advances in renewable technologies that are needed to
help diversify supply and meet the challenges of tomorrow. To add to domestic energy
resources, Chevron and many other companies are making investments in renewable
energy. Since 2002, Chevron has spent more than $2 billion to develop renewables,
alternatives and energy efficiency services. Between 2007 and 2009, our spending on
renewable technologies and energy efficiency solutions will increase to $2.5 billion.

New technology to unlock the enormous potential of cellulosic ethanol is needed,
and that’s where companics such as Chevron are already taking steps to achieve progress.
In 2006, we formed a biofuels business to advance technology and pursue commercial
opportunities related to the production and distribution of ethanol and biodiesel in the
United States. We recently announced a joint venture with Weyerhaeuser Corporation to
pursue the research necessary to commercialize production of biofuels from nonfood
sources. Catchlight Energy will work to develop technology that will lead to commercial
biofuels production.

And more research is needed. We have strategic biofuels alliances with Georgia
Tech, UC Davis, Texas A&M, the U.S. Department of Energy’s National Renewable
Energy Lab and the Colorado Center for Biorefining and Biofuels. Chevron was selected
by the U.S Department of Energy to lead a consortium that has built five prototype
hydrogen stations across the United States. We also are participating with AC Transit in
the San Francisco Bay Area (California) on a zero-emission hydrogen bus project.

We are also investing in our refineries to continue to improve our ability to supply
the products U.S. consumers need. At present, we are working on major projects at each
of our big three U.S. refineries. Our U.S. downstream capital spending in 2008 will be
$2.3 billion. Since 2002, we have invested $5.2 billion, which has resulted in additional
supplies of more than 1 million gallons of transportation fuel production per day. We also
are investing in refineries outside the United States, such as Pembroke, Wales, which can
produce gasoline to meet U.S. and California specifications.
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However, our investments in refining are sensitive to market forces, market
direction and local permitting decisions. Government policies—such as the recently
passed cnergy bill with its very ambitious program for renewable fuels—have creatcd
uncertainty over how much additional U.S. refining capacity may be needed to meet
future U.S. demand. We have recently canceled work on a major refinery expansion
project, due in part to that uncertainty.

Chevron is taking aggressive steps to increase energy efficiency

The energy challenges we face, globally or in the United States, cannot be met by
addressing only the supply side. It is also important for all of us to realize that the most
readily accessible source of new energy is conservation and efficiency. At Chevron, we
embrace conservation as an important business strategy, and we are in our 17" year of
reducing our own energy intensity. Since 1992, we have increased energy efficiency at
Chevron by 27 percent.

And through Chevron Energy Solutions (CES), we are delivering energy
efficiency projects that benefit federal, state and local governments; the public; and the
environment. CES has completed over 800 projects involving energy efficiency and
rencwable power in the United States. These projects have accounted for over $1 billion
in energy and operational savings, with a nearly 30 percent savings on average per
project.

Chevron Energy Solutions has implemented energy efficiency, energy
management and related energy improvements at government facilities across the United
States. These projects include U.S. military bases such as: Beale Air Force Base,
California; Department of the Navy, Marine Corps Logistics Base, Georgia; Department
of the Army, Picatinny Arsenal, New Jersey; and the Department of the Army, Corpus
Christi Army Depot, Texas. CES also has developed energy efficiency, solar power and
clean energy projects for the U.S. Postal Service, including its Processing and
Distribution Center in Oakland, California, and Mail Processing Facility in San
Francisco, California. Another California solar project at Contra Costa Community
College near San Francisco is the largest of its kind at an institution for higher leaming in
North America. The project will generate 3.2 mcgawatts of solar power and will save the
college $70 million in encrgy costs over the next 25 years.

The National Petroleum Council Study: Urgent action is needed

The committee has asked what we recommend both industry and Congress can do
to help consumers address the challenges from high-energy prices. There is no single or
short-term solution to satisfy the world’s growing appctite for energy—or to prevent the

United States from being affected by the global energy dynamic.

We need a range of realistic solutions, and we need them at scale.
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We literally need all the energy we can develop. This includes oil, natural gas,
coal and nuclear power. It also includes renewables. And, just as important, it includes
cnergy efficiency. The U.S. Energy Information Agency forecasts that over the next 25
years oil, coal and natural gas will provide roughly the same 86 percent of the world’s
total energy mix as they do today, and renewables will be an important component in our
energy mix. The energy industry and other parties are making investments in all these
areas, and it is important that they continue. All are needed to provide important
additions to our energy supply portfolio. And all will play an important role in mecting
increased energy demand. We believe it is not productive to impose additional punitive
taxes on companies such as Chevron at a time when investments are needed in all forms
of cnergy to mect growing demands at home and abroad.

At a time when more supply is needed, the United States has been reluctant to
access some of its own resources. Chevron and others have been talking about the
constrained supply-demand dynamic for the last several years, urging greater access to
U.S. resources, onshore and offshore-—especially given the time it takes for projects to
come onstream. Instead, we have been increasing our demand on exporting countries
because of policy decisions made here at home. Any serious measures toward energy
security must seek to reverse this equation. As the world’s largest consumer of encrgy,
actions we ask of other producers must be matched at home.

Enecrgy underpins every aspect of our society and our growing economy. The
scale and breadth of the U.S. energy system is unsurpassed in the world, as is our encrgy
demand. A sustained, reliable supply is essential, and that is achieved by bolstering
supplies and moderating demand. The Energy Indcpendence and Security Act of 2007
had important measures to moderate demand. However, it missed taking the additional
step we believe is also urgently needed— improved access to off-limits oil and natural
gas resources that we will need 10, 20 and 30 years from now.

Last summecr, the National Petroleum Council (NPC) issued a sobering study
called “Facing the Hard Truths About Energy,” which outlines a comprehensive,
intcgrated approach to U.S. energy sccurity. The NPC study is a broad-based consensus
effort representing the views of an impressive range of experts and stakeholders. Input
was sought from more than 1,000 other stakeholders, in the U.S. and abroad; there were
350 participants with backgrounds in all aspects of energy including efficiency,
economics, geopolitics and environment; 65 percent of participants were from outside the
oil and gas industry, including nongovernmental organizations, academia, government,
environmental and financial.

The NPC study highlights the need for an integrated national strategy given
accumulating risks to the supply of reliable, affordable energy. The study highlights a
number of “hard truths™:

e Coal, oil, and natural gas will remain indispensable to meeting total projected
encrgy demand growth.
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e The world is not running out of energy resources, but there are accumulating risks
to continuing expansion of oil and natural gas production from the conventional
sources relied upon historically. These risks create significant challenges to
meeting projected encrgy demand.

» To mitigate these risks, expansion of all economic energy sources will be
required, including coal, nuclear, renewables, and unconventional oil and natural
gas. Each of these sources faces significant challenges—including safety,
environmental, political, or economic hurdles—and imposes infrastructure
requirements for development and delivery.

e “Energy independence” should not be confused with strengthening energy
security. The concept of energy independence is not realistic in the foreseeable
future, whereas, U.S. energy security can be enhanced by moderating demand,
expanding and diversifying domestic energy supplies, and strengthening global
energy trade and investment. There can be no U.S. energy security without global
energy security.

* A majority of the U.S. energy sector workforce, including skilled scientists and
engineers, is eligible to retire within the next decade. The workforce must be
replenished and trained.

* Policies aimed at curbing CO; emissions will alter the energy mix, increase
energy-related costs and require reductions in demand growth.

The NPC study scts forth five core strategies to assist markcts in meeting the energy
challenges to 2030 and beyond. The United States must:

1. Moderate the growing demand for energy by increasing efficiency of
transportation, residential, commercial and industrial uses.

2. Expand and diversify production from clean coal, nuclear, biomass, other
renewables, and unconventional oil and natural gas; moderate the decline of
conventional oil and natural gas production; and increase access for development
of new resources.

3. Integrate energy policy into trade, economic, environmental, security, foreign
policies; strengthen global energy trade and investment; and broaden dialogue
with both producing and consuming nations to improve global energy security.

4. Enhance science and engineering capabilities and creatc long-term opportunities
for research and development in all phases of the energy supply and demand
system.

5. Develop the legal framework to enable carbon capture and sequestration (CCS).
In addition, as policymakers consider options to reduce CO; emissions, provide
an effective global framework for carbon management, including establishment of
a transparent, predictable, economywide cost for CO, emissions.
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The study further recommended that markets should be relied upon wherever
possible to produce efficient solutions. Where markets need to be bolstered, policies
should be implemented with care and consideration of possible unintended consequences.

The study is a catalyst for action. And action is needed now on all of the
recommendations.

Changing our conventional wisdom on energy

Mr. Chairman, you asked me to address the issue of what measures can be taken
to help the consumer deal with these rising energy prices and promote the use of
alternatives. Let me reiteratc that the NPC study has given us sound, sensible and
achievable solutions. To successfully implement these recommendations we need to
change our conventional wisdom about energy development and its use.

First, we need to value energy as a precious resource. Energy cfficiency is the
most immediate and important action that each of us can take to contribute to rising
encrgy prices. The United States must become a nation of energy savers. In short we
need a “Made in America” solution enabled by everything from human ingenuity, to
“smart” buildings, to advanced vehicles and transportation systems. Increased encrgy
efficiency and conservation will help reduce demand for energy and will reduce pressures
on the system. Markets are indicating U.S. consumers are already taking action. You
and your committee have a critical role to play to engage the U.S. public and put the
United States at the forefront of responsible energy use.

Second, I would urge you to be sensitive to the issue of scale and timeframe. I
hope that I have been able to demonstrate Chevron’s commitment to the development of
alternative sources of energy. This is an ambitious undertaking and one that we are
embracing. But the scale of the energy system means that despite our combined efforts,
renewables will meet less than 10 percent of demand in 2030, according to EIA
estimates. We must continue to bring traditional energy supplies to market, even as we
are developing alternatives sources of energy. '

Third, on the supply side, we need your help to open up the 85 percent of the
Outer Continental Shelf that is now off limits to environmentally responsible oil and gas
exploration and development. We cannot expect other countries to expand their resource
development to meet America’s needs when our government limits development at home.

Finally, I would encourage carcful evaluation of policies that can lead to
unintended consequences and create inefficiencies in the gasoline supply system. Today
we have 17 “boutique” fuel requirements across the country, requiring us to blend unique
gasoline products for different states and different localities. More requirements on fuels
are being added through renewable fuel mandates and proposed climate policies. For
example, we are under a mandate to include rising levels of corn-based ethanol in our
gasoline products and, over time, add significant quantities of celluosic ethanol. At the

11
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same time that we are accommodating these new mandates, policymakers have proposed
legislation to reduce greenhouse gas emissions that again is focused very heavily on the
transportation fucls sector. We urge you and your colleagues to reflect on how to
advance these important national policies without inadvertently disrupting our ability to
provide the gasolinc and transportation fuels that the United States needs at prices that are
affordable. Rationalization of these multiple requirements will create greater efficiencics
in the fuel supply system.

How we as a country deal with our energy future is nothing less than an urgent
matter of our energy and cconomic sccurity. Energy is vital to our nation’s economic
health. As such, a reliable, cfficient and affordable encrgy supply system is a policy
imperative. Realistic solutions must balance economic, environmental and security
goals. Ultimatcly, polices should recognize the inferdependence of the United States
within the global energy system, while at the same time capitalizing on our country’s
own extensive cnergy endowment. These are not insignificant challengcs, and they will
require leadership and collaboration. We look forward to working with you to address
these challenges.

Chevron will continue to do its part.

Thank you.

12
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The CHAIRMAN. Thank you, Mr. Robertson.

Our next witness is John Lowe. He is the Executive Vice Presi-
dent of ConocoPhillips. Over the last eight years he has held the
multiple senior level positions with that company.

We welcome you sir. Whenever you are ready, please begin.

STATEMENT OF JOHN LOWE

Mr. LowE. Thank you.

Good afternoon, Mr. Chairman. We appreciate the opportunity to
come before the Committee to discuss our alternative fuels invest-
ments, as well as our investments to meet current energy needs.

ConocoPhillips favors developing all forms of energy, conven-
tional, renewable, and alternative. However, we recognize that
even with aggressive implementation of alternative energy, most
sources estimate that fossil fuels must still supply two-thirds of
world energy in 2030. We cannot attain an alternative energy fu-
ture in a few short decades. Global energy demand is too high.
Technological development and infrastructure construction take too
long, and the cost would be too great.

This makes it essential that we build the political will to utilize
our fossil fuel resources. We must also develop the ability to use
them in cleaner forms, and we must disavow the misconception
that alternative sources can quickly and easily assume the energy
burden.

ConocoPhillips is already preparing for the future. Our reinvest-
ments into our business continue exceeding our income. We earned
$12 billion in 2007, but reinvested $13 billion, and we have over
$15 billion in investments planned for 2008.

In North America, we are spending billions of dollars to expand
supplies by developing the Canadian oil sands and building infra-
structure to transport the oil to the U.S. In pursuit of natural gas,
we are conducting major drilling programs and building pipelines
in two LEG re-gas terminals.

Downstream we are increasing our refining capacity and ability
to produce cleaner fuels.

You have also asked us to describe our efforts in renewable and
alternative energy. Although these are currently not part of our
core businesses, ethanol represents five percent of our U.S. gasoline
volumes, making us one of the nation’s largest ethanol blenders
and users.

We are test marketing E85 and biodiesel. We have produced re-
newable diesel fuel. We are working to develop biofuels from agri-
cultural waste. We are funding university research into the next
generation of renewable fuels like cellulosic ethanol.

We are evaluating opportunities to invest in solar, wind and geo-
thermal power. To make electric vehicles more practical, we are de-
veloping better materials for lithium ion batteries and to transform
coal and petroleum coke into clean burning synthetic natural gas,
we have developed proprietary technology and have two multi-bil-
lion dollar projects planned.

This Subcommittee is also charged with addressing climate
change. ConocoPhillips favors congressional enactment of a manda-
tory framework to reduce carbon emissions, and we are actively re-
searching potential carbon capture and storage. These efforts show
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what can be achieved by the industry’s technical, financial, and
human resources.

Our capabilities must not be undermined by punitive tax meas-
ures or counterproductive policies like those that threaten our co-
venture with Tyson Foods. Two years ago we formed a unique rela-
tionship with Tyson to develop a new technology to produce renew-
able diesel from byproduct animal fats. Unlike most biofuels, our
product can be transported by pipeline.

Congress enacted an incentive for the feedstock, but the House
is attempting to deny us equal treatment in utilizing this incentive,
which is afforded to all other biodiesels. This would make our tech-
nology uncompetitive.

If Congress intends to encourage meaningful alternative fuels de-
velopment, it is critical that all related tax policies and mandates
be feedstock and technology neutral, and that R&D efforts not be
und(eirmined. The market should decide which technologies go for-
ward.

Hopefully, government and industry can move beyond today’s all
too often adversarial relationship. There is much we can do to-
gether to increase supplies, encourage efficiency, develop alter-
natives, and address climate change. But have no doubt. The U.S.
is engaged in a global race. Other countries are working coopera-
tively with their energy industries to secure new supplies. Unless
our domestic companies are allowed to compete on level ground, we
run the risk of marginalizing U.S. oil and gas industry and ulti-
mately undermining U.S. energy supply.

Mr. Chairman, this concludes my statement. Thank you.

[The statement of Mr. Lowe follows:]
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Introduction

Good morning, Mr. Chairman and Members of the Select Committce on Energy
Independence and Global Warming. My name is John Lowe, and I am executive vice
president of Exploration and Production for ConocoPhillips. In that capacity, I am
responsible for worldwide oil and natural gas exploration, development and production

for the company.

ConocoPhillips appreciates the invitation to testify about the present energy situation
facing the United States and the world, as well as our activities to encourage increased
supplies of alternative and renewable energy. We share your and the American public’s
concerns about high consumer energy prices and welcome the opportunity to discuss our
own efforts to develop new energy sources that will improve the nation’s energy security,

as well as what we believe the government should do to facilitate the process.

Let nmie begin by briefly describing ConocoPhillips. We are an international, integrated
energy company, headquartered in Houston, Texas and operating in nearly 40 countries.
Among U.S.-based companies, we are the third-largest integrated energy company based
on market capitalization, the second largest domestic refiner, and a leading natural gas
producer. In 2007, we had annualized revenues of $187 billion, assets of $178 billion and

approximately 32,600 employees at year-end.

As you requested, my testimony here today will address the following subjects:
+ ConocoPhillips” activities in alternative and unconventional fuels,
e ConocoPhillips’ activities to increase U.S. conventional oil and gas supply,
o Energy industry trends, and
o The path to a sound energy policy.
However, before I get to these topics I would like to discuss the need for cooperation

between government and industry in forging solutions to our energy challenges.
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Need for Cooperation Between Government and Industry

The United States faces some daunting energy challenges — improving the security and
affordability of energy supplies, while also reducing the environmental footprint of the
nation’s energy use, including reducing greenhouse gas emissions. Responding
effectively to these challenges will require unprecedented cooperation between
government and industry. ConocoPhillips is eager to do our part on both fronts. We will
describe today the substantial investments we are making to develop new energy supplies
and our support of mandatory regulation of carbon. We believe that a regulatory
framework and carbon avoidance price is needed to allow our company and others to
make investments in improving efficiency, in developing low-carbon energy sources and
in capturing and storing carbon dioxide from fossil fuels. In support of this belief, we
joined the U.S. Climate Action Partnership to call upon government leaders to enact a
workable architecture for a mandatory national carbon cap and trade program with

international ties.

While we are optimistic about what industry and government could accomplish
collaboratively, we must share our frustration with the present state of affairs. We are
hopeful that, through dialogues such as today’s, our industry and the government can
forge a better working relationship that will be essential in enabling America to address
its energy needs, as other countries around the world are doing. We acknowledge that the
industry has not done a good job of educating the public or Congress about our business
in the past. Because of this oversight on our part, many policies emanating from Capitol
Hill do not reflect how global energy markets actually function, and therefore will not
improve the situation. These shortcomings must change so that together, we may progress
toward improving U.S. energy supply security on behalf of consumers. For our part,
ConocoPhillips has stepped up our public outreach efforts on energy issues in recent
years. For example, last year our executives held “conversations on energy” with
community leaders in 35 cities across the United States to discuss energy issues and

solutions.
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Unfortunately, at a time when the world needs more energy, rising worldwide resource
nationalism in other countries and limited domestic access to resources here at home are
impeding our industry’s crucial efforts to replace current production with new reserves.
In other countries, governments work closely with their domestic energy industry to

assure access to resources and build critical energy infrastructure.

We must point out that as our nation develops policies to increase supplies of renewable
and alternative energy supplies, we must not overlook the vital need to also encourage the
development of conventional supplies of oil and natural gas. To focus strictly on one and
not on both, is certain to create supply problems in the near future. As Congress
periodically debated the architecture of a national energy policy, the industry has
consistently stressed the need for more resource access. Gaining this access is, in fact,
critical to lowering energy prices. Yet, domestic access restrictions are increasing. To
illustrate this point, during the most recent energy bill debate, the House of
Representatives voted to ban drilling in Colorado’s Roan Plateau Basin, a potentially
prolific natural gas producing area, further decreasing the areas of the U.S. accessible to
resource development. Development of domestic natural gas offers the dual benefits of
improving U.S. energy security and lowering carbon dioxide emissions. We cannot see a
viable policy solution to either challenge without an increased role for domestic natural

gas.

Additionally, we have had many discussions on Capitol Hill in which our industry was
urged to build new domestic refineries or expand existing facilities. Yet today, we face
state and local government roadblocks that often delay planned refinery expansions,
along with an uncertain regulatory climate, which increases the cost of producing more
clean-fuel products and of processing the more difficult crude oils that increasingly
constitute available supplies. In cases where infrastructure is clearly needed to serve the
national interest, Congress should expedite federal and state permitting processes to
ensure there is a balance between federal, state and local, and special interests. We also

find that investors are confused about whether the industry’s efforts to expand refining
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capacity actually conflict with the many other Congressional policies calling for reduced

dependence on oil.

ConocoPhillips strongly favors rapid development of alternative sources, but there are
many challenges that must be overcome before these alternatives are commercially
viable. For example, the National Petroleum Council recently reported that potential
obstacles to wider use of renewable fuels include the need for “expanding rail, waterway,
and pipeline transportation; scaling up ethanol production plants and distribution systems;
developing successful cellulosic ethanol conversion technology; and maximizing the
potential of arable land.”' With potential advances in technology and infrastructure
improvements, these obstacles can be overcome, but we must realize that alternatives
cannot be developed overnight and that our dependence on conventional resources will
continue into the foreseeable future. Overestimating how quickly the United States can
transition to new fuels will likely lead to inadequate development of conventional

supplies and higher prices at the pump.

Most energy demand projections indicate that even with rapid penetration of alternative-
energy technologies, accompanied by substantial reductions in carbon dioxide emissions,
fossil fuels must still supply at least two-thirds of global energy by 2030.° Indeed, there is
an apparent misunderstanding of the enormous scale of fossil-fuel use ~ for example, the
world currently consumes 86 million barrels per day of oil — or 40,000 gallons per
second. There is also a lack of understanding of the enormous scale of existing
infrastructure or the ongoing investment required merely to maintain existing production.
For example, the United States has 200,000 miles of oil pipelines and 280,000 miles of
natural gas pipelines that required a century of construction.” Ol and natural gas must
serve as important bridge fuels as we move toward alternative sources. If the United
States is to improve its energy security, Congress must ensure that the nation has
sufficient conventional oil and gas supplies, even as it works to develop alternative

energy supplies. Figure 1 below shows how much oil production will need to be added to

! National Petrolenm Council, “Facing the Hard Truths about Energy,” 2007, page 21
? International Energy Agency, “World Energy Outlock 2007”
® National Petroleum Council, “Facing the Hard Truths about Energy,” 2007, page 12
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replace the decline in existing conventional oil production and expand supplies. It will
take unprecedented investment to achieve the production levels required to satisfy global
oil demand. In fact, the International Energy Agency estimates that through 2030, nearly
$10 trillion of investments in oil and natural gas exploration and production, refining,

transportation and infrastructure will be required, averaging about $400 billion annually.!

Figure 1

Oil Supply Challenge
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The Committee has asked us to address the question of what ConocoPhillips is doing to
develop alternative fuels. We believe that it is critical for the nation and our company to
diversify into alternative energy sources and support efforts to that end. Over two years
ago, Tyson Foods and ConocoPhillips began discussions that led to an unusual
relationship between the two companies. We developed a process that married Tyson’s
technologies in dealing with by-product animal fats and greases with our refining know-
how, to produce a clean, renewable diesel fuel that, unlike other biodiesel fuels, can be
transported via pipelines. We were excited about this new venture and have been told by
many lawmakers it represents the very kind of partnership and innovation that is needed
to advance alternatives and reduce dependence on imported oil. Yet today, we find that

partnership very much in question due to legislation passed in the House that denies us

* International Energy Agency, “World Energy Outlook 2007, page 95
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the same blending tax treatment provided to all other renewable and biodiesel producers.
We cannot compete in a market where a few competitors are singled out for
discriminatory treatment. Policies that encourage alternative fuel growth must be
technology and feedstock neutral. To do otherwise will surely limit the growth of

alternative fuels in this country.

We are also concerned that recent Congressional tax proposals would reduce funds
available to invest in developing new energy supplies and impede the ability of American
companies to compete in the global marketplace for resources. This would further tighten
the energy market — the opposite of Congress’ intent. This nation already learned this
lesson from the windfall profits tax imposed on the domestic oil industry between 1980
and 1988. According to the Congressional Research Service, this tax reduced domestic
oil production by as much as 6 percent and increased oil imports by as much as 16

percent.’

Some tax proposals would target only a handful of the integrated major energy
companies — a patently unfair approach that does not acknowledge that these companies
already pay their fair share of taxes. In a recent survey of 80 diverse American
companies, ConocoPhillips” effective tax rate between 2004 and 2006 of 43.6 percent
was the highest, about 14 percent higher than the average.6 Income taxes paid by
domestic energy producers have already increased by 460 percent between 2002 and
2005.7 Income taxes are only one of the ways we contribute to government revenues. We
also pay royalties, production and excise taxes, and lease bonuses, which are paid
whether you discover hydrocarbons or have a dry hole. When you take all these other
forms of government payment into account, our effective tax rates are much higher. For
example, our incremental fiscal government take rate in Alaska is about 85 percent at

current prices.

% U.S. Congressional Research Service, “The Windfali Profits Tax on Crude Oil: Overview of the Issues,”
September 12, 1990, page 2

¢ Martin A. Sullivan, “Reported Corporate Effective Tax Rates Down Since Late 1990s,” Tax Notes,
February 25, 2008

7 U.S. Department of Energy, Energy Information Administration, “Performance Profiles of Major Energy
Producers 2006,” Table B12 ($14.5 billion in 2002 to $81.5 billion in 2006)
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We must change the current adversarial relationship between industry and government in
order to accomplish either goal of improving energy security or reducing the risk of
climate change. We have some suggestions on policies that could be enacted to help

achieve these goals and will share them later in this testimony.

ConocoPhillips’ Activities in Alternative and Unconventional Fuels

Renewable energy

ConocoPhillips is already a large blender of conventional ethanol in the United States.
As the nation’s second-largest refiner and fuels producer, we are thus a large blender of
ethanol into fuels. In 2007, our marketers in the United States sold about 425 million
gallons of ethanol, equivalent to a nationwide blend rate of 4.7 percent. Additionally, we
are rapidly expanding our U.S. ethanol blending capabilities. We have expanded
capability for blending ethanol to 95 terminals this year and are evaluating additional
expansions. We are selectively adding biodiesel blending capabilities, although this fuel
is currently priced higher than petroleum-based diesel fuel, and the economics of

blending are challenged.

We are test marketing unbranded E-85 under our branded canopy in a number of states
with over 2,500 potential sites, provided the marketer meets certain image, safety and
fuel-quality guidelines. Results from our test are pending; but industry data has shown
that the consumer response to E-85 to date has not been very good. Many retailers who
have installed E-85 dispensers report insufficient consumer demand to justify the expense
of the conversion. The problem is that there aren’t enough vehicles with flexible fuel
capability today (only about 3 percent of the U.S. passenger fleet), and consumers who
own flexible fuel vehicles are often unaware of it. In addition, consumers are concerned
about the roughly 25-percent reduction in gas mileage using E-85 versus conventional

gasoline.
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ConocoPhillips is also test marketing biodiesel, allowing under-the-canopy sales of
unbranded B11 in Illinois and of branded BS in many farm states, again provided that the
marketer meets specific image, safety and fuel-quality guidelines. Over 800 branded sites

could potentially pilot market biodiesel in five states.

The company is also engaged in development and production of new biofuels that have a
better environmental footprint than existing sources. We currently produce renewable
diesel fuel at our Whitegate refinery in Ireland using vegetable oils as a feedstock and are
test manufacturing the process at our Borger refinery in Texas as part of our arrangement
with Tyson Foods to utilize by-product animal fat as a feedstock. Our process produces
diesel fuel that does not have the same performance and transportation issues as
biodiesel. The technology is performing well, but the economics are threatened by rising
raw material costs and the prospective loss of the previously-mentioned federal tax
credits that are available to competing biomass-based diesel fuels. We are prepared to
spend $50 million this year to expand production if the technology is economically

viable.

ConocoPhillips conducts or funds internal and external research on new biomass fuels
and has a joint development agreement with Archer Daniels Midland to develop fuels
from agricultural waste. This effort could enable biomass to become a refinery feedstock
that yields market-compatible fuels. We also have a major relationship with Iowa State
University to research all phases of biofuels. In addition to funding new advanced
biomass pathways, our eight-year $22.5 million grant will fund research to understand
and support environmental sustainability, crop improvement and production, harvesting
and transportation and the impact of biofuels on economic policy and rural sociology. We
are also a founding member of the Colorado Center for Biorefining and Biofuels, a
cooperative research and educational center devoted to the conversion of biomass to fuels

and other products.

Further, ConocoPhillips has created an internal group dedicated to evaluating

opportunities to invest in solar, wind and geothermal projects. We have also committed
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$350,000 to Virginia Tech University as the primary corporate sponsor ot a solar-
powered home that will showcase advanced residential solar and energy efficiency
products. This home will be entered into a national competition in Washington, D.C. next

year.
Alternative automotive technology

ConocoPhillips has participated in the FreedomCAR and Fuel Partnership with the U.S.
Department of Energy, automobile manufacturers and other fuel providers since 2003.
We have played a lead role in several commiittees and participate in four out of the five

technical teams, including the teams for hydrogen production, storage and delivery.

We are also working to facilitate wider use of electric vehicles by developing high-
performance materials for lithium-ion batteries, a critical component in these vehicles.
Performance of the cathode and anode parts determines overall battery performance, and
ConocoPhillips CPreme® graphites are the highest-performing anode materials currently
available for lithium-ion batteries. We currently supply anode material in small lots, but
are rapidly scaling up to meet growing transportation demand. Using the technology
platform for the anode material, we are also developing high-performance cathode
material to help reduce the cost of batteries, while meeting demanding automotive-
industry performance standards. This product will soon be available for testing by battery

manufacturers.
Gasification and combined heat and power

ConocoPhillips’ E-Gas™ technology is a leading, commercially proven gasification
technique. We are developing projects based on this technology and licensing it to others
to utilize in producing synthetic natural gas, electrical power and a variety of chemicals.
Syngas can replace increasingly expensive oil or natural gas-based fuels and feedstocks
currently supplying manufacturing plants, and may thus help sustain their financial

viability and employment base. Further, a coal-to-synthetic natural gas plant with carbon

10
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capture and storage can feed a conventional gas-based power plant, yielding about half
the carbon dioxide emissions of a conventional coal-based power plant. In addition,
integrated gasification combined cycle (IGCC) power plants based on E-Gas™
technology offer an environmentally superior way to produce electrical power from

domestic coal and petroleum coke resources.

Our two major E-Gas™ equity gasification projects could be on line by 2014, at total
expected gross capital costs of up to $7 billion. One, a joint venture with Peabody Energy
to develop a coal-to-substitute-natural-gas facility in Western Kentucky, would produce
up to 70 billion cubic feet per year or 1.5 trillion cubic feet in 30 years — equivalent to a
very large natural gas field. In the second, ConocoPhillips is developing a petroleum coke
gasification project at our Sweeny refinery on the Texas Gulf Coast. It will utilize 5,000
tons per day of petroleum coke. Its location provides multiple options for product
integration. The resulting carbon dioxide production of 10 million metric tons annually
from these two projects could be utilized in enhanced oil recovery operations or sent to
storage. Here again, we need government’s help in establishing a conducive legal and

regulatory framework to address carbon, capture and storage.

ConocoPhillips believes that wider use of combined heat and power facilities is an
important part of the solution to conserve fuel and reduce carbon dioxide emissions. We
operate about 2,000 megawatts of electricity generation capacity using this technology
and have encouraged third parties to build such capability at four other ConocoPhillips

facilities.

Heavy oil and unconventional oil and natural gas

ConocoPhillips is presently undertaking significant research to improve the recovery of
heavy oil and unconventional oil, such as oil shale, and improve energy efficiency
throughout the production, transportation and processing value chain. We are also
undertaking research and development focused on reducing our environmental footprint

in terms of greenhouse gas emissions, water and land use.

11
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Other areas of focus for our research and development efforts include improving recovery
of challenged natural gas and developing methods to commercially produce methane

hydrates.

Carbon dioxide capture and storage and water usage

ConocoPhillips believes that development of carbon capture and storage (CCS)
technology is essential, in that, it will improve the environmental acceptability of
available fossil fuel resources. The company funds internal research as well as university
research programs in the United States, Canada, Australia, Norway and the United
Kingdom that are investigating CCS technology and how it can be customized to meet

our industry’s needs and the needs of our specific sites.

We are in the planning phases for selecting several possible CCS sites in the United
States and other countries. To facilitate this effort, we have allocated personnel in the
geosciences, reservoir engineering and other specialties to analyze seismic and
engineering data to select the most appropriate sites and develop understanding of the

basin containment mechanisms and optimum storage sizes.

ConocoPhillips is also engaged in a number of research projects with the U.S.
Department of Energy (DOE). We are operator of a scientific test of potential carbon
dioxide (COy) injection rates into the major coal formations of the San Juan Basin. We
expect to soon receive DOE’s authorization to commence drilling and injection. We are
also actively engaged with two other DOE regional partnerships — WestCarb and the
Midwest Geological Sequestration Consortium. We are a partner in the CO, Capture
Project 2, a rescarch consortium operated and funded by eight major energy companies,
the European Union, Norway, and DOE. The consortium reviewed 250 research
proposals and has focused on the most likely to succeed, conducting more than $60
million in research projects to develop understanding of surface capture, subsurface

storage applications, and methods to monitor and verity storage. The program is working

12
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to make CCS more affordable, secure and technically viable. We are active at the

executive board and scientific levels.

ConocoPhillips is also active in these international research consortia:

e CACHET - Partly funded by the European Union and 28 international
members, this consortium focuses on capture technology.

« International Energy Agency (IEA) Greenhouse Gas R&D Programme —
We are a funding member and serve on the board.

e CO,CRC - The Cooperative Research Centre for Greenhouse Gas
Technologies (Australia) is one of the world's leading collaborative
research organizations focused on carbon dioxide capture and geological
storage (geosequestration).

*» CO;ReMoVe (European Union) — This is a $20 million project for carbon

dioxide monitoring technologies in the subsurface.

As for other carbon emissions reduction solutions, we understand the major point sources
of emissions in our operations and have analyzed and ranked potential mitigation
projects. Projects to improve energy efficiency and eliminate fugitive emissions are
already underway. A cost for avoiding carbon is also considered in our evaluation of

major new projects.

ConocoPhillips believes that reducing the footprint of energy production on water
resources will help improve the sustainability of both conventional and alternative energy
sources. We are measuring our freshwater usage and developing detailed water
assessments of selected business units, bringing greater focus to water management as a
fundamental component of business planning. We recently announced the establishment
of the Qatar Water Sustainability Center, with the long-term vision that it will become a
corporate center of excellence for water-related technologies. We have hired a world-
class membrane expert to lead our technology development and application efforts at this
center, which will be additive to technology work under way in our existing Oklahoma

laboratories. In the North Sea, we have installed new treatment technologies to

13
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substantially reduce the hydrocarbon component of water discharged to the ocean.
ConocoPhillips Canada is planning to recycle 95 percent of the water utilized in its

steam-assisted gravity drainage for heavy oil in-situ operations.

Activities to Increase U.S. Conventional Qil and Gas Supply

Fossil fuels will continue to provide an important bridge to the time when alternative
energy sources are available in significant quantities. This bridge is likely to be necessary
for decades given the scale of the world’s current energy consumption and the massive
infrastructure investment and construction that would be needed to replace existing
energy infrastructure. Thus, it is important that the energy industry retain the capability
and opportunity to invest sufficient capital in economically attractive traditional oil and

gas opportunities in order to continue meeting U.S. and global energy demand.

Upstream investment and exploration

ConocoPhillips has significant investments planned to develop oil and natural gas
resources in North America. In 2008, we will spend more than $6 billion in North

America, with two-thirds of that amount in the United States.

North America is a key exploration focus area for ConocoPhillips. We predominantly
operate in large resource plays onshore and the deepwater trend in the Gulf of Mexico
offshore. In the Arctic we have exploration acreage in the Chukchi Sea, Mackenzie Delta
area and Canadian arctic islands. In fact, we are planning on spending more than $890

million this year alone for our high bids in Gulf of Mexico and Chukchi Sea lease sales.

We are also conducting considerable research and development to improve recovery rates
from existing resources, which could add considerably to the resource base. For example,
we are developing and deploying improved seismic acquisition, processing and
interpretation techniques to increase recovery from existing assets ~ such as through

improved well placement that accesses new resources that were previously difficult to

14
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image. Another example is our research into the next generation of improved/enhanced
oil recovery techniques (e.g., nano-technology and enhanced water flooding). A third
example is applying alternative techniques to facilitate cost-effective drilling in
challenged resource plays, thus improving access and recovery. Among the techniques
used are new mobile drilling rigs in the Bamett shale trend and horizontal wells in coal

bed methane trends.

Heavy oil

The Canadian oil sands are projected to become an increasingly important source of oil
for the United States, particularly considering recent declines in heavy oil production in
Mexico, Venezuela and California. The Canadian oil sands are projected to approach 20

percent of U.S. oil supplies by 2020

ConocoPhillips has a leading land position in the Canadian Athabasca oil sands and is
actively investing to produce this oil, and then transport it to the United States for
processing at our refineries. We have access to over 15 billion barrels of net potential oil
resources, and plans are in place to increase our net production to about 400,000 barrels
per day over the next decade. In 2008 alone, we are spending $900 million in

development capital on the Canadian oil sands.

ConocoPhillips is also spending significantly on technology to improve heavy oil output
and reduce the resulting environmental and carbon footprint. For example,
ConocoPhillips Canada is a member of the Integrated CO: Network, an industry and
government consortium researching development of pipeline infrastructure to transport
carbon dioxide from oil sands development sites to locations where it can be used in
enhanced oil recovery, or potentially sequestered below ground. We have also invested in
research and development projects that study alternate recovery technologies, which

reduce both our energy requirements and carbon footprint.

® Purvin and Gertz (18.5%)
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ConocoPhillips also has a 50 percent interest in developing the 2,148-mile Keystone oil
pipeline, which will transport additional Canadian crude oil to the United States. The
pipeline will have an initial nominal capacity of 435,000 barrels per day in late 2009 and

will be expanded to a nominal capacity of 590,000 barrels per day in late 2010.

We are working to expand the Wood River refinery (a 50 percent joint venture with
EnCana) in Illinois to enable it to utilize additional volumes from the Canadian oil sands.
This expansion will increase Wood River’s crude inputs by 54,000 barrels per day and
increase the yield of total clean-fuel refined products by 80,000 barrels per day. This
proposed expansion has been delayed by a pending appeal of a permit that was previously

granted for the project by the Iilinois Environmental Protection Agency.

Natural gas

ConocoPhillips was the leading natural gas producer in the United States in 2007,
producing about 2.3 billion cubic feet per day (or enough to fuel over 10 million homes
in the United States). ConocoPhillips has a significant domestic natural gas resource base
(about 12.6 trillion cubic feet of proved gas reserves), and is actively adding acreage in
large resource plays and exploring for additional supplies. For example, we plan to drill

more than 200 exploration wells onshore in North America during 2008.

We are also investing to improve our natural gas delivery capabilities. We have a 25
percent ownership position in the Rockies Express pipeline, which was recently built to
move trapped Rockies natural gas to Midwest and East Coast markets. The pipeline’s
western segment is projected to reach Missouri shortly, and the eastern segment is
projected to reach the Ohio terminus in January 2009, reaching full capacity at 1.8 billion
cubic feet per day in June 2009. We also have invested in liquefied natural gas (LNG)
regasification facilities on the Gulf Coast in order to provide a potential outlet for LNG

supplies we are developing around the world.
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Natural gas is an important bridge fuel to a low carbon world since it is the most

greenhouse gas-friendly fossil fuel.

Arctic activities

ConocoPhillips is Alaska’s largest oil and natural gas producer, with production of

300,000 barrels of oil equivalent per day in 2007.

Alaska holds significant stranded natural gas resources, which if connected to the lower
48 states, would increase commercially proven U.S. gas reserves by about 17 percent.
ConocoPhillips has long urged progress on the proposed 4 billion cubic feet per day
Alaska natural gas pipeline, and we applaud Congress for your bipartisan efforts in
passing the needed “Enabling Legislation” to progress this project. We are moving
forward on planning the pipeline and are continuing our dialogue to deliver a project
acceptable to all stakeholders. In order for this project to advance, close cooperation
between all resource owners, the State of Alaska and the Canadian and U.S. federal

governments will ultimately be needed.

ConocoPhillips is also working with our partners, native groups and the Canadian federal
government to move the 763-mile Mackenzie Delta gas pipeline project forward. The 1.2
billion cubic feet per day pipeline project would connect northern onshore gas fields with
North American markets and provide consumers additional supplies of much needed

natural gas.
Refining, marketing and transportation
In 2008, ConocoPhillips plans to invest $2.8 billion in our global refining, marketing and

transportation operations. Of that amount, 74 percent will be invested in the United States

and 69 percent will be invested in refining.
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Over the next five years (2008-2012), we plan to invest $7.0 - $7.5 billion in our base
refining, marketing and transportation business, with 80 percent of that spent on
continued investments in reliability, safety, expansion of clean fuels production and
emissions reduction. The other 20 percent of that spending will be for projects that
provide an economic return, such as those intended to improve refinery yield and margin,
enhance energy efficiency, reduce operating costs or enhance crude oil advantage or
product flexibility. Ongoing capital requirements for safety and reliability and to meet all
regulatory requirements are large, which makes it challenging for the refining industry to

achieve attractive returns on capital.

We also plan to spend $6.5 - $7.0 billion over the next five years (2008-2012) on
strategic investments, which are primarily refinery projects that increase crude capacity,

clean product yields, or the ability to utilize low-cost crude supply.

We are targeting a 10 percent reduction in the energy intensity index of our U.S. refining
system by 2012, as part of a voluntary commitment through the American Petroleum
Institute to reduce carbon dioxide emissions in the U.S. refining sector. This reduction
also makes good business sense because, as a large consumer of energy, the refining

industry has been adversely impacted by higher energy prices in recent years.

Energy Industry Trends

Global crude oil prices
We would like to share our views on why gasoline and diesel fuel prices have increased

in the United States in recent years. Historical analysis shows that changes in crude oil

prices explained about 97 percent of the variation in the pre-tax price of gasoline between
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1918 and 2006.° Figure 2 below shows that gasoline prices have historically moved with
crude oil prices, primarily because crude oil prices are the largest single cost component
of refined products. According to the U.S. Department of Energy, in January 2008, crude

prices constituted 68 percent of the retail price of a gallon of gasoline.'”

Figure 2
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Crude oil is a global commodity with prices determined by the interaction of thousands of
buyers and sellers in physical as well as futures markets around the world. Prices set in

this global market reflect both current and future expected supply and demand.

One of the biggest drivers of global oil prices has been sustained global economic growth
since 2004, which led to stronger-than-expected energy demand growth. In fact, real
growth in global gross domestic product between 2004 and 2007 of nearly 5 percent per
year was about 40 percent higher than the average growth rate since 1980."! Due to this

economic prosperity, between 2004 and 2007 oil demand grew by 2 percent per year,

# Carol Dahl, Colorado School of Mines, “What Goes Down Must Come Up; A Review of the Factors
Behind Increasing Gasoline Prices, 1999-2006,” April 2007

Pus, Depariment of Energy, Energy Information Administration, “Gasoline and Diesel Fuel Update,”
March 10, 2008 based on January 2008 gasoline price ($3.04/galion)

*! International Monetary Fund, “Updated October 2007 World GDP Growth and PPP Weights,” January
30, 2008 (4.7% average for 2004-2007 vs. 3.3% average from 1980-2007)
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almost twice the rate experienced from 2000 to 2003. Nearly half of the demand growth
since 2000 has been in developing Asian nations that have reached a highly energy-
intensive stage of economic growth. In these nations, rising per-capita income also
enables a larger proportion of the population to afford affluent lifestyles similar to those
in the United States. Although responsible for only 12 percent of global oil demand
growth since 2000, the United States, with just five percent of the world’s population,

still accounts for 24 percent of global oil demand.

A second reason for high global crude oil prices is constraints on expanding conventional
supplies, in particular, rising resource nationalism that limits access to resources for
development. Figure 3 below shows that in the 1960s, 85 percent of global oil and natural
gas reserves were available for direct development by international oil companies, versus
only 7 percent today. In addition, rising competition for access to the resources that are
open for development has enabled host governments to dictate fiscal terms that are so
onerous that publicly traded oil companies cannot economically pursue them. Morgan
Stanley estimates that the tax rates of major oil companies have increased from about 30
percent to 45 percent since 2000.'* In some cases, governments change fiscal terms after
investments have been made or increase taxes on existing production, even in mature
producing areas in otherwise stable countries (Alaska in the United States, and the United
Kingdom). Such actions can make it uneconomic to invest the capital required to slow

decline rates in existing fields.

As mentioned earlier, resource access is also very limited in the United States, where an
estimated 40 billion barrels of technically recoverable oil resources are either completely
off limits or subject to significant lease restrictions. Similar restrictions apply to more

than 250 trillion cubic feet of recoverable natural gas resources. '

2 International Energy Agency, Annual Statistical Supplement and Monthly Oit Market Report, March 11,
2008; United Nations for world population

3 Morgan Stanley Research, “Integrated Oil,” March 14, 2008, Exhibit 17, page 11

** National Petroleum Council, “Facing the Hard Truths about Energy,” 2007, page 20
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Figure 3
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Another constraint on supplies is rapid inflation in industry drilling and service costs. An
upstream capital cost index, published by Cambridge Energy Research Associates,
indicates that industry capital costs have approximately doubled since 2000, reflecting
higher costs for materials, equipment and personnel. Driving factors include higher
industry activity and spending levels, as well as strong demand for materials, equipment
and people in other sectors of the global economy. Industry costs are also pushed upward
by limited resource access and depletion of existing lower-cost resources, which force the
industry to develop higher-cost resources. These may be located in deeper water or more
remote locations, or may be more unconventional in nature, requiring specialized
development and refining techniques. It is important to recognize that inflation in capital

and labor costs is also adversely impacting the economics of alternative energy sources.

Also pushing crude oil prices upward is the high geopolitical supply risk attributable to
the world’s low fevel of excess oil production capacity and the fact that in several key oil-

producing countries, political factors often result in constrained production {(e.g., Nigeria,

15 Cambridge Energy Research Associates, “Upstreani Capital Costs Index,” December 5, 2007
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Iraq, Venezuela and Iran). The combination of strong demand growth and the need to
offset lost production from these countries left the Organization of the Petroleum
Exporting Countries (OPEC) at year-end 2007 with only 2.5 million barrels per day of
excess capacity, equal to just 3 percent of global oil demand. This contrasts sharply with
the greater than 10 million barrels per day of excess capacity that existed in the mid-
1980s. This lack of spare capacity leaves the world more vulnerable to oil supply
disruptions caused by political events, storm damage to producing facilities, or

unforeseen operational problems.

A final reason for recent increases in crude oil prices is the increasing attractiveness of
commadities to financial investors. Commodity index funds have been developed to
provide investors with a financial vehicle to gain commodity price exposure. Investors
have moved tremendous amounts of capital into these funds in order to seek higher
returns than stock and bond markets provide, or more recently as a “flight to safety”,
given their concerns about the credit markets, inflation, the U.S. dollar and the direction
of stock and bond markets. The funds are disproportionately weighted in energy
commodities — one popular fund reports over a 70 percent weighting for energy. It is
likely that the large inflow of capital into the commodity funds is temporarily
exaggerating upward oil price movements, as well as upwards movements in the prices of

other commodities (c.g., copper, nickel, silver, gold, wheat).

U.S. gasoline and diesel fuel prices

While most of the variation in refined product prices is due to changes in crude oil prices,
relatively high global refinery capacity utilization rates in recent years have also
contributed. Like crude oil, refined products also trade on global markets. Figure 4 below
demonstrates that worldwide wholesale or spot gasoline prices move together. There are
occasional temporary regional dislocations due to weather conditions or refinery or

transportation outages. However, additional products tend to rapidly move into the
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supply-short regions and restore the global equilibrium, provided that geographic
isolation or specialized product specifications do not interfere with the flow of products.
Figure 4

Globalization in Product Markets
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Up until the mid 2000s, substantial excess refinery capacity in other nations enabled the
United States to benefit from imports of surplus refined products. However, strong global
demand growth absorbed that surplus, which led to stronger global refining margins over
the last few years. Figure 5 below shows that refinery capacity utilization rates in the
United States, Europe and Asia have increased substantially in recent decades. High
utilization, in turn, led to higher refinery margins that have made economically possible
the current round of refinery capacity expansion. The International Energy Agency
estimates that 10.6 million barrels per day of global refining capacity is being added
between 2007 and 2012. Half of the additions are from incremental expansions in the
United States and Asia and half are from new refineries being built in the Middle East
and developing Asian nations. In addition to the 1.1 million barrels per day of expansions

in distillation capacity planned in the United States by 2012, there are also large-scale
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upgrading capacity additions that will process increasing amounts of Canadian heavy,

sour crude oil, and increase yields of clean-fuels products. '¢

Figure 5
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Our industry is often asked why the number of operable refineries in the United States
declined from 319 in 1980 to 149 in 2007. According to the Federal Trade Commission,
the closures typically involved small, relatively unsophisticated facilities.”” Between
1973 and 1981, federal government incentives enabled companies to own and profitably
operate these small and often inefficient refineries. However, these refineries were hurt
by the elimination of these incentives in 1981 and the large capital expenditures that were
required to meet government-mandated product specifications (such as clean fuels) and
emissions reductions. These expenditures also crowded out investments that might have
been made on expansion. However, continuous expansions of the remaining refineries

and improved efficiency have enabled the U.S. refining industry to increase crude runs

' International Energy Agency, “Medium-Term Oil Market Report,” July 2007, pages 54 and 60
U.S. Federal Trade Commission, Bureau of Economics, “The Petroleum Industry: Mergers, Structural
Change, and Antitrust Enforcement,” August 2004, page 7
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nearly 30 percent since 1983, '® despite closures of the smaller refineries and the refining

industry’s historically low returns on investment.

Another factor that has caused upward gasoline price volatility is the proliferation of
different grades of gasoline required by differing federal and state government
environmental mandates. The existence of multiple unique product specifications makes
it difficult to replenish supplies in the event of a disruption, such as a storm-related
refinery equipment outage. Regions with unique product specifications therefore
experience greater price volatility than regions with standard specifications. A study by
the U.S. Department of Energy indicated that “boutique” specifications did in fact result
in upside volatility of gasoline prices,” a particular concern since more states are in the

process of mandating new “boutique™ grades of biofuels,

Additionally contributing to higher gasoline price levels are higher refining costs. The
refining industry has experienced substantial increases in energy, labor and materials
costs. For example, the Nelson-Farrar composite index of refinery operating costs
increased by 50 percent since 2002.% Contributing to this inflationary pressure is the fact
that much of the domestic refining industry is working to expand capacity at the same
time, competing for goods and services. Further, the U.S. refining and marketing

industries spent $100 billion on environmental projects between 1990 and 2005.**

Even as concerns grow over higher gasoline costs, the global gasoline market is already
moving back into equilibrium due to slowing growth in demand caused by higher prices,
startups of refinery capacity expansions and the increased use of ethanol in gasoline. U.S.
consumption was relatively strong over the last decade due to growth in vehicle travel
and a lack of improvement in average fuel efficiency. Since the early 1990s, consumers

purchased a growing percentage of light trucks, including sports utility vehicles, which

¥ UU.S. Department of Energy, Energy Information Administration, U.S. Weekly Crude Inputs Into
Refineries, website (11.8 numbd in 2003 and 15.2 in 2007)

¥ U.5. Department of Energy, Energy Information Admimistration, “Gasoline Type Proliferation and Price
Volatility,” September 2002, page 4

™ it and Gas Journal data base, “Nelson-Farrar refinery operating index,” monthly as of November 2007
* American Petroleum Institute, “Environmental Expenditures by the U.S. Oil and Gas Industry,” June
2007, page 4
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are generally less fuel-efficient than cars. In addition, manufacturers utilized
technological advances to meet consumer demand for increased vehicle size and greater
horsepower rather than improve fuel efficiency. However, recent increases in fuel costs
have reduced growth in gasoline consumption due to both a slowdown in the growth of
vehicle miles traveled and a shift toward purchases of smaller, more efficient vehicles.
The Department of Energy estimates that gasoline demand grew by only 0.4 percent in
2007, versus annual growth of 1.5 percent during the last two decades. The combination
of increased supplies and Jower demand growth has restored some balance in the gasoline
market. This is evidenced by the fact that although fuel prices are higher, the increase has
not fully reflected the rise in crude oil prices. For example, between July 2, 2007 and
March 11, 2008 the price of West Texas Intermediate crude oil increased 53 percent
(from $71 to $109 per barrel) but spot gasoline prices increased less than half of that
amount (20-25 percent depending on the region), while the average U.S. retail price

increased about 10 percent {from $3.00 to $3.27 per gallon).”2

The other shift occurring in global and U.S. product markets is the strengthening of diesel
fuel prices relative to gasoline prices. This is caused by tightening global diesel markets
as Europe shifts its passenger fleet to consume diesel fuel and as diesel fuel demand
grows in other parts of the world. Refineries have not yet had time to shift their
production capabilities, and only limited changes are possible with existing equipment.
However, new diesel fuel production capacity is being added at a number of refineries.
Also contributing to recent price increases are government-mandated shifts in production
to ulira-low-sulfur diesel fuel in the United States and Furope. This fuel is more
expensive to manufacture, and the lack of global capacity to produce diesel fuel with the
required specifications limits the ability to import fuel. As a result of these global forces,

U.S. prices for on-road retail diesel fuel averaged nine cents per gallon above gasoline

*211.S. Department of Energy, Energy Information Administration, Weekly Petroleum Status Report, spot
WTI at Cushing, spot conventional regular gasoline at NY Harbor, Gulf Coast and Los Angeles, U.S. retail
motor gasoline, all grades ail formulations
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prices since 2005, compared to averaging 5.5 cents per gallon below gasoline prices

between 1995 and 2004.%

Industry Profits: Addressing Common Misperceptions

Oil and natural gas industry earnings are highly cyclical, as they are with other
commodity industries. Profits have increased in recent years with the strength in
underlying commedity prices, but costs have escalated rapidly and are still rising. In fact,
Morgan Stanley estimates that the returns on capital employed for exploration and
production of the integrated oil companies peaked in 2005.* Morgan Stanley also
estimates that from 2008 to 2012, new upstream investments will require crude oil prices
of nearly $85 per barrel (West Texas Intermediate) to be profitable at the industry’s cost
of capital. Given continuing cost increases, Morgan Stanley believes that crude oil prices
by 2012 of approximately $90-100 per barrel will be needed to justify investment.”

Thus, higher prices today reflect higher replacement costs.

There is a common misperception that the absolute dollar amount of major oil company
earnings is indicative of the industry’s profitability. Rather, its earnings reflect the
industry’s enormous scale and the capital investment needed to replenish depleting
supplies. Constrained resource access at home and abroad has required international oil
companies to undertake increasingly large, complex and risky projects that host
governments may not have the financial strength, skills or technology to undertake on
their own. A typical large ConocoPhillips exploration and development project requires
several billion dollars of initial investment and may not generate revenues for over a
decade from project sanction. A single large offshore platform in the Gulf of Mexico
designed to operate in thousands of feet of water costs more than $1 billion to develop. A

project to produce and deliver liquefied natural gas currently may cost between $7-21

2 U.S. Department of Energy, Energy Information Administration, Weekly Petroleum Status Report, U.S.
Gasoline and Diesel Retail Prices

** Morgan Stanley Research, “Integrated Qil,” March 14, 2008, Exhibit 18, page 12

¥ Morgan Stanley Research, “Integrated Oil,” March 14, 2008, page 12
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billion, depending on its size, location and complexity of the project. The proposed
Alaska natural gas pipeline is expected to cost $25-40 billion. Only large companies with
substantial financial capacity and technical resources can effectively develop these
projects, while sufficiently diversifying the number of projects and geographies to

manage the risk.

There is also a common misperception that energy industry earnings and returns on
investment are higher than those in other industries. Figure 6 below shows that the

industry’s earnings are comparable to those of other manufacturing industries.

Figure 6
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Figure 7 below, based on U.S. Departroent of Energy data, shows that the return on
investment for the oil and natural gas industry is currently comparable to average returns

for the S&P industrials, after lagging those returns for many years.
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Figure 7

Industry Return on Investment
Net income / Net Investment in Place

Percent

-9- 5&P industriale
20 - -8~ 1.8, Oii and Natural Gas

15 4
10

5

¢ I T T T

@ N oD A D D A G P N SR
\5(\ A '9# G B G G I R

Source: U.S. Department of Energy. Energy information Administration, Performance Profiles of Major Enargy Producers,
various issues and 2006 S&P figura compiied by PWG from Compustat data

Another common misperception is that the oil and natural gas industry is not reinvesting
its earnings to develop new supplies. Figure 8 below shows that investments have
increased along with earnings. For example, 2006 investments of more than $174 billion
increased by 29 percent over 2005. Between 1992 and 2006, the U.S. oil industry
invested more than $1.25 trillion in a range of long-term energy initiatives, compared to
net income of $900 billion. Some also express concerns over the industry’s rate of stock
repurchases. However, according to U.S. Department of Energy data, for the last 11
years, the industry spent only 21 percent of net income on stock repurchases, compared to
the S&P industrials repurchase rate of 52 percent.zﬁ Despite the relatively low stock
repurchase rate, the oil and gas industry would likely reinvest at even higher rates if

governments made more resources accessible.

0.8, Department of Energy, Energy Information Administration, “Performance Profiles of Major Energy
Producers 2006,” December 2007
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Figure 8
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ConocoPhillips’ reinvestment rates have typically exceeded its earnings. Figure 9 below
shows that between 2003 and 2007 the company’s average reinvestment rate as a percent
of net income averaged 106 percent. In addition, capital spending increased nearly 150
percent between 2003 and our projected 2008 spending level of about $15 billion. A final
point is that while our earnings are numerically large, they in fact reflect the substantial
capital investment required to replace reserves and achieve growth. For example,

ConocoPhillips earned nearly $12 billion in 2007, but spent close to $13 billion.

Figure 9
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Path To A Sound Energy Policy

ConocoPhillips believes there are several concrete steps that Congress can take to
enhance the nation’s future energy security. We want to first emphasize that despite the
current tight market, the world is not short of energy supplies. Rather, it lacks sufficient
political will to develop the vast fossil fuel and alternative resources that are available.
Additionally, it is vital to point out that there is no “silver bullet” that would quickly and
inexpensively replace fossil fuels and create energy security. Instead, the United States
must bring all economic sources of energy to the marketplace. Doing so will require
strong political leadership and determination, as well as, sound insight into the realities of
the energy market. We need no less than a national commitment to achieve security of
both near- and long-term energy supply and policies that outline a clear path to follow.
ConocoPhillips believes that a sound U.S. energy policy must incorporate the six actions

explained below.
Encouraging conventional supplies

Although the United States has only 3 percent of the world’s remaining oil and natural
gas proved reserves, this is due in part to governmental policy. We could increase U.S.
reserves by drilling in the vast onshore and offshore areas that are currently off limits.

Altogether, these areas are estimated to hold 80 billion barrels of recoverable oil and

natural gas equivalent ~ enough to double current U.S. reserves.

Industry critics frequently charge that since one area or another only offers a few months
or years of supply, it should not be developed. ConocoPhillips believes that it is
economic folly to instead transfer $8 trillion dollars — the possible market value of these
potential resources at current oil prices — to other countries through imports instead of
keeping that money at home and gainfully employing thousands of Americans. Unless
Congress acts to improve access to domestic resources, the United States must accept oﬂ
import dependence at the current rate of about 60 percent, or even higher in the future.

Therefore, the federal drilling moratoria on non-sensitive lands should be suspended and
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drilling allowed under strict environmental oversight. Industry technology and operating
practices have made quantum leaps in the years since these moratoria were enacted. Our
national vulnerability no longer allows the luxury of ignoring so much energy potential. It
is often said by those opposed to providing more access that, “We cannot drill ourselves
out of our domestic energy situation.” That is true, as is the fact that, “We cannot expect
an aggressive program to develop alternative and renewable fuels to provide needed
energy security overnight no matter how aggressively we develop them.” A balance of

both is required.

To satisfy projected demand, the United States and the world also need OPEC nations,
and particularly those with large reserve holdings, to expand their production capacity.
We are concerned about the mixed signals that U.S. policymakers are giving these
countries. On one hand the United Stgltes urges them to increase production, while on the
other it threatens to back out a substantial portion of Middle East oil imports, or to sue
OPEC. These countries may not expand their production capacity to the extent that is

needed if they do not believe there is a sustained market for their crude oil.

Congress should also facilitate the building of the critical infrastructure needed to deliver
energy supplies to the public. The United States needs more ethanol unloading and
blending terminals, more pipelines and power transmission lines, and more refinery
expansions. But duplicate and overlapping federal and state laws, and overly long and
difficult regulatory processes, discourage or delay such infrastructure additions,
particularly for refineries. For example, ConocoPhillips applied in May 2006 for a permit
to expand our Wood River refinery in Illinois, and we still do not have a final permit. At
our refinery in Wilmington, Califomnia, local permit challenges and litigation have
threatened an ultra-low-sulfur diesel fuel project since 2004. An expansion at our Rodeo
refinery near San Francisco took 28 months to permit and only after a compromise was
reached with the state Attorney General. These expansions are designed to increase
supplies of transportation fuels — precisely as Congress would wish. In cases like these,

where infrastructure is clearly needed to serve the national interest, Congress should
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expedite federal and state permitting processes to ensure a balance between federal, state

and local and special interests.

A related issue is the proliferation of different types of gasoline. State mandates require
production of 16 localized “boutique” blends for particular markets, multiplied by three
different octane grades and by different winter and summer blends. Also, some states
now require boutique biofuels blends. The result is a profusion of different fuels, each
with its own specifications. These boutique blends prevent the transfer of fuels from one
region to another in the event of logistical or operational challenges. This causes
shortages and price spikes. Congress could alleviate these problems by setting uniform

national fuel requirements.
Optimizing biofuels production

Moving to biofuels, the Energy Independence and Security Act of 2007 mandates the use
of 36 billion gallons by 2022. While this is a laudable objective, some improvements to

that statute are needed.

First, the creation of different “silos” or categories of biofuels reduces flexibility in
complying with the mandate, which is likely to cause inefficiency and increase costs. The
Act also presumes to know what the best technologies will be 14 years from now.
Congress should not attempt to pick “winning” technologies. Instead, a more sound
approach would be to enact incentives or mandates that are both technology-neutral and
fuel-neutral. For example, it is not reasonable for biodiesel to qualify for tax support,
while renewable diesel fuel does not. As long as both processes use renewable feedstock,

support should be neutral and treatment equal.

A second concern is mandating a level of biofuels use exceeding 15 billion gallons. Such
concentrations will exceed the capability of both the vehicle fleet and the supply delivery
infrastructure (ethanol’s corrosiveness requires use of special equipment). Also, advanced

biofuels that do not use potential food sources as a feedstock cannot be produced
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commercially today. The Environmental Protection Agency has the ability to waive high
mandated volumes if technology and production have not advanced sufficiently.
However, such waivers are made known only a few months before the start of a
compliance year, which does not allow fuel providers sufficient time to plan optimized

and efficient compliance activities.

A third concem is the current 54-cent-per-gallon tariff on imported ethancl, which
penalizes lower-cost and less carbon-intensive imports, such as from Brazil. This tariff

should be phased out or eliminated.

Finally, ConocoPhillips is quite concerned about the potential for governments to layer
on overlapping policies. For example, we hear that policies are being considered to add a
national low-carbon fuel standard on top of a low-carbon renewable fuel standard. The
overlap between these programs would further confound the overlap of state programs
previously discussed. If the United States continues to overly constrain its production and
supply systems, optimal solutions will cease to exist, and the result will likely be higher

fuel costs and possibly even supply outages.

Encouraging alternative and unconventional sources

While alternative and unconventional energy sources will be essential in the future, it is
important to recognize that new technologies take time to commercialize and usually cost
more than conventional supplies. Here, Congress is at risk of too strongly favoring
politically expedient energy sources. The market should decide which are the best
technologies in order to avoid over-reliance on old technologies or uneconomical energy

SOUrces.

We would encourage Congress to also recognize that, although oil sands and
unconventional fossil fuels such as oil shale and coal gasification are more energy- and
carbon-intensive than conventional sources today, they could substantially improve

energy security because these resources are abundant in the United States and Canada.
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There is significant opposition to developing these sources unless carbon capture and
storage is also employed. However, until the U.S. establishes a working regulatory
framework for greenhouse gas emissions, it would not be economic to store carbon from
these sources. It would also be risky to make these investments given the uncertainty ove:
when and whether the United States will enact legislation to regulate carbon and the

parameters of such a program.

ConocoPhillips suggests that in order to improve both energy and climate security,
Congress should put a program in place to encourage commercialization of large-scale
carbon storage projects from these types of oil resources — without waiting for enactment
of a full cap and trade program. To facilitate this process, the federal government can
comimit to provide “carbon-price insurance” for carbon storage projects for up to one
million barrels per day of oil supply and three billion cubic feet per day of natural gas
supply by 2020. This would represent about 5 percent of U.S. oil and natural gas demand.
The government could auction this insurance to the projects that yield the largest

reductions in carbon intensity relative to cost.

For example, if a winning bid was a project with a storage cost of $40 per tonne of
carbon dioxide avoided, the government would guarantee that the project would have the
$40 per tonne to store carbon. If, in the interim, a federal cap and trade program was
implemented that brought the cost of carbon allowances to $40 per tonne, the project

would fully assume the storage cost and there would be no government outlay.

Lowering the carbon intensity of energy supplies

We would encourage future Congressional policies to focus on lowering the carbon
intensity of U.S. energy supplies, and work to encourage the global community to join in

this effort.

Congress could take action to reduce our carbon footprint by establishing a baseline, and

a system of incentives and penalties to ensure that we meet this baseline. The first step

35



126

would be to create a mandatory framework that would lower our greenhouse gas
emissions, and set a price for carbon avoidance. This could be done by either atax or a
cap and trade system. This step would influence investment decisions across the entire

€conomy.

Incentives should be offered for development of carbon capture and storage. Companies
are ready to begin making the required investments, but first government must establish a
value for carbon avoidance and national legal and regulatory frameworks for liability and
permitting issues. And the government should provide access to federal lands that offer

the potential for underground carbon storage.

Next, Congress should encourage greater use of renewable sources — such as solar and
wind power — by extending their investment tax credits by five years at a time. This
would help provide the financial certainty needed for investment. Development of these
renewable power sources benefits the public at large and should be paid for with public
funding, not by imposing discriminatory tax provisions on three or four American
companies, as is being considered. The United States must develop more of every form of
energy, including oil and natural gas. Developing low-carbon energy supplies should be a

national priority, and one industry should not be required to fund this effort alone.

Congress should also encourage greater use of nuclear power, which represents higher
percentages of total electricity supply elsewhere than in the United States. To do so, the
federal government should fulfill its commitment to dispose of waste generated by
nuclear power plants. It should also sponsor research into advanced technology that uses
the fuel more completely — while reducing waste volumes and half-life - and lowering

proliferation risks.

Improving energy efficiency

The Energy Independence and Security Act of 2007 did much to improve fuel efficiency

standards for light-duty vehicles and appliances, and ConocoPhillips commends Congress
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for this bold action. We also encourage governments to take action to slow the rate of
growth in peak electricity use — an important step, given the strong historical growth in
electricity consumption and rising reliance on natural gas to generate power during peak
demand periods. Electricity represents 40 percent of current U.S. energy consumption,

compared to 25 percent in 1970.

Over the last decade a substantial amount of natural-gas fired power generation capacity
was added in the United States due to the atiractive economics of combined cycle gas
turbines and the clean-burning characteristics of gas. As a result, electricity costs in many
regions are highly dependent on natural gas prices during peak daytime demand periods.
Therefore, to improve availability of natural gas as well as electricity, we need to advance
the construction of natural gas pipelines from Alaska and the Mackenzie Delta in Canada,
and of new liquefied natural gas terminals. All have been delayed due to hyper-inflation

in costs, local politics and special interests.

Government could also help reduce peak electricity demand by enacting regulatory and
fiscal incentives that encourage utilities to reduce electricity demand by offering more
transparent real-time pricing that shows consumers the cost of power as they use it. A key

technology to enable this pricing, called “smart meters,” already exists.

Encouraging technology innovation

It is also vital that Congress encourage investment in new technologies in all areas of
energy development. A variety of technological advances are needed to help maximize
recovery of conventional resources, enhance ability to operate complex projects in
harsher environments, improve environmental performance, develop new alternative and
unconventional energy sources, reduce the carbon intensity of energy supplies, and

improve the efficiency of energy use across the entire economy.-
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Both the public and private sectors should increase spending on energy research and
development. Government technology investments should be made in a transparent and

market-based manner, with incentives going to the best ideas.

Government could further drive technological innovation through greater support of
education. With half of the energy industry’s technical work force expected to reach
retirement eligibility in the next 10 years, there is growing need for more university
students majoring in engineering, geology, geophysics and the other technical disciplines.
The United States also needs better secondary education to prepare its students for

rigorous college study.

Recognizing the increased need for training for the many new employees entering our
industry, and to help our existing employees reach their full potential, ConocoPhillips
recently purchased land in Louisville, Colorado, to develop a center for corporate
learning. We are also building a global technology center at this location to foster

innovative research and the development of new technology.
Conclusion

Improving energy security and reducing the risk of climate change are formidable
challenges. As one of America’s leading energy suppliers, ConocoPhillips intends to be
part of the solution. We believe Congress can provide critical leadership in:
e Increasing domestic resource access,
e Improving the ability to permit key energy infrastructure in this country,
e Enacting a mandatory regulatory framework for reducing carbon dioxide
emissions so we can invest to reduce the carbon intensity of the nation’s

energy supplies.

We understand that many of these recommendations may involve differences of opinion
between government and industry, but we encourage an atmosphere of cooperation and

are eager to engage with you in finding solutions for meeting this country’s energy needs.
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The United States has much to gain from a healthy U.S. energy industry that can compete
domestically and globally to expand the energy supply available to the United States.
Actions taken to weaken the U.S. energy industry will accelerate the shift in control of
resources into the hands of national and foreign oil companies at our expense. China,
India, the European Union and other nations are deeply engaged in helping their energy
industries capture resources to meet the future energy needs of their constituents. We

must work together to ensure that our nation’s energy needs are met.

Again, Mr. Chairman, thank you for inviting ConocoPhillips to participate in today’s

hearing. We look forward to working with this important committee in the days ahead.
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The CHAIRMAN. Thank you, Mr. Lowe.

And our final witness is Mr. Robert Malone, who is the Chair-
man and President of BP America. Mr. Malone has led BP America
since 2006.

We welcome you, sir. Whenever you are ready, please begin.

STATEMENT OF ROBERT A. MALONE

Mr. MALONE. Thank you, Mr. Chairman, Ranking Member Sen-
senbrenner, members of the Select Committee.

Good afternoon. My name is Bob Malone, and I am the Chairman
and President of BP in America.

We are the nation’s largest producer of domestic oil and gas and
one of the nation’s largest energy investors. We expect to spend
here in the United States $30 billion over the next five years to ex-
pand and extend production of natural gas from the Rocky Moun-
tains west to renew critical oil and gas infrastructure on the North
Slope of Alaska, to continue development in the deep water Gulf
of Mexico, and to increase gasoline production from key midwest
refineries.

In the area of alternative energy, we are nearly doubling the ca-
pacity of our Frederick, Maryland solar plant, the largest inte-
grated solar manufacturing facility in the United States.

By the end of this year we expect to have 1,000 megawatts of
U.S. wind power capacity on line, increasing to 2,400 megawatts by
flhe end of 2010. That is enough to power more than 700,000

omes.

We are already one of the largest blenders of ethanol in the na-
tion. However, over the next decade, we will invest more than 500
million in the search for a new generation of biofuel that contains
more energy, has less impact on the environment, and which is not
made from a food crop.

We know high energy prices are having an adverse impact on our
nation’s economy and your constituents and our customers. We
cannot change the way the world market relies and this nation re-
lies on 60 percent of its oil from foreign countries. But we can work
with this Congress, with the administration, and with governments
and consumers across this nation to move towards greater energy
security and a lower carbon energy future.

To be clear, BP America is working hard to expand and to diver-
sify U.S. energy supply and is committed to reducing the environ-
mental impact of both energy production and consumption. Our op-
erations span the country, and many employ technologies that did
not even exist a decade ago.

Our investment across the entire energy spectrum is huge. Over
the last five years, we have invested $31.5 billion in development
of U.S. energy security. During 2007, we invested three-quarters of
a billion dollars or ten percent of our capital budget on alternative
energy.

But the hard truth is that even the major improvements in en-
ergy efficiency with the rapid growth of solar wind and biofuels, the
United States will consume more oil, more natural gas and coal in
2030 than it does today. The United States with five percent of the
world’s population consumes 25 percent of the world’s daily oil pro-
duction.
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The U.S. should produce more of the energy it consumes, and it
has a responsibility to use that energy wisely. U.S. energy policy
must address both energy supply and energy demand. On the sup-
ply side, we support incentives for alternative energy, but taxing
one form of energy to encourage production of another will reduce
our ability to keep up with the growing U.S. energy demand. The
result will be less investment, less production, tighter energy mar-
kets, and potentially even higher prices at the pump.

This nation should be encouraging production of all forms of en-
ergy, especially oil an gas. On the demand side we have to encour-
age conservation and drive energy efficiency.

Mr. Chairman, members of the Committee, in the notice of this
hearing you expressed a desire for a real conversation about en-
ergy. I am here on behalf of BP to have that conversation. The en-
ergy challenge facing this nation is enormous. BP is serious about
bringing new sources of oil and gas to the U.S. market. We are also
serious about building a sustainable, profitable alternative energy
business that is capable of delivering the clean, affordable power
that consumers want.

My company stands ready to work with you and others to ad-
dress the energy and environmental needs of this nation.

Thank you.

[The statement of Mr. Malone follows:]
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House Select Committee on
Energy independence and Global Warming
April 1, 2008

Written Testimony

Robert A. Malone
Chairman & President, BP America

My name is Bob Malone and | am Chairman and President of BP
America.

BP appreciates the opportunity to provide the Committee with
information concerning our operations and investments. | am proud
of our investments and the commitment they represent to the
development of a secure energy future in the US. | am here today to
convey BP’s perspective about the marketplace and share our
understanding of the choices we as Americans must make in order
to ensure a diverse and adequate energy supply for future
generations.

We are privileged to be the nation's largest producer of domestic oil
and gas and one of the nation’s largest energy investors. In 2007
BP’s US production of oil was 513,000 bpd and gas preduction was
over 2 Befd.

We cperate the largest integrated solar manufacturing plant in the
United States in nearby Frederick, Maryland.

We are major investors in wind generation and have amassed a land
portfolio capable of potentially supporting 15,000 megawatts (MW)
of wind generation, one of the largest positions in the country. We
are building 700 MW of wind generation this year and expect to have
an installed capacity of 2,400 MW of wind power by the end of 2010.

We are one of the largest blenders and marketers of biofuels in the
nation. Last year, BP biended 763 million galions of ethanol with
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gasoline and we are underwriting cutting edge research — investing
more than $500 miilion over the next 10 years ~in the search for a
new generation of biofuels that contain more energy... have less
impact on the environment... and which do not reduce the supply or
increase the cost of food.

We are attempting to develop hydrogen power generation with
carbon capture and sequestration. In California we are evaluating a
$2 billion, industrial scale project that will use petroleum coke to
make hydrogen for use in power generation. Carbon dioxide, a
byproduct of producing hydrogen, will be captured and safely and
permanently stored underground.

In short, BP America is working to expand the supply of energy
available to the United States and is committed to continue reducing
the environmental impact of both energy production and
consumption.

Our approach has been shaped by a hard truth.

Hard Truths

The US today is faced with tremendous energy challenges. Itis
experiencing the impact of years of policies, poor market dynamics
and company decisions that have limited access to resources,
discouraged development and constrained new investment to meet
growing consumer demand for energy. BP recognizes the negative
effects high prices have on the economy and the consumer. We
alone can’t change the conditions that brought us here.- Energy
companies, policymakers and consumers all have a role to-play in
creating a new energy future for the US.

This relationship must be shaped by the recognition that the US
economy needs both to better conserve energy and to produce more
energy of every type to meet growing demand. We need to invest in
conventional oil and gas. We also need to invest in renewables and
alternatives to begin the transition to a low carbon future. However,
we must all understand that this future is many years away and that
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renewables and alternatives will not make a material contribution to

total US

energy supply for many years.

This view is reflected in a recent study issued by The National
Petroleum Council in July of 2007 - Facing the Hard Truths About

Energy.

it was an in-depth, comprehensive review of the entire

energy sector that benefited from participation and support from a
diverse group of stakeholders and more than 1000 persons/groups
involved in energy.

| have integrated its observations and conclusions below and added
emphasis as necessary.

There is no single, easy solution to the global challenges ahead. Given the
massive scale of the global energy system and the long lead-times necessary
to make material changes, actions must be initiated now and sustained over
the long term. Over the next 25 years, the US and the world face hard truths
about the global energy future:

Coal, oil, and natural gas will remain indispensable to meeting
total projected energy demand growth.

The world is not running out of energy resources, but there are
accumulating risks to continuing expansion of oil and natural gas
production from the conventional sources relied upon historically.
These risks create significant challenges to meeting projected total
energy demand.

To mitigate these risks, expansion of all economic energy sources
will be required, including coal, nuclear, biomass, other
renewables, and unconventional oil and natural gas. Fach of these
sources faces significant challenges including safety, environmental,
political, or economic hurdles, and imposes infrastructure
requirements for development and delivery.

The Council proposed five core strategies to assist markets in meeting the
energy challenges to 2030 and beyond. All five strategies are essential, the
US must;

3/31/2008

Moderate the growing demand for energy by increasing efficiency
of transportation, residential, commercial, and industrial uses.
Expand and diversify production from clean coal, nuclear, biomass,
other renewables, and unconventional oil and gas; moderate the
decline of conventional domestic oil and gas production; and increase
access for development of new resources.
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* Integrate energy policy into trade, economic, environmental,
security, and foreign policies; strengthen global energy trade and
investment; and broaden dialogue with both producing and consuming
nations to improve global energy security. )

« Enhance science and engineering capabilities and create long-term
opportunities for research and development in all phases of the energy
supply and demand system.

¢ Develop the legal and regulatory framework to enable carbon
capture and sequestration. In addition, as policymakers consider
options to reduce carbon dioxide emissions, provide an effective
global framework for carbon management, including establishment of
a transparent, predictable, economy-wide cost for carbon dioxide
emissions.

The above excerpts only begin to touch upon the level of analysis
contained in the nearly 400 page report. This report provides a
complete assessment and a non-partisan roadmap on how and what
to do in the area of energy policy.

BP Operations in America

BP's US operations have been challenged over the last few years -
significantly impacted by a series of accidents and operational
problems in both our refining and upstream businesses. BP has
made significant investments to upgrade its assets, strengthen
operations, improve its safety performance, and enhance compliance
to prevent another such period from happening again.

Over the last 5 years, BP in America earned approximately $31.7
billion after-tax. Income taxes paid over the period have steadily
increased to an effective rate of 37% in 2007 — with BP paying over
$14 billion in income tax over the period.

There are some who say oil industry profitability is excessive. But
this ignores the size and scale of our business. Comparing oil
industry performance to that of the broader market average {Exhibit
1) shows that our earnings are comparable. Looking at all the
industrial sectors, oil and gas industry performance was in the middle
of the pack {Exhibit 2).
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Regarding investments, over the last 5 years BP has reinvested in
the US $31.5 billion into projects across the energy spectrum. And,
over the next decade, we expect to continue to invest an average of
$6 billion a year.

These investments stretch across the entire country, from the Gulf
of Mexico to the North Siope of Alaska and from the East Coast to
the Midwest and the West Coast. The company's major spending
programs also touch every major segment of the energy industry,
from exploration and production of oil and natural gas through
refining and distribution of fuel products, as well as alternative
energy and biofuels. By heavily investing in a diverse range of
energy sources - from traditiona!l oil and natural gas production to
alternative and renewable energy including solar, wind and hydrogen
power — BP is helping meet America’s energy needs today while
ensuring a more secure energy future.

Below is a partial list of our current major investments:

Energy Biosciences Institute - $500 million

The institute focuses on exploring bioscience applications and
applying them to the production of new and cleaner energy,
principally renewable fuels for road transport. The institute is a
joint collaboration with the University of California Berkeley,
University of lllinois — Urbana Champaign and the Lawrence
Berkeley National Lab. The project will look at the entire
biofuels value chain — from feedstock to enzymes to process
and on through to advanced biofuels molecules.

Colorado Natural Gas - $2.4 billion }

Increase ultimate recovery of coalbed natural gas from the San
Juan Basin of southwestern Colorado by an estimated 1.9
trillion cubic feet. The 13-year development program would
increase current BP net production of 425 million cubic feet per
day by more than 20 percent, and maintain production above
present levels for more than a decade.

Whiting refinery modernization - $3.8 billion
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Upgrade and expand the Whiting refinery to increase Canadian
heavy crude oil processing capability by about 260,000 barrels
per day. The project also has the potential to increase motor
fuels production by about 15 percent, or about 1.7 million
additional gallons of gasoline and diesel per day.

Wind Power - $700 million

BP and its partners invested about $700 million in 2007 to
develop wind capacity throughout the US, including California,
Colorado and Texas. During 2008, BP will construct 5 US wind
farms with a total generating capacity of 700 MW and a total
value of over $1.5 Billion. This will bring our total installed
capacity of wind generation to over 1,000 MW by the end of
2008. By 2010, we expect to have 2,400 MW installed. This is
enough power to meet the needs of 720,000 households.

Solar Manufacturing Expansion - $97 million

BP is expanding the BP Solar manufacturing facility in
Maryland, nearly doubling its capacity. When completed in
2009 the plant will have a manufacturing capacity of 150 MW in
its casting and sizing processes.

Deepwater Gulf of Mexico - $20 billion

BP is increasing exploration and production of oil and gas from
deepwater reservoirs in the U.S. Gulf of Mexico. BP will
continue development plans to explore new lease area and
bring producing areas on-line (Thunderhorse, Atlantis...).

Alaska renewal - $685 million

BP is investing hundreds of millions of dollars in Alaska each
year to commercialize and produce the billions of barrels of
known oil resources in our Alaska portfolio. We have enough
known oil and gas resources to sustain production for the next
50 years but this will require billions of dollars in new
investments.

Wyoming Natural Gas - $2.2 billion
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Over the next 15 years BP will double our natural gas
production in Wyoming. Several hundred new wells are
planned in the Wamsutter Field, BP's largest onshore
development drilling program.

Husky Energy Joint Venture - $5.5 billion

BP and Husky will jointly develop Canadian oil sands resource
and upgrade and modernize BP’s Toledo, OH refinery. When
fully operational the project is expected to deliver an
incremental 200,000 bpd of oil to the US market and allow
Toledo to produce 600,000 gpd more product to Midwest
consumers.

However, as we look to the future, the US investment climate is
deteriorating. Various efforts have unnecessarily impeded viable and
critical infrastructure projects; promising development areas have
been declared off-limits; existing manufacturing operations have
been challenged in their efforts to upgrade and expand; and new
taxes have been proposed which will discourage future energy
resource development. Furthermore, these stumbling biocks exist
across the energy profile and are not just confined to oil and gas
activities.

Support for Renewables

Emblematic of these gaps are policy discussions concerning how to
support and fund the development of alternative energy resources
like wind, solar and biofuels. Not surprisingly, policymakers and
consumers generally support efforts that promote the development
of renewable energy. As is reflected in its investment portfolio, BP
concurs with this sentiment. However, there is significant
divergence of opinion regarding the question of how to fund the
necessary financial incentives.

BP strongly supports the renewal of incentives for wind, solar, and
biofuels. They are an important part of why the US has been so
successful in developing its renewable energy sector, but we cannot
support a tax package that discourages efforts to bring on other
much needed energy sources (oil and gas production). As shown in
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Exhibit 3, the oil industry is already heavily taxed compared to others
in the manufacturing sector. in fact, the effective rate for 2006 was
nearly double that for all manufacturing companies.

Despite the growth and development activity we are experiencing in
alternatives, they cannot close the supply gap that is projected to
occur over the next 20 year period. Fossil fuels like coal, oil, and
natural gas will be critical to meeting expected energy demand
growth.

Our nation, with 5 percent of the world’s population, demands 25
percent of daily world production. | don‘t think this is sustainable.
The US must produce more of the energy it consumes and has a
responsibility to use that energy wisely.

Based on our experience in developing renewable infrastructure,
there are many non-financial opportunities that would be effective in
stimulating additional investment. These include:

» Expedited siting and permitting of transmission to allow for the
distribution of clean power (wind, solar) from generating areas
to load centers ;

o Providing for market, time-of-day pricing for solar power
installations to allow homeowners and others to provide excess
power back to the grid during the peak demand periods at the
same rate utilities charge others;

» Adopting a renewable portfolio standard (RPS) that requires
power generators to utilize renewable sources like wind and
solar in their mix. Experience has shown that in those states
that have a RPS, renewable usage has increased significantly.

Biofuels

Similar policy gaps exist in the area of biofuels. Last year's energy
bill created significant opportunities to develop and grow the
contribution of biofuels to the transportation fuels market. BP shares
the view of policymakers that biofuels may be able to attain
penetration rates of 30% by 2030 thus playing a huge role in meeting
future transportation needs. However, the legislation created new
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challenges that could in the end create market distortions, supply
disruptions and higher consumer prices if not adequately addressed.
First, the implementation timetable is very aggressive, creating a risk
to delivery of fuel in sufficient quantities to the markets where it is
needed. Congress, while mandating biofuels blending, did nothing to
ensure that the market was prepared to accommodate the huge
storage, transportation and delivery infrastructure requirements
necessary to get the product to the consumer.

Perhaps the greatest concern is that if biofuels producers can’t
supply — fuel retailers pay a penalty; if biofuels manufacturers can't
produce - fuel retailers still pay a penalty. In order to make the
emerging biofuels market work effectively, there must be a shared
obligation with biofuels producers to ensure product reaches the
consumer at the lowest possible price. We look to work with
stakeholders to ensure this is done effectively as the implementing
regulations are drafted.

Climate policy

Our nation will face difficult choices as we take steps to foster
economic growth, ensure our nation's energy security and protect
the environment. Chief among these environmental concerns is that
of global climate change.

A decade ago BP was the first oil company to acknowledge the need
to reduce greenhouse gas emissions. in the years since, we have
worked to reduce emissions from our own operations and to provide
consumers with cleaner, lower carbon energy options. However,
because the energy industry is so large, diverse and complex, there
are limits to what a single company or a single facility can do to
address this global problem.

For that reason, BP has long advocated for the creation of a singie,
mandatory US greenhouse gas emissions registry and a market-
based price for carbon. Market-based programs deliver the greatest
and fastest reductions at.the least cost. Just as important, they
create a level playing field, meaning that everyone must be part of

3/31/2008 9
10:37:19 AM



141

the solution and first movers aren’t placed at competitive
disadvantage.

The fact that Congress has not yet addressed national climate policy
has not deterred some from trying to impose requirements as if a
national policy existed.

Most recently, legislation has been adopted to discourage
development of Canadian oil sands - the single largest oil resource
base outside of Saudi Arabia. Additionally, a bill has been introduced
to prevent the US from utilizing its world leading resource position in
coal for power generation. Simitarly, efforts are underway to either
allow or encourage state or local jurisdictions to try and impose CO?2
reduction targets on individual projects in order to make them
uncompetitive and further discourage resource development.

Why do | mention these examples? They clearly represent efforts to
limit energy development opportunities that would enhance US
energy security, economic development and environmental
protection. One may only conclude that by limiting engagement,
understanding and dialogue concerning the choices facing
consumers, the public will accept the notion that all fossil fuel energy
development should be discouraged.

We believe Congress should set policy goals and allow the market to
decide which technologies best deliver upon the objectives it sets.
To do otherwise stifles the very technology breakthroughs and
developments Congress supports.

Energy imports

Over the years, US policy has, in effect, encouraged oil and gas
providers to look beyond the US border to meet growing US energy
demands, yet policymakers often question our reliance on foreign oil
imports. Policymakers also implore OPEC to produce and develop its
own oil resources in order to reduce crude oil prices in the US. |
guestion whether it is reasonable to rely on OPEC to solve a problem
abetted by inconsistent US policy?
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The US should strive to more fully develop its own resource base -
to make a greater contribution to world oil supply ~ otherwise we will
increasingly rely on imported energy to meet the needs of our
growing economy.

Industry frustration levels are high because we see the potential to
greatly expand US development opportunities (Exhibit 4). In fact, we
have experience in the US Gulf of Mexico that proves with the
proper policy enablers industry will respond overwhelmingly. Since
1985, oil production from the deepwater Gulf has increased 15-fold,
from 58,000 to 870,000 barrels per day. Despite water depths in
excess of 1 1/2 miles, well depths as great as 30,000 ft and
operating temperatures and pressures greater than we have ever
experienced, industry responded to Government encouragement to
invest, explore and develop this resource base. This is a huge
success story as the deepwater Gulf now accounts for every sixth
barrel of oil produced in the US.

We have no reason to believe that this success can’t be replicated in
other areas across the US.

Energy Markets

Your hearing notice indicated an interest in understanding the drivers
behind the run-up in crude oil and gasoline prices. The following
provides a brief synopsis of our market view.

Crude oil prices have increased sharply in recent years and have
recently set record inflation-adjusted highs. The US benchmark West
Texas Intermediate rose from an average of about $26 per barrel in
2001/02 to $72.20in 2006. So far this year, WTl has averaged
$97.27 (through March 24"), and peaked at $110.35 on March 13™."

Tightening oil market fundamentals have been the key driver of
higher prices. Economic growth is always a key driver of oil demand,
and the world has just seen the strongest 5-year period of global

' Source for price data: Platts
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economic growth since the early 1970s. While China has seen
strong {and particularly energy-intensive) economic growth, so has
the rest of the world.

Complicating this growth profile, some developing countries and oil
exporters with rapidly growing economies subsidize prices in their
domestic markets, thereby shielding consumers from the impact of
rising world prices. For example, Venezuelan drivers pay about 7
cents per gallon—the world’s lowest price—and Iranian drivers pay
about 42 cents per gallon.”

Supply factors have also contributed to higher prices. Production is
declining in mature provinces such as the US, the North Sea, and
Mexico. Growth in Russian production has slowed. Shortages of
labor and supplies as our industry has ramped up spending,
combined with growing resource nationalism, have resulted in
widespread project delays.

in addition, OPEC has more successfully managed production levels.
OPEC production cuts in 2007 were a key factor in reducing
inventories and increasing prices. In addition, a number of OPEC
members have experienced supply outages in recent years that
continue to affect production levels, beginning with the PDVSA strike
in late 2002 and including the lrag war and civil unrest in Nigeria.

In addition to current fundamentals, changing expectations about the
future have also affected oil prices. Many observers feel that
geopolitical risks to oil supply have increased in recent years.
Expectations of rising costs {including taxes) as well as policy
changes in oil-producing countries that constrain the industry’s
development opportunities have bolstered long-term price
expectations.

At the same time, a variety of factors have resulted in growing
interest among financial investors in oif and other commodities.
Recently, investors have responded to fears about a US economic

? Venezuela: NY Times 29 Oct 07; Iran: Yahoo News 17 Mar 08
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downturn and a weakening dollar by seeking safety in oil and other
stores of value, such as gold.

All of these factors have increased the price of oil.

The capacity for energy companies to respond with more supply has
been constrained by several factors:

e The project development capacity of the global energy industry
atrophied in the 1990s after years of low prices. Accumulating
new specialized labor and equipment takes time and is
expensive.

e Marshalling sufficient labor, materials, and equipment has been
slowed by competition for resources from other industries that
also took part in the rapid global economic expansion earlier
this decade. The shortage of workers with relevant skills in the
sciences is a particular concern.

® Finally, governments have limited the abnllty of companies to
respond by limiting access to resources and raising the cost of
doing business through new taxes and greater government
regulation.

Given the'labor and equipment capacity constraints, companies can
and do continue bidding for a limited number of resources (drill ships,
platforms, supply and heavy lift vessels) needed to produce oil. This
has raised the cost of producing oil in the US and around the world.

What are the impacts of high oil prices?

Both producers and consumers are responding to higher prices. Our
industry is growing investment rapidly: Official DOE data shows that
US onshore Lower48 production rose in 2006 and 2007—the first
increases since 1985. More broadly, non-OPEC supply continues to
increase, driven by new investments in deepwater production, heavy
oil, and biofuels. Consumers are also responding: Despite above
average economic growth, global oil consumption growth was below
average in 2006 and 2007.

3/31/2008 13
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However, medium-term fundamentals continue to look supportive of
a high crude oil price. It appears unlikely that the outlook for supply
and demand will result in a massive build-up of OPEC spare capacity
as was seen prior to the price collapse in the mid-1980s.

Oil has always been—and will remain—a cyclical commodity. Lead
times for capitakintensive projects are long—it can take upwards of a
decade to develop a deepwater oilfield, and {on the demand side) 15
years to turn over the vehicle fleet. it is reasonable to expect that
prices will again experience a downside of the cycle...at some point.
At the same time, a number of factors—such as rising taxes, more
costly forms of production, and difficulty accessing reserves—
suggest that prices will remain above previous lows in any future
downturn.

How does oil price influence gasoline price?

As shown in Exhibit 5, gasoline and diesel product price trends
virtually mirror those of crude oil over the last 6-year period.
However, examining recent price movements reveals that for the
period of January 1 through March 14, 2008 gasoline price increases
have lagged those experienced in the crude oil market (Exhibit 6, API,
and NYMEX)

Exhibit 7 graphically represents the components that make up the
cost of a gallon gasoline:

¢ The biggest single component of retail gasoline prices is the
cost of the raw material used to produce gasoline - crude oil.
Crude oil alone makes up 58 percent of pump prices (API, 2007
EIA data).

* Another major factor in gasoline prices is federal, state and
focal taxes, which account for 15 percent of the cost (APi, 2007
EIA data). The nationwide average for gasoline taxes is
currently almost 46 cents per galion.

¢ Refining the crude oil into gasoline accounts for 17 percent of
the retail price (API, 2007 EIA data). Refining costs can be
affected by several factors:

3/31/2008 14
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o U.S. refineries customarily reduce production each spring
for routine maintenance before the heavy summer driving
season.

o Costs to comply with various government fuel regulations

¢ The remaining 10 percent of the cost of gasoline is the cost of
distribution and retailing (AP, 2007 EIA data).

Service stations may sell gasoline from a major oil company, but
about 95% of stations are operated by independent business people
who determine their own prices, which include a margin to pay for
their cost of doing business and to provide a profit (although a profit
can’t always be assured).

Retailers base pricing on a variety of factors including the station’s
location and size, and such expenses as delivery costs, taxes, and
contractual obligations to suppliers. Retailers also react to the prices
charged by competing stations. If a station prices its gasoline too
high compared to competitors, customers may take their business to
a station with lower prices. If a station loses enough volume, it may
then reduce prices to attract customers.

A station’s retail price also typically reflects the cost to replace the
gasoline currently in its tanks. If the station doesn’t generate enough
cash to buy its next delivery, the retailer would be using debt to
finance that purchase.

What’'s next?

As | stated earlier, the US faces energy challenges today because of
policies, market dynamics and decisions of the last few decades.
Our focus should be to improve the situation and to lay the
groundwork necessary to create a secure new energy future. We
believe US interests are served by a strong energy industry
enhancing US economic growth and enabling successful companies
to better compete in the world economy.

It is my commitment to pursue policies and investments that will
enhance oil and gas supplies, produce more motor fuels and begin to
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make the transition to a lower carbon future. | would like Congress
to partner with us in this journey?

3/31/2008
10:37:19 AM
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2007 Third Quarter Earnings by industry (net income/sales)
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It may seem surprising that oil and natural gas Profit margins, or eamings per dollar of sales
earnings are typically in line with the average {measured as net income divided by sales),
of other major U.S. manufacturing industries. provides one useful way to compare financial

This fact i3 not welkunderstood, hawever, in part performance among industries of all sizes.
because reports usually focus on only half the
story—the profits eamed. The latest published data for the third quarter
of 2007 shows the olf and natural gas industry
Profits reflact the size of an industry, but they'rs eamed 7.6 cemts for every dollar of sales
not necessarily a good reflection of financial compared to 5.8 cents for all LS. manufacturing
performance. and 9.2 cents for U.S. manufacturing, excluding
the financially challenged auto industry.

3/31/2008 : 18
10:37:19 AM



150

Income Taxes as Share of Net Income Before Income Taxes
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U.S. Crude Oil Resources {Undiscovered Technically Recoverable Federal Resources)
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Diesel, Gasoline and Crude Prices
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Average Price Increases Year to Date (cents per gallon) — January 1 to March 14

§0.92

Crude Off

Source: NYMEX

$0.78

Diesel Gasoline

T
ok

15d e
~J

/
10:

~

2008
19 AM




154

What consumers are paying for at the gasoline pump

8.3% Earnings*

Source: Average of gaseline companents from Jamuary through December 2007 as reported by ElA.
*Earmings differ by compary. Figure represents average 2007 industy earnings for every dofiar of sakes.

The biggest single component of retail gasoline accounted for 17 percent of the retall price.
prices is the cost of the raw matedal used to Retailing added another 10 percent to the retail
produce gasoline—crude oil. For example in 2007,  price of gasoline. Taxes accounted for 15 percent
crude off alone makes up 58 parcent of pump of the price of gasaline,

prices. Refining made the crude oil into gasoline
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The CHAIRMAN. Thank you, Mr. Malone, very much, and that
completes the time for opening statements from our witnesses.

And now we will turn to recognize members of the Committee for
questions of the panel. The Chair will recognize himself for five
minutes for that purpose.

Mr. Simon, last year Exxon Mobil reported $40 billion in profits,
$28 billion in stock buy-backs, $7.5 billion in dividends and execu-
tive compensation, but all I can really find is no more than a com-
mitment of $100 million in investment in renewables over the next
ten years. Why is that, Mr. Simon? Why is your company not in-
vesting in renewables?

Mr. SiMON. Well, thank you, Mr. Chairman, for giving me the op-
portunity to address the area of alternative fuel. When you go back
to the year 2000-2001, we as a corporation recognized that we had
a huge challenge in front of us not only as a corporation, but as
an industry in meeting a significant growth in energy require-
ments, estimated about 40 percent in the year 2030 compared to
2005, while still managing the risks associated with climate change
as driven by the increase in greenhouse gas emissions.

At that time we looked at every component, every facet of alter-
native energy. We had our best and brightest minds, the scientists
and engineers of the highest caliber in our corporation look at it
on a fundamental basis. We looked at it all the way from produc-
tion, on the one hand, all the way through consumption, on the
other. We called a well to wheels analysis. We looked at it on an
energy basis, on the energy balance.

The CHAIRMAN. How much have you invested in renewable en-
ergy, Mr. Simon, for 2008? What is your budget for renewable en-
ergy at Exxon Mobil.

Mr. SIMON. And I will get to that, Mr. Chairman.

The CHAIRMAN. I only have five minutes. It is important for us
to get it out on the table. What is the investment in renewable en-
ergy, please?

Mr. SIMON. Recognizing that we needed to do something of a
great magnitude, the current generation of fossil fuels do not work.
What we did was we said we needed the best and brightest minds
from all walks of life, and we initiated the global climate and en-
ergy project at Stanford University, which is about

The CHAIRMAN. And how much money are you paying for that?

Mr. SIMON [continuing]. A $100 million investment over

The CHAIRMAN. One hundred million dollars, but you made $40
billion last year.

Mr. SiMON. Mr. Chairman, putting more money into something
does not necessarily equal progress.

The CHAIRMAN. Well, Shell is putting money into wind. BP is
putting money into renewables, and we are not talking about 100
million over ten years. We are talking about billions of dollars
which are being invested. Why is Exxon Mobil resisting the renew-
able revolution that is being embraced by other companies even in
the oil and gas sector?

Mr. SIMON. Our analysis is that we are not going to be able to
meet the challenge that you would like to meet and I would like
to meet with current generation. That is our assessment. We need
to leapfrog current generation technology. We need to have break-
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throughs that are world changing, and that is what the objective
of our global climate and energy project is at Stanford University.
We have 40 breakthrough programs underway looking at every as-
pect of renewables.

We are looking wind. I mean solar. We are looking at biofuels,
biomass.

The CHAIRMAN. We do not have time, Mr. Simon. Okay? We have
got people you heard in my opening statement. For the poorest 20
percent in America it is now ten percent of their income going to
paying their gasoline bill. So as these consumers are at the pump
being tipped upside down and having money shaken out of their
pocket, your message to them is that you cannot do anything for
them, that you are about to begin a partnership to think about
what you are going to do about a renewable energy agenda, and
that is not going to send any message that we are going to put
pressure on OPEC that we are about to change business in our
country.

Mr. SimMoON. Well, if we are going to have a kind of impact that
you and I want longer term, it is going to take breakthroughs, and
that is what we are trying to do there.

That does not say that we cannot do something to try to address
the price at the pump today. About 80 percent of that price or 70
percent of that price is crude oil. What can we do there? One thing,
we can moderate demand in terms of the transportation sector.

The CHAIRMAN. But you cannot have it both ways, Mr. Simon.
You cannot, on the one hand, be nickel and diming renewables at
Exxon Mobil and at the same time be recording $40 billion worth
of profits and simultaneously fighting our efforts to move over the
billions of dollars into the research in renewables which this coun-
try needs to break its dependence on imported oil. You cannot do
that, Mr. Simon.

Exxon should make a commitment that they are going to put ten
percent of their profits into renewables so that America has a com-
prehensive strategy to fight that dependence upon imported oil. Are
you willing to make that kind of a commitment?

Mr. SIMON. Mr. Chairman, we continue to look at that area. If
we identify an area where we think it can have the impact that you
are alluding to, we will do that, but we have studied all forms, even
anticipating some improvements, and the current technologies just
do not have an impact, any kind of appreciable impact on this chal-
lenge that we are trying to meeting.

The CHAIRMAN. Mr. Simon, that is just going to be a continuation
of a policy of tax breaks for the oil companies and tough breaks for
consumers at the pump, and that just does not work.

OPEC has us over a barrel, and you are saying you are going to
study the issue for another ten years, and with all due respect to
Stanford, you have competitors here on this panel who are already
investing in multi-billion dollar strategies in alternative energy,
and I just think that it is time to move to this new agenda for the
sake of our country and for the consuming public that really does
feel as they have been short changed in terms of protecting them
against what looks like to be a devastating, long-term prospect of
paying $3.29, $4.29 and more at the pump for the indefinite future.
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My time has expired. I turn to recognize the gentleman from
Wisconsin, Mr. Sensenbrenner.

Mr. SENSENBRENNER. Thank you very much, Mr. Chairman.

One of the things that I learned when I got to Congress is that
we do not have the power here to repeal the law of supply and de-
mand. Obviously demand is up, particularly as a result of the in-
creased demand in emerging economies like China and India. Sup-
ply is restricted, partly due to the fact that we have not been able
to build new refineries in this country to increase supplies to con-
sumer, and then as a result of our low interest policy, which we
need to prevent a complete collapse of the housing market, you see
the value of the dollar tanking on overseas markets, and the OPEC
nations who do sell us oil are not going to want to get paid in
cheaper dollars.

Now, all of that on the table and not too much we are able to
do about it either in Congress or on your side of the table, what
do each of the five of you think is the single most important policy
that Congress can make to increase supply and thus take the pinch
off of higher prices?

You can start, Mr. Simon.

Mr. SiMmON. Well, Congressman, I do not think there is any silver
bullet here.

Mr. SENSENBRENNER. Well, we know that, but I am asking you
to prioritize, and I have got three and a half minutes left and you
have got four colleagues that want to speak.

Mr. SIMON. To me it would be to open access to supplies that are
currently off limits. We have 31 billion barrels, 105 trillion cubic
feet of natural gas. That is enough to power ten million auto-
mobiles and heat 15 million homes here in the United States for
over 100 years.

Mr. SENSENBRENNER. Okay. Mr. Hofmeister.

Mr. HOFMEISTER. I think the Congress should look at short-term,
medium-term and long-term solutions in a comprehensive strategy
that would take into account everything from more access to the
new and developing technologies of the future. If we do not look at
it short term, medium term, long term, we will suffer enormously
in the next several years from a shortage, a continuing shortage of
hydrocarbons.

Mr. SENSENBRENNER. Mr. Robertson.

Mr. ROBERTSON. Well, I think there are a lot of things that the
Congress can do. I think, you know, starting to leave an efficiency
message to the American people is the first most important thing,
but after that, I think we need access to all kinds of energy sup-
plies, renewables and oil and gas.

The single biggest thing I think would be to open up the 85 per-
cent of the offshore acreage in the United States that is currently
unattainable. I think it is unrealistic to ask the rest of the world
to open up their areas without us doing the same ourselves.

Mr. SENSENBRENNER. Mr. Lowe.

Mr. LOWE. Yes, we need to support all forms of energy, but par-
ticularly as my colleagues have said, we need more access here in
the United States.

Mr. SENSENBRENNER. Mr. Malone.
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Mr. MALONE. Congressman, access is number one, but I would
also emphasize the huge potential that sits north of us in Canada,
as we have the Saudi Arabia of North America sitting there ready
to provide us with needed energy.

Mr. SENSENBRENNER. Okay. Now, that all being said, I guess the
common thread that I have heard from each of you is that we need
more access, and you have all alluded to where the access is.

If you got the access, would you have the refining capacity to be
able to increase the supply to the consumer and thus at least take
the pressure off of ever increasing prices? We have not built a new
refinery in this country in 30 or 35 years. So if you have the access
but you cannot refine it, how do you get the product to the con-
sumers at at least the same price if not a lower price?

Why don’t we start with Mr. Malone?

Mr. MALONE. Access, for example, two of our projects are to ex-
pand our existing refineries with the use of access being allowed
on Canadian heavy crude. Both of those, that will result in some-
thing like 2.2 to 2.5 million gallons a day more gasoline. So phys-
ically we can expand our refineries, which we have been doing for
years.

Mr. SENSENBRENNER. Mr. Lowe.

Mr. LOWE. Yes, we are spending billions of dollars to expand not
only the capacity of our refineries, but also the capability of our re-
fineries to run these heavier crudes, but we have encountered sig-
nificant difficulties. Even though we are trying to increase capacity
and produce cleaner fuels, we have encountered significant dif-
ficulty in permitting these projects.

Mr. SENSENBRENNER. Mr. Robertson.

Mr. ROBERTSON. The U.S. use of oil in the last few years has
been about flat. So if we produce more oil and gas in the United
States, we would have to import less. We have the refining capacity
in the United States to deal with the market today, I think. So I
think the issue is around if you produce more oil in the United
States, more on the world market, prices directionally are lower.
We import less.

Mr. SENSENBRENNER. Mr. Hofmeister.

Mr. HOFMEISTER. I mentioned the $7 billion investment that is
currently ongoing in Port Arthur, Texas. This will more than dou-
ble the size of a refinery and take it to over 600,000 barrels a day,
one of the world’s largest. I think we have the refining capacity to
meet future demand.

Mr. SENSENBRENNER. My time is up, but can I ask Mr. Simon to
put his two cents worth in?

Mr. SiMON. We have expanded our capacity at a rate 50 percent
higher than industry. We do not think we will have any issues in
terms of continuing to expand our existing capacity sufficient to
meet demand in the future.

Mr. SENSENBRENNER. Thank you.

The CHAIRMAN. The gentleman’s time has expired. The Chair
recognizes the gentleman from Oregon, Mr. Blumenauer.

Mr. BLUMENAUER. Thank you, Mr. Chairman.

I would just make a request. Mr. Simon, not now because you
wouldn’t have time to explain it and I would like to see it on paper,
if you could just explain? Have someone submit to the Committee
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the accounting assumptions that are used to explain how you pay
more in taxes than you earn in the United States, what assump-
tions you are making about downstream business versus upstream
profits overseas would be very useful for me.

I appreciate the couple of references that were made to the de-
mand side of the equation. Mr. Hofmeister, I don’t think you got
to it in your testimony on page 9, but you talked about land use
and demand management and how people use the automobile, no-
tions about some very specific things that we need to think about
in }tlerms of 17 boutique. I mean, these are important things for us
to hear.

But there are two points, I guess, that I would like to just zero
in on. There are implications here that if we just opened up all our
sensitive areas to oil exploration, that somehow we wouldn’t be in
the fix that we are in today. But your testimony referenced the fact
that we are five percent of the world’s population with three per-
cent of the world’s proven reserves. And we are consuming 25 per-
cent of the world’s oil supply.

Do any of you think any circumstance that we wouldn’t be in a
serious situation today given those facts and that we are going to
need to change it in the future? Anybody think this is sustainable?

Mr. ROBERTSON. Well, I think in my testimony, I think I said it
is not sustainable.

Mr. BLUMENAUER. Does anybody think the current situation is
sustainable? Thank you.

Mr. SiMoON. Well, I certainly feel that we are going to be able to
meet increased requirements given access and given the oppor-
tunity to do so.

Mr. BLUMENAUER. Which is different than the current situation
of being sustainable with 25 percent. Is there any reason that any
of you think that American technology, conservation, demand man-
agement, that over the next 10 or 15 years, we can’t at least come
close to what other countries are doing in western Europe, in
Japan? Is there any reason we can’t come close to reducing our per
capita energy utilization over the next 10 or 15 years with those
mechanisms?

Mr. ROBERTSON. I think we can do an awful lot on demand man-
agement. I think I said that was the most important thing that we
can do.

Mr. BLUMENAUER. But can we catch up with the Japanese——

Mr. ROBERTSON. Yes.

Mr. BLUMENAUER [continuing]. And the Europeans over the next
10 or 15 years?

Mr. ROBERTSON. Yes, I think absolutely. We have a company
called Chevron Energy Solutions that delivers energy efficiency
services to other public agencies and to companies. They have done
800 projects over the last few years. Many of them involved putting
in solar panels, putting in fuel cells, putting in whatever it takes
that particular facility to reach their energy use.

Mr. BLUMENAUER. Mr. Robertson, I appreciate your clarification.
I think that is very important. I appreciated what a number of you
said in terms of diversifying and to being truly global energy com-
panies.

Mr. ROBERTSON. But there is——
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Mr. BLUMENAUER. Now, I would like——

Mr. ROBERTSON. And the energy cost is 30 percent on average of
the places they have been.

Mr. BLUMENAUER. What I would like to do is just with my re-
maining seconds is to clarify on the last point because you, some
of you more aggressively than others, understand that the future
is going to be weighted in significant ways towards renewable ener-
gies, towards solar, towards—some of you are doing geothermal
now—Dbiofuels, wind.

I am curious at what point the mature part of your business, the
oil production, which didn’t even have the manufacturing benefit
up until 2004, at what point it is mature enough that we can focus
the subsidy on areas of the emerging energy business and, in fact,
many of you are involved with that appear to need it more, like
wind and like solar. At what point do we make that switchover?

Mr. HOFMEISTER. I think in the first instance, Congressman,
your time frame of 10 to 15 years is too short. I think there is too
much to be done to change behaviors, technology, and to refleet
America, so to speak.

We don’t have the benefits of the dense housing that exists in
other parts of the world. So we have long commutes. We don’t have
the benefits of mass transit systems.

But, coming to your more recent question, I think that the issue
that is most troubling in terms of the 199 withdrawal is a fact that
the Congress is punishing 5 companies by name. I think that there
is a——

Mr. BLUMENAUER. My point is, at what point do you no longer
need it and it can be shifted to areas that do?

Mr. HOFMEISTER. You know, we are mature already. We are suc-
cessful as a company. I testified two years ago that we are not ask-
ing for a

Mr. BLUMENAUER. And wind and solar are not yet as mature?

Mr. HOFMEISTER. Wind and solar have lots of obstacles to over-
come, even though we are investing today and moving as rapidly
as we can. There is not enough turbine manufacturing. There are
not enough transmission lines to make wind viable in terms of
rapid growth.

Mr. BLUMENAUER. Thank you. I see my time has expired. I ap-
preciate your clarification.

Mr. Chairman, I appreciate your indulgence. I guess my only
concern is that we ought to be serious about taking this as some-
thing in terms of the time frame being too long. I think 10 to 15
years may be actually that we don’t have that much time as gaso-
line goes to $5 and $10 a gallon, a supply becomes more tenuous,
as the global warming reality sets in.

And I suspect with your help and with a couple of reauthoriza-
tion bills and a national strategy for infrastructure, I think we
could put these pieces together sooner. I don’t know that we have
a choice.

Thank you, Mr. Chairman.

The CHAIRMAN. The gentleman’s time has expired.

The Chair recognizes the gentleman from Arizona, Mr. Shadegg.

Mr. SHADEGG. Thank you, Mr. Chairman.
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Gentlemen, this is a hearing structured to deliver a fair amount
of criticism to you. It seems Congress is good at that and not nec-
essarily good at pointing a finger at itself.

I want to ask you about a policy that this Congress enacted
which I think deserves some criticism itself. It is my understanding
that as a result of a loophole in the U.S. Tax Code, we have created
a policy now recognized as splash and dash, where we created an
incentive to produce biodiesel and enacted policies which provide
that if you add as little as one gallon of biodiesel to 99 gallons of
diesel produced by standard means and then you export that fuel,
the U.S. government will provide you a dollar a gallon subsidy.
This has become known as splash and dash.

It has cost the American taxpayers, I believe, $30 million. Sev-
eral attempts have been made to repeal this by the Congress in the
last few years. None have done so. I understand Senator Schumer
is working on a repeal.

I would like to just begin by asking each of you if you are famil-
iar with that and if you think there is any justification for that
kind of a waste of American taxpayer dollars.

Mr. SiMON. Congressman, our position is that we do not need
and should not have incentives to encourage us in the renewables
area. If there is an opportunity there and it will make sense, it
ought to stand on its own. And free enterprise will go after it.

Mr. SHADEGG. Are any of you aware of this splash and dash prac-
tice, where biodiesel is added?

Mr. ROBERTSON. Yes.

Mr. SHADEGG. Yes, sir, Mr. Robertson?

Mr. ROBERTSON. I am aware of it. I think you characterized it
probably right. We haven’t taken advantage of it and don’t need it.

Mr. SHADEGG. My characterization is quite accurate, then?

Mr. ROBERTSON. It is pretty accurate, yes.

Mr. SHADEGG. And it is costing the American taxpayers as a re-
sult of this subsidy. And, as I understand it, the diesel fuel is actu-
ally then being exported. So the

Mr. ROBERTSON. I don’t know. I can’t confirm the number that
you said in terms of the millions of dollars, but I think your charac-
terization of it as a way to export and take advantage of credit is
right.

Mr. SHADEGG. I certainly hope that that kind of a loophole can
be closed very quickly and that it makes no sense for us to be sub-
sidizing foreign use of our diesel fuel to encourage the production
of biofuels here in the United States. And it is my understanding
that it has that economic impact. It is a dollar per gallon by simply
adding one gallon of biodiesel to 99 gallons of regular diesel.

Mr. Simon, can you tell me what percentage of the world’s ten
biggest oil companies or natural gas companies are owned or oper-
ated by foreign governments?

Mr. SiMoON. Well, if you look at the top companies, only about 2
of the top 13, as I recall, are national oil companies. And the rest
of them are international oil companies.

Mr. SHADEGG. And do you know what percentage of the world’s
proven reserves U.S. oil companies control?
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Mr. SIMON. Well, I know what it is in terms of national oil com-
panies. It is about six percent. I am sorry. The international com-
panies is six percent. National oil companies is about 80 percent.

Mr. SHADEGG. Mr. Hofmeister, you testified that U.S. oil produc-
tion has declined, I believe you said, over the last—I am not sure
if you said decade. While our demand has gone up, our production
has gone down.

Mr. Robertson, you explained that we have enacted increasing
policies to restrict access to fuel supplies here. And you expressed
concern about the rest of the world being asked to produce more
energy supplies while we are restricting access to energy supplies
here.

One of my colleagues up here said, well, perhaps you were sug-
gesting that the answer is that we be allowed to drill in every sen-
sitive area. I suspect there are areas that are less sensitive than
others. And I suspect that or I would like to know, is there a cor-
relation between the number of areas that have been reserved or
locked off over the last decade and the decline in production and
are there areas that you could point to where we could be explor-
ing, either of you or any of you, where we could be exploring for
reserves or using reserves that are there to increase production
here in the United States without doing environmental damage?

Mr. ROBERTSON. Well, I mean, you know, one of the things that
I would point out is that the offshore, most of the offshore, in the
United States has not been looked at with modern technology in
many, many, many years. It was really 1980s and 1970s tech-
nology, seismic technology, that looked at that.

So the first thing that I think would make sense to do—and the
government, frankly, could do this—is sponsor a seismic survey of
the offshore, of the entire continental shelf of the United States.
And then at least you would be talking about facts.

You would know what was prospective and what wasn’t perspec-
tive. You could look at the areas that were environmentally sen-
sitive and the areas that aren’t environmentally sensitive. And you
could zero in and be debating on real information, as opposed to
worrying about the whole offshore, because it is pretty clear that
there are going to be some areas that are prospective for drilling
and there are going to be some areas that aren’t.

So at least you could narrow the playing field, it seems to me,
very dramatically and figure out where the likelihood of America’s
opportunity is.

Mr. SHADEGG. And do you believe that is substantial?

Mr. ROBERTSON. I believe it is substantial, very substantial, yes.

Mr. SiMON. Mr. Hofmeister.

Mr. HOFMEISTER. Absolutely. I think knowing what we know
from past surveys, I think the API estimates there are more than
100 billion barrels of reserves that are not coming from what some
people might term sensitive areas. These are outer continental
shelf deposits that have been there for geological areas.

And not having had access for some 30 years, we have seen this
steady increase in imports and steady decline in American produc-
tion. We have geared our exploration and production to around the
world, rather than the United States.
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Mr. SHADEGG. I thank you for your testimony. I assume tech-
nology has improved in that 30 years in terms of protecting the en-
vironment.

The CHAIRMAN. The gentleman’s time has expired.

The Chair recognizes the gentleman from Washington State, Mr.
Inslee.

Mr. INSLEE. Thank you.

First off, we need to say something good about the industry here.
One point of this hearing, I want to congratulate BP for meeting
their Kyoto CO; reduction targets of their internal operations with-
in, I think, three or four years, showing that this can be done. It
is a good example for the rest of us.

I want to ask,—this is a question to all of you—did you or any
of your associates participate in the secret Vice President Dick
Cheney Energy Task Force in 2001?

Mr. ROBERTSON. We did not.

Mr. HOFMEISTER. I testified previously the answer is no.

Mr. SimoON. No.

Mr. MALONE. Yes.

Mr. INSLEE. And, Mr. Malone, could you make your documents
related to that, secret meetings, available to the Committee?

Mr. MALONE. Yes, sir.

Mr. INSLEE. Thank you. We would make that request.

Mr. Simon, listening to your testimony makes me even more con-
vinced that we need to act to create an incentive for decision-mak-
ers and industry to really make real investments in the clean en-
ergy revolution, rather than relatively small ones.

And the reason I say that is that listening to you, as far as I can
tell, you are spending less than half a percent of your gross reve-
nues on clean energy research. Is that right?

Mr. SIMON. It would be a very modest amount. I would acknowl-
edge that. But I would not acknowledge that we are not doing a
lot to address greenhouse gas emissions.

Mr. INSLEE. Well, considering that we have to cut our greenhouse
gas emissions 80 percent in this country below our levels by 2050,
would you agree that if your company continues on its present
course, it will fall several hundred orders of magnitude short of
what we have to do to prevent cataclysmic global climate change?

Mr. SiMON. Well, the assumption there that that is required in
order to do that, I would

Mr. INSLEE. How is it going to happen? I mean, oil isn’t going
to, all of a sudden, become clean. We need to do the research to
figure out these technologies.

Mr. SIMON. No, but the fact is that we are going to have oil and
gas and coal. And it is going to constitute about 80 percent of the
energy equation.

With that as a given, how do we then address and do what we
can to mitigate greenhouse gas emissions with that being the case?

Mr. INSLEE. Would you agree with me, sir, that if Exxon con-
tinues on its present course of having less than one-half of one per-
cent of its revenues associated with clean energy sources other
than oil and gas, that the world is going to suffer significantly un-
less Exxon and its like changes its behavior?
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Mr. SIMON. No, I don’t agree with that. And I think we can do
a lot more in terms of emitting greenhouse gas emissions by focus-
ing on the areas that we are, transportation, efficiency improve-
ments being one.

Mr. INSLEE. So if you don’t put research dollars into it, is it going
to come from the oil fairy somehow? These new technologies are
going to show up?

Mr. SimMON. No.

1}?/11‘. INSLEE. We have got to put some real money in this, don’t
we?

Mr. SIMON. Given the fact that, again, we got oil and it is in our
equation and it is going to be a significant factor, we are focusing
on how do we make the use of that oil much more efficient.

Mr. INSLEE. Well, let me suggest—I hope that you will go take
£r(1)m this hearing a much more optimistic viewpoint of our capa-

ility.

You mentioned the money you are putting into Stanford. I was
at Stanford last weekend talking to their scientists. And I was very
excited by going over a report called a renewable energy solution
to global warming presented by Mark Jacobson, Atmospheric En-
ergy Program, Department of Civil and Environmental Engineer-
ing, Stanford University.

And what they concluded—and I will just read you a couple of
sentences in the summary—“The U.S. could replace all on-road ve-
hicles with battery electric vehicles powered by 71,000 to 122,000
5-megawatt wind turbines less than the 300,000 airplanes the U.S.
produced during World War II. Wind battery electric vehicles could
reduce U.S. carbon dioxide by 25.5 percent. Solar battery electric
vehicles can reduce it by 23.4 percent.”

Now, would you agree with me that this, a vision from Stanford,
the folks that you are giving some money to, is one that the United
States really needs and that with your pathetically small research
budget we are not going to meet unless something changes?

Mr. SiMON. No, I don’t agree with that, Congressman. And I
would invite you to go look for yourself at what we are doing in
a global climate and energy project. I think you would find it to be
quite significant. It has long-term very significant impacts in terms
of what it can do on the energy equation and greenhouse gas miti-
gation.

Mr. INSLEE. We actually did ask your company to give us the in-
vestments they were making in this, and you refused to give it to
us. But you have helped us by telling us it is less than one-half
percent.

Now, I can tell you that there are a lot of constituents that think
that that is an inadequate contribution to the future of the planet
Earth. And I just hope things change. And obviously we have got
to change them by changing this tax policy.

Thank you.

The CHAIRMAN. The gentleman’s time has expired.

The Chair recognizes the gentleman from Oregon, Mr. Walden.

Mr. WALDEN. Thank you very much, Mr. Chairman.

I just have to ask this question because I know if my constitu-
ents were here, they would ask it. With your record high profits,
have you thought of lowering the price of gasoline with any of that?
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I mean, I am a small business owner for 21 years. There is that
margin where you don’t have to charge quite as much if you are
making a profit.

Mr. HOFMEISTER. Could I say something in favor of profits? Prof-
its are what enable capital investments to increase the supply.

Mr. WALDEN. You are talking to a capitalist.

Mr. HOFMEISTER. Lowering our prices happens in many markets
based upon local supply and demand. The prices go up. The prices
go down. These prices are set at the street level in the local mar-
ketplaces where they come from.

The global price of crude, however, is the real issue. That is the
real problem in the cost of gasoline. And the global price of crude
will not go down unless the supply increases.

Mr. WALDEN. Or the demand goes down. And that is what I fear
is happening in our country today. It is not that the demand is
going down because of conservation. The demand is going down be-
cause our economy is taking a big hit. The people are having to
make some really tough choices.

You have got the independent truckers today that are boycotting
or striking to send a message. I mean, we are at a very, very per-
ilous time in our economy right now.

I am not against profits. Don’t get me wrong. Again, I am a small
business owner for 21 years. I understand that it’s important to
make the next set of capital investments. I also understand the re-
investment can come to helping your consumers once in a while,
too, in terms of price where that is appropriate.

Mr. Robertson, I have a question for you regarding ethanol. I un-
derstand that Chevron blends—about 40 percent of gasoline that
you sell in the United States has ethanol in it. Can you speak to
us about the volatility in price that has specifically been documents
related to ethanol in that mix? Is that driving gas up or not?

Mr. ROBERTSON. I think ethanol prices have been pretty erratic
here in the last couple of years. And they were——

Mr. WALDEN. Is your mike on, sir?

Mr. ROBERTSON. Yes, it is.

Mr. WALDEN. Okay.

Mr. ROBERTSON. Ethanol prices have been pretty volatile over
the last couple of years, but I think it is a very small part, frankly,
of the price of gasoline. I think it has been already testified 70 per-
cent of the price of gasoline is crude oil, 15 percent of the price of
gasoline is taxes.

So the balance, effectively, if you take today $100 oil and 42 gal-
lons is $2.50, 2.50 a gallon is crude oil, add 40 cents for taxes,
$2.90, there isn’t much left. So I think, frankly, even though eth-
anol is about five percent of our gasoline, that volatility hasn’t had
that much of an effect.

Mr. WALDEN. Okay. I appreciate that. I used to chair the For-
estry Subcommittee and have been very interested in your partner-
ship with Weyerhaeuser in terms of biofuels. And I know my col-
league from South Dakota and I both have been real interested in
trying to correct a wrong in the energy bill that passed. It said
woody biomass of federal forest lands or unless it has grown spe-
cifically for biomass, doesn’t count toward renewable fuels stand-
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ard, which seems sort of bizarre if we are serious about getting to
the next generation of fuels.

Can you talk to us about any breakthroughs you are seeing on
cellulosic development, where we can turn woody biomass into a
fuel we can burn in our vehicles at an economic rate?

Mr. ROBERTSON. You know, I don’t think I can tell you much
about any new breaks. I mean, the JV with Weyerhaeuser is rel-
atively new, although we have been working with them for about
a year.

Mr. WALDEN. Right.

Mr. ROBERTSON. The thing that is important is they have got a
huge amount of forestry, obviously, and timberland in the United
States

Mr. WALDEN. Right.

Mr. ROBERTSON [continuing]. And a lot of knowledge on chem-
istry of forest products. We have got a lot of knowledge on fuels
and the chemistry of fuels. And we are pretty convinced that, work-
ing together, we can come up with something that we can create,
make into a commercial scale project. But at the moment, it is real-
ly about technology and about trying to find the breakthrough.

We have also got a whole series of partnerships with universities:
one in Georgia Tech, which deals with forest products; one in UC
California, Davis because they have got different kinds of agricul-
tural projects there; one in Texas, so different places, trying dif-
ferent kinds of feed stocks. But I can’t report any breakthroughs
yet. It is not that the science doesn’t work. It is the scale, the scal-
ing.

Mr. WALDEN. Right.

Mr. ROBERTSON. We have got the science in lots of places. We
just—

Mr. WALDEN. I think it holds great promise, indeed.

Mr. ROBERTSON. Yes, I think it is great promise.

Mr. WALDEN. Mr. Malone, while you are here, I also serve on the
Energy and Commerce Committee and the Oversight Investigation
Subcommittee. And we did some oversight hearings on your pipe
issue up in Alaska. Can you give us an update on the security of
that piping system up there?

Mr. MALONE. Thank you, Congressman. I remember the hearings
well.

Yes. Excellent progress. As you know, we said we would have it
done in two years. Because we have to do it during the winter sea-
son, with our partners, the lines have now been replaced.

We are finishing up the last bit of it. It will be done on schedule,
maybe even ahead of time. We actually have oil flowing through
the one section of the new transit line.

Mr. WALDEN. And the last time I was in Alaska, there was a dis-
cussion about the end of the Prudhoe Bay oil because the amount
it takes to come down the pipeline may get to a point where it is
just not adequate to flow. Can you give us an update on the status
of that and the effect to the market when that happens?

Mr. MALONE. Well, first of all, there are lots of opportunities.
Again, there are several of us producing up there. But from our
perspective, we see a 50-year future if we are able to move into
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some of the heavier oils and also the in-field enhancements that we
have.

We originally thought we would recover somewhere around 25—
30 percent of the oil. This field has the potential actually to recover
65 percent. So right now we are working as hard as we can to con-
tinue the flow from Prudhoe Bay.

Mr. WALDEN. Thank you. And thank you, Mr. Chairman, for your
indulgence.

The CHAIRMAN. The gentleman’s time has expired.

The Chair recognizes the gentleman from Connecticut, Mr.
Larson.

Mr. LARSON. Thank you, Mr. Chairman. And thanks to all of the
witnesses as well for your testimony.

I want to make an assumption. I think it is pretty broad but
pretty clear that your primary responsibility, your primary fidu-
ciary responsibility, is to the shareholders of your companies. And
when you make decisions based in the free enterprise system and
in the marketplace, it is based on results for the shareholders. Is
that a fair assumption? Is there anyone who would disagree with
that?

When we make decisions—and a lot of our decisions are policy
decisions based on the citizens that we are sworn to serve. And
there was a lot of testimony and very productive testimony. And
thank you for that.

I want to get back to this whole issue of supply and demand. In
my district, the independent Connecticut petroleum dealers’ asso-
ciation is saying that whole system has gone amuck. The laws of
supply and demand are not operating on the street, as you were
alluding to, Mr. Hofmeister.

I understand in general what you are saying, but in the instance
of particularly oil and gas, we have seen this speculation. We see
people who do not either receive or store oil but are pushing paper
forward and causing the artificial rise in price of oil.

Do you agree with the independent petroleum council or are they
way off base here? Start with Mr. Simon. We will go right down
the line.

Mr. SIMON. When you look at the fundamentals of our business,
Congressman, the supply/demand fundamentals, our assessment
would be the price should be somewhere around $50-55 a barrel.
There is a disconnect.

To me, there are three factors that contribute to that. One is the
monetary issue, the weaker dollars we have already talked about.
The other is geopolitical risk. And the third, we believe, is specula-
tion. And you could probably break that into three parts. And it is
about 30 to 40 percent of——

Mr. LARSON. Would most of you agree with that assessment or
would you alter your assessment? Most of you would agree with
those three factors? I would agree with those three factors. What
would you do about the

Mr. ROBERTSON. I think the price of the dollar is part of it as
well.

Mr. LARSON. Okay. What would you do about the speculators?

Mr. ROBERTSON. What would I do about—I mean——
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Mr. MALONE. How do we get rid of the Jim Fisks and Jay Goulds
of the crude o0il? How do we stop this artificial influctuation of
prices?

Mr. ROBERTSON. Well, I agree with what was just said, that the
main things that I think are driving the price of oil are the huge
demand in the world, the reduction in spare capacity in the world,
the price of the dollar.

Mr. LARSON. Because of the economy, we have just witnessed
that demand is lessening here. Hopefully through conservation, de-
mand will lessen as well. And, yet, we see

Mr. ROBERTSON. We are part of a world system. And the

Mr. LARSON. We are part of a world system, but here in this
country, we are responsible to our citizens. And how do we say? As
I said at the outset, how do you turn to the lady who has to turn
over an entire Social Security check to pay for her oil bill? That the
laws of supply and demand are in effect?

How do we deal with the fact that people can in this system ma-
nipulate the price in such a manner that, even through all of your
good efforts—and then it has us saying to you, in turn, “Hey, what
do you need that tax cut—what are spending? What are we giving
you a tax break of $107 billion for?”

People at Augie & Ray’s in my hometown are asking that very
question.

Mr. ROBERTSON. We have chosen by our policy to be dependent
on oil from overseas. That is our choice. We chose not to develop
our own resources in this country. That was our choice. And the
fact of the matter is we are part of the world. We are part of the
growing demand in the world. And we——

Mr. LARSON. As long as it is more profitable. What incentive is
there for you to develop alternatives as long as it is profitable and
you are able to get the rates that you are currently able to get?
And if your sworn fiduciary responsibility is to provide the greatest
return for your shareholder, geez, I don’t know,

Mr. ROBERTSON. We are spending a lot of-

Mr. LARSON [continuing]. But it seems to me like, hey, if I were
one of your shareholders, I would be saying, “You know, they are
not doing a bad job. I am getting a pretty good yield on my dollar
here.”

But if I am a citizen of this country, I am saying, “We are not
making out so well here.”

Mr. ROBERTSON. Our shareholders only get return if the cus-
tomers are being satisfied with the product. If we don’t sell a prod-
uct that our customers want, that our shareholders are going
to

Mr. LARSON. This is a matter of customers not—they don’t have
a choice here. When it is between heating your home or freezing
to death, that is not much of a choice. You know, when it comes
down to whether or not you are able to get back and forth to work,
that is not much of a choice.

Mr. ROBERTSON. Oh, I understand——

Mr. LARSON. It is what my grandfather says. Trust everyone but
cut the cards. And somewhere in here, there is a disconnect. We
need your help in trying to fix this disconnect.
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Mr. Stupak was here, who left, also has proposals that are talk-
ing about the manipulation of the market. I guess

Mr. ROBERTSON. We are doing our damnedest to fix this. We are
spending as much money as our company can with our human peo-
ple that we have and the infrastructure that exists. We are spend-
ing as much as we can to produce energy for the people in this
country and the people in the world. We don’t know how to——

Mr. LARSON. My time is up, but I would be interested if you, all
of you, could in writing—I would love to hear your opinions on
what you would do to the speculative side of this market that dis-
torts the entire market and your integrity as well.

The CHAIRMAN. The gentleman’s time has expired.

The Chair recognizes the gentle lady from Michigan, Mrs. Miller.

Mrs. MILLER. Thank you, Mr. Chairman.

And I did mention in my opening statement and I would then
agree with some of the comments that have been made by some of
our witnesses here that we have made a choice as a nation, unfor-
tunately in my estimation, not to advantage ourselves of much of
our own energy supplies. And that is to our own disadvantage, I
think.

But, however, we have made that choice as a nation. But, as has
been mentioned, we are in a global market for energy. And so my
first question would be in regards to supply.

Being from Michigan, a border state, we look across to our won-
derful neighbors in Canada. And we see all of the oil sands that
are there. One of you mentioned about the oil sands.

I am just wondering, what is the actual percentage of our foreign
supply that we get to the United States actually comes from Can-
ada now? In regards to the oil sand, could any of you tell me gen-
erally what you think the potential might be there for an increase
in the supply to us from Canada? And I also have an interest—I
mean, I have heard, for instance, that China is up there trying to
lock down a contract for as much as they can of the oil sands.

And then also in regards to the process of refining, I believe it
is Shell that is going to be about 20 miles from my district, actu-
ally, on the Canadian side was building a very large refinery for
the oil sands, the Canadian oil sands. I am not sure who I am di-
recting this to.

Mr. Lowe.

Mr. LOwWE. ConocoPhillips is the largest landholder in the Cana-
dian oil sands. And we have a number of different projects

The CHAIRMAN. Is your microphone on, Mr. Lowe?

Mr. LOWE. Yes. Sorry.

The CHAIRMAN. If you could move in a little bit closer, please?

Mr. LOowE. ConocoPhillips is the largest landholder in the Cana-
dian oil sands. We have a number of very good projects, each multi-
billion-dollar projects, that we are advancing. And we believe that
ultimately the Canadian oil sands can supply about 20 percent of
the U.S.’s oil needs.

But we are going to have to develop our refining infrastructure
and our pipeline infrastructure to make sure we can get that crude
into our refineries and make sure our refineries can process the
heavier crude.
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Mrs. MILLER. Twenty percent? What is it currently how much,
approximate percentage?

Mr. LOwE. It is relatively small.

Mrs. MILLER. I see.

Mr. ROBERTSON. I will make a comment. The U.S. uses about 20,
a little over 20, million barrels a day of oil. Today there are about
2 and a half million barrels a day of oil comes from Canada.

So our largest importer, our largest imports of oil, come from
Canada. Second largest come from Mexico. But the oil sands, as
was described, could potentially be two or three million barrels a
day, maybe higher than that. So they could double the input from
Canada and be 10 percent or 15 or 20 percent of U.S. demand.

Mrs. MILLER. When do you see that happening? I mean, what
time frame? Two years?

Mr. ROBERTSON. No, no.

Mrs. MILLER. A hundred years?

Mr. ROBERTSON. Ten, 15, 20 years.

Mrs. MILLER. I see. Mr. Malone.

Mr. ROBERTSON. It is going to build up over time.

Mr. MALONE. I just wanted to add that, you know, we have two
Midwest refineries, one in Indiana, one in Ohio, that through ei-
ther joint ventures now or through supply agreements, we are
going to expand both those refineries to take on a significant, es-
sentially completely have a Canadian crude for the Midwest, again
including your state, it is somewhere in the area of 2.6 million gal-
lons more a day. So the supply is there.

Mr. HOFMEISTER. I think a point should be made that the oil
sands are successful because of a national energy strategy that was
developed by our neighbor to the north. We have the same oppor-
tunity in this country to develop a national energy strategy.

The United States is blessed with more than a trillion barrels of
potentially recoverable resource in the oil shale of Colorado, Utah,
and Wyoming.

We have, Shell has, been in that region for more than 20 years
testing, experimenting, environmentally sound ways to potentially
extract that resource. And we do not see support coming forward
to make that a reality in terms of national policy. And it might be
something for Congress to consider.

Mrs. MILLER. Congress doesn’t always do well in national policy.
And, Mr. Hofmeister, I know in your testimony, you said you ap-
plauded the higher CAFE standards. But the domestic auto indus-
try, my personal observations are, we are going to end up bank-
rupting the domestic auto industry because of the mandates that
we put on it. But I appreciate what you have said there.

I only have 30 seconds left. What about China? We keep hearing
about China up there contracting for the oil sands. Does anybody
have any comment on that and what is happening there that might
shut us out of the supply?

Mr. ROBERTSON. I don’t see they are going to shut us out of the
supply. I mean, China is in many ways just like the United States.
They are competing in the world for energy supplies. We are com-
peting with them. They are investing in projects around the world,
just like we are.
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They are investing in Canadian projects, like we are. But I don’t
think there is any shutout by Canada. In fact, most of the oil in
Canada mostly like is going to come south to the United States.

Mr. SimMON. I would agree with that. I think we also have to be
careful about passing legislation here that would cut us off from
that supply of heavy tar sands and heavy oil from Canada, which
I think is a real issue that Congress needs to address.

Mrs. MILLER. Thank you, Mr. Chairman.

The CHAIRMAN. The gentlelady’s time has expired.

The Chair recognizes the gentleman from Missouri, Mr. Cleaver.

Mr. CLEAVER. Thank you, Mr. Chairman. I am going to try to ask
short questions and so I can get short answers in my time.

My father worked all of his life. He never earned more than
$25,000 a year. And there were years that he actually worked three
jobs, most of the time just two. He sent four children to college. He
is 86 years old.

There will be people like my father all over the country. And I
will have some of them at a meeting next Saturday when I do my
monthly coffee with the congressmen.

Mr. Simon, what can I say to them to help them understand how
Lee Raymond received a $400 million severance package from
ExxonMobil, which translates into $141,000 a day? What do I say
next Saturday to the people who come to my meeting who are
struggling to get to work now because they can’t afford to put gaso-
line in their car?

Can you help me get them to understand how it is okay for Mr.
Raymond to get a $400 million package and they struggled and oil
company profits are at an all-time high?

Mr. SiMON. Well, I would hope that would be behind us by now,
Congressman, but I would just

Mr. CLEAVER. Why?

Mr. SIMON [continuing]. Point out, as we have said before——

Mr. CLEAVER. Why?

Mr. SIMON. Because that is in the past. It hasn’t been adhered
recently. What

Mr. CLEAVER. Well, we can only talk about gas prices from yes-
terday. I mean, everything we talk about here is in the past.

Mr. SimoN. Well, I agree, but yesterday is a lot different than,
let’s say, when that occurred. But I believe, as we testified before,
when you break down that, I think there was a misconception of
how much of that was due to past, how much of it was due to fu-
ture, and how much was due to current earnings there. And I think
it was blown out of proportion.

Mr. CLEAVER. So you think I should tell people in my district and
probably all over the country that the $400 million package was
blown out of proportion?

Mr. SimoN. I think when you look at it, Congressman, and you
break it down and you look at that pay package relative to others
that were doing the same kind of jobs, you would consider it was
competitive. And it was done by outside directors. There was not
management involved in that at all. And they looked at others to
make sure we are competitive.

Mr. CLEAVER. This is a rhetorical question. Whatever happened
to shame?
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Since we are having difficulty providing access that I think all
of you agreed that we need, are any of you right now going back
to oil wells that were tapped out or deemed to be somewhat unprof-
itable when oil was sold at a far less price? I mean, are any of you
now unplugging or upgrading old wells?

Mr. ROBERTSON. Well, we are certainly going back to facilities
that maybe oil fields that are producing and looking at the oppor-
tunity to put more technology into those oil fields and more ways
to extract more from those wells.

So, for example, in the San Joaquim Valley in California, where
we have a big field, that field has now been producing for 100
years. It is likely to get up to—originally we probably thought we
would be able to recover 320 percent of the oil that is in that field.
Today we are looking at ways to get up to 80 percent.

So more technology, higher prices obviously lead to the oppor-
tunity to put more money and more technology into existing fields
that can make them last a lot longer and make them increase the
production. So in that sense, yes.

Mr. CLEAVER. We could get the impression that the oil industry
is struggling. I mean, if you listen, you don’t think it is struggling.

Mr. HOFMEISTER. I think we struggle for access, Congressman.
We struggle for access in which we can have appropriate invest-
ments that are making the return on that investment worthwhile.

In other words, we are looking for the ample reserves. We could
spend an awful lot more money with very low return if we were
looking in the old fields in which a lot of that oil has already been
extracted.

I agree with my colleague that there are wonderful technical op-
portunities to get more from existing fields, but until the nation
has a means by which we could use, for example, CO for enhanced
oil recovery in the large quantities that would be necessary, many
of these old fields will not have the ability to produce a lot more
oil.

Mr. CLEAVER. All of your companies are doing well, right?

Mr. ROBERTSON. Well, we are working darned hard. I mean, we
have got a big challenge to meet. We have got the world, including
this country, that needs a lot of energy. And we are spending and
putting more human energy into these investments into these
projects than we ever have before. So life is not easy.

Mr. CLEAVER. Well, you are stuck in the 85.13. I think Exxon
was 85.45 closed out yesterday. That doesn’t sound much like a
struggle.

Mr. ROBERTSON. I didn’t say it was a struggle. I said we were
working hard to try and solve a problem that exists.

Mr. CLEAVER. Thank you, Mr. Chairman.

The CHAIRMAN. The gentleman’s time has expired.

The Chair recognizes the gentleman from Oklahoma, Mr. Sul-
livan.

Mr. SULLIVAN. Thank you, Mr. Chairman. And thanks again for
being here.

I believe that global warming is occurring. I think that man has
something to do with it. It doesn’t have everything to do with it but
has a part to play in this. And we want to see a reduction in green-
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house gas emissions as we go forward in the future. And I am try-
ing to kind of boil down what everyone here has said in my mind.

What I think you are basically saying—and I want to see if this
is a true statement—is that you believe that we want to spur do-
mestic production, looking at other areas to drill in or explore in,
and for gas and oil mainly to displace the oil and gas that we get
from other countries.

You said, I think Mr. Hofmeister said or one of you said, that 80
percent of the reserves are owned by foreign companies, national
companies. Is that true? Is it something like that?

Mr. ROBERTSON. More than that.

Mr. SULLIVAN. More than that? So, really, you guys collectively
represent about, I guess, less than ten percent of the global re-
serves?

Mr. ROBERTSON. Chevron is 0.6 percent of the global——

Mr. SULLIVAN. I thought it was more than that, actually.

Mr. ROBERTSON. Chevron is 0.6 percent of global oil and gas re-
serves.

Mr. SIMON. We are 6.

Mr. SULLIVAN. So, really, it is a national security issue. We want
to displace that. And you are saying that you are not opposed to
moving into renewable fuels, into alternative fuels? You are doing
research and development in that. You want to move in that direc-
tion and get those accomplished.

But I think, Mr. Hofmeister, again, you said that—and I am for
that, too. I want to see us move away from gas and oil eventually
in the future, you know, towards renewable fuels. I am for that.
But we can’t even do it immediately. I mean, in the short term, you
said 15 to 20 years to develop this technology. And we need to do
that.

I guess my question is I am for all of these renewables. I am for
alternative fuels. I think we need to move in that. But basically
you are saying that oil and gas are still going to be very much a
part of the equation as we move into this new frontier of alter-
native fuels.

And all of you are willing to do that. All of you think that is what
we are trying to do. Would that be a fair statement to say?

Mr. HOFMEISTER. I think it is important for the American people
to understand the scale of what is going on in the U.S. economy.
Ten thousand gallons of oil a second is consumed in this country,
60 billion cubic feet of gas a day. If we stack those cubic feet on
top of each other, it would be from here to the moon and back 25
times. Twenty rail cars of coal are burned a minute in this country.
This is every minute of every day and every second of every day.

And so the scale of the massive amounts of hydrocarbons that
are consumed to support the world’s largest economy and one of
the most creative and innovative economies is absolutely necessary.
And the demand for electricity continues to rise across this country.
We may see a dip in liquid fuel demand because of prices currently
and other economic factors, but to be able to move to an alternative
requires the technology to make it possible to make it commercial.

What is slowing the movement to alternatives is the lack of
commerciality yet. In other words, people aren’t making a profit at
it. People are investing in it, but they are not yet making a profit.
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As we get up larger scale, as we learn more up the maturity
curve, I think we will make a lot of money in alternative and re-
newable energies. And the technology will be a propulsion engine
for the nation’s economy in the future.

Mr. SimMmON. Congressman, I would want to support your com-
ment. When you look at our outlook, if you look at the National Pe-
troleum Council study, if you look at the IEA outlook, oil and gas
will continue to represent the dominant source of energy, at least
up through the year 2030. If you look at total fossil fuels, including
coal, about 80 percent. That is where it is today.

I think when you look at any outlook in terms of the impact of
renewables, it is going to be very, very small, down in the two per-
cent, three percent range.

Mr. SULLIVAN. Well, I am from Oklahoma. And I remember when
I was in college in the 1980s. I remember a lot of people were pe-
troleum land management. They got out of it.

I know that I have seen people lose jobs. I have seen people get
out of this industry. I have seen it hurt my community by people,
the down turn by low oil prices. I remember it was $9 a barrel, $16
a barrel. People panicked. The state wasn’t getting the revenues
that they needed.

So you guys are making record profits right now, but have you
ever lost money? You have lost money, too. Would that be a true
statement? You have lost money.

Mr. ROBERTSON. Yes. I mean, I was there and head of our North
American Division in 1999 when we closed the books and our earn-
ings were zero, zero for North America.

Mr. SULLIVAN. How does your equity investment rate of return
compare to other industries, for example? Have you ever done any
analysis on that?

Mr. ROBERTSON. Well, as was I think already said, our profits
per dollar of sales, which is a typical way of looking across indus-
tries, is about 8.3 cents per dollar sales. The average for the U.S.
is 7.8.

Mr. SULLIVAN. Another thing, if I could mention, how many peo-
ple domestically do each one of you employ? And do you offer re-
tirement benefits and then health insurance?

Mr. HOFMEISTER. At Shell, we have about 250,000 people who
have jobs because of Shell every day in America. We have about
25,000 working directly for Shell, but in our gas stations, our Jiffy
Lube stores, tens of thousands of additional people work.

Mr. ROBERTSON. We have 27,000 Chevron employees in the
United States. The average worker, salaried worker, is about
$125,000 a year. The average hourly worker is about $75,000 a
year. They all have pension plans, and they all have health plans.

Mr. SULLIVAN. Anyone else?

Mr. SiMON. We have about 30. And I would echo what they said
in terms of if you look at the pension plan and the amount paid.

Mr. MALONE. Thirty-eight thousand and a multiple of roughly
four times contractors in support, a multiple even higher than that,
health care pension plans.

Mr. Lowe. Congressman, the point I would make is kind of one
of the points you are making. When I started working at Phillips
Petroleum Company in 1981, we had over 9,000 employees in
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Bartlesville. We went through some rough times. In 1998, we were
down to 2,000 employees in Bartlesville. That was due to tough
times.

Mr. SULLIVAN. Thank you very much.

The CHAIRMAN. The gentleman’s time has expired.

The Chair recognizes the gentleman from California, Mr.
McNerney.

Mr. McCNERNEY. Thank you, Mr. Chairman.

With varying degrees of emphasis, each of you has indicated that
you have investments in renewable or energy-efficient technology.
What I would like to see is what your vision in the long term and
the short term is as your companies make up in relation to oil
versus alternative new energy technologies, starting with Mr. Rob-
ertson.

Mr. ROBERTSON. Well, you know, we are supportive of the data
that was in the National Petroleum Council study that basically
said in 2030, 85 percent of the world’s energy would still come from
coal, oil, and gas. So we think we are probably in a fossil fuel envi-
ronment for some time.

We are spending something like—we are going to spend two and
a half billion dollars over the next two years in the area of renew-
ables and energy efficiency. And I think the biggest opportunity—
and we have been talking a lot about supply here.

And I know that the biggest opportunity for us, frankly, I think,
as a country and maybe as a world is in energy efficiency and
using energy more wisely. So I think that, you know, the evidence
from our company that goes around doing these projects with pub-
lic agencies is that we can get 30 percent reduction in use of energy
from these projects.

Our own evidence inside our company, we are now 27 percent
more energy-efficient than we were 15 years ago. And most of that
time we were expecting oil to be $20 a barrel. So there is an oppor-
tunity for us all to become a whole lot more energy-efficient.

And, frankly, I still think the number one issue, the number one
thing that the—and the Congress did some things in the last en-
ergy bill in terms of energy efficiency and appliance standards and
those things, but I think in terms of leading the nation, leading the
nation, towards becoming a set of energy savers and becoming a—
this being a scarce resource, that is the biggest source of energy as
far as I am concerned.

Mr. MCNERNEY. Thank you, Mr. Robertson.

Mr. Hofmeister, do you think that we have reached a maximum
output possible of oil in historical terms? And if so, do you believe
that the Alaska and offshore resources would change that peak oil
timing at all?

Mr. HOFMEISTER. I do not subscribe at all to peak oil theory. I
think it is a theory that is based upon very narrow assumptions.
I think if you look at the National Petroleum Council study, which
has been referred to, or other studies around the world, the idea
of moving from 80 million, 85 million barrels of production today,
which we do, to somewhere near 110-115 million barrels a day is
in the focus of most international oil companies and do believe and
certainly Shell believes that the world can produce significantly
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more oil than it does today, even while the focus is on other alter-
natives.

Mr. MCNERNEY. So what is the bottleneck, then? Why are we
such a logjam to oil prices?

Mr. HOFMEISTER. I think that is an excellent question. I think
there are bottlenecks around the world where, for example, within
nations that are oil-exporting nations, where national oil companies
dominate, access from international oil companies is limited in
many cases.

I think the United States is probably the world’s best example
of having lots of resources that are not permitted to be developed.
And so we are not able to go into 85 percent of the outer conti-
nental shelf, for example.

Mr. MCNERNEY. So you don’t think that the Hubbard’s results
are accurate or reflect reality?

Mr. HOFMEISTER. Not at all because, in addition to what I have
described in terms of what is out there, that theory makes no re-
marks with respect to unconventional oil, such as oil sands or oil
shale.

Mr. McCNERNEY. What do you think the makeup of your company
will be in terms of oil versus other alternatives?

Mr. HOFMEISTER. Well, we were part and parcel of the National
Petroleum Council study, as were other companies. And I subscribe
to the outcomes of that study that by 2030, we will still be domi-
nantly a hydrocarbon economy.

Mr. McNERNEY. All right. I am finished with my questions.

The CHAIRMAN. The gentleman’s time has expired.

The Chair recognizes the gentlelady from Tennessee, Ms.
Blackburn.

Ms. BLACKBURN. Thank you, Mr. Chairman. I am tempted to ask
for his extra time, but I won’t.

I want to thank you all very much for being here. I am struck
by the fact that you have mentioned many times that we have all
made choices, our nation has made choices when it comes to energy
policy. And those choices have consequences. And I think that some
unwise choices 20-30 years ago are yielding what we are seeing
today.

And we need to realize that sometimes policy, we need to take
a long-term view. And I appreciate that you all are willing to come
here and sit down with us and begin to get our hands around this
problem and get this thing solved.

I want to just ask you a couple of quick things, but I want to
start with this. When a consumer buys a gallon of gas and they are
paying their $3.29 at the pump, we know that 69 percent of that
is going to crude. And if anybody disagrees with this, I want you
to pipe up and tell me. We know that 13 percent of that is going
for taxes and that 18 percent is there to cover refining, distribution
costs, and marketing. Does anyone disagree with those percentages
and allowances? [No response.]

Ms. BLACKBURN. So would it be true that the government actu-
ally makes the most as a single entity out of a gallon of gas, that
they are realizing the most? Mr. Simon.

Mr. SiMoN. That is correct.
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Ms. BLACKBURN. That is correct? Okay. Because I think it is so
interesting that that is where a lot of the money goes and that is
affecting what we are paying at the pump.

I want to come back to a point that was also made about com-
prehensive strategy because we have to find out how we are going
to deal with this. And I am going to borrow from you, Mr.
Hofmeister. I think you are exactly right: short-term, mid-range,
and long-term.

What I would like to hear from you is what you all are doing in
each of those categories. And I am not going to ask for you to sit
here and articulate anything right now because we know some of
the things that you are doing for alternatives and for future. I
would like to have this in the form of just one sheet when we are
talking with individuals.

You didn’t cause all of this problem. Policy has caused part of
this problem. You all may be partly to blame. The House and the
Senate and the administration can all be partly to blame in this.
The problem is we weren’t looking far enough down the road early
enough to address it. And, as I said, that should have been a few
years back.

We do need to work on something that is a comprehensive strat-
egy for this country that is going to consider supply, demand, that
takes into account a global marketplace, takes into account that
you all are dealing with companies that are owned by governments,
that are not independently owned.

So I am going to ask you all to submit that to us, what you are
doing that you think will give us the greatest impact in the short
term, where your mid-range focus is as we look toward 2030 and
we look toward our fossil fuel needs moving toward 2030, what you
are doing there, the policies that would help us with that and then
long term the policies and the actions that we can take that create
the environment for you to do your best. I would like to hear that.

And then my last question that I wanted to touch on, windfall
profits tax, like the ones that were proposed last year, how would
that affect your bottom line? And what would it do to fuel prices?
%Vlr. Malone, I will start with you. And let’s just work down the
ine.

Mr. MALONE. Well, we are investing dollar for dollar in this
country. So you take a dollar more in taxes. It is going to be a dol-
lar left available for investment.

Ms. BLACKBURN. Very good.

Mr. Lowe.

Mr. LOWE. Yes, same for us.

Ms. BLACKBURN. Same?

Mr. LOWE. It just reduces the amount of supply.

Ms. BLACKBURN. Okay.

Mr. ROBERTSON. I think what this Committee is after is increas-
ing supply of energy, not reducing. I think that would reduce it.

Ms. BLACKBURN. Okay.

Mr. HOFMEISTER. I think windfall profits were tried before. And
it has resulted in some of what the problem is we face today: lack
of supply. And I would also say we are dollar for dollar in the
United States.

Ms. BLACKBURN. Mr. Simon.
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Mr. SiMON. I would say the same. The policy if you tax some-
thing, you are going to get less of it.

Ms. BLACKBURN. Okay. And, Mr. Simon, I want to clarify one
thing. In your testimony, you said from ’03 to ’07, your earnings
grew by 89 percent, but your income taxes grew by 170 percent.
Over the last 5 years, ExxonMobil’s U.S. total tax bill exceeded
your U.S. earnings by $19 billion.

Mr. SiMoN. That is correct.

Ms. BLACKBURN. That is correct?

Mr. SiMoN. That is correct.

Ms. BLACKBURN. Okay. Thank you, sir.

Mr. Chairman, thank you. I yield back.

The CHAIRMAN. Great. The gentlelady’s time has expired.

The Chair recognizes the gentlelady from California, Ms. Solis.

Ms. SoLis. Thank you.

I have been listening attentively to many of your statements re-
garding different investments that you all have made. And I want
to particularly commend BP, Mr. Malone, because I had an oppor-
tunity on a visit with this Select Committee. We visited the Chan-
cellor Merkel and some folks, some business folks, out there and
had a very extensive discussion with your representative about
solar panels and investments here in the United States and
collaboratives that you have with universities. And it seems to me
that you made an investment a long time ago, maybe a decade ago,
that you were going to address this issue of green gases and how
CO; is affecting our entire environment.

I failed to understand why your other colleagues haven’t been
able to maybe come up to speed in that same vein. And I wonder
what led you, then, to make those kinds of decisions, to make those
investments because you are a global market.

Obviously your tentacles are everywhere but especially in the
EU. And because there are dramatic changes occurring there with
governments, I think that has, in my opinion, given you the impe-
tus to do more.

So if you could just touch on that? Because what I am trying to
sense here is that we are not doing enough to create an incentive
so that your other colleagues would do the same. But I see that
happening in Europe. Tell me what you see.

Mr. MALONE. Well, just a couple of comments. Yes, early on, my
company—although the science was incomplete, we made the policy
decision that we could not take the risk with global warming while
we are waiting for science to settle. And that was our decision
seven years ago. What we have been asked——

Ms. Sovris. Would you put a price on that risk at that time? Was
there a risk factor there——

Mr. MALONE. No.

Ms. SoLis [continuing]. For you to fail?

Mr. MALONE. No.

Ms. SoLis. No?

Mr. MALONE. No.

Ms. SoLis. Okay.

Mr. MALONE. No. But we knew that we were in the carbon busi-
ness. And we knew that our business emits greenhouse gases and
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that we needed to start. And we implemented—a number of things
have been referenced here internally.

I think the important thing, though, there is a missing link now.
We are seven years down the road. And we still don’t have any way
to price and market carbon in this country. So, even though you
can do some things internally, we are now faced with these refin-
eries we are talking about with greenhouse gas emission increases
of CO5. And if you can’t sequester it, there is no market mechanism
for us to be able to move forward.

So seven years later, we do have the ability to have acted on a
piece of legislation. And we are hoping to be a part of that.

Ms. SoLis. Okay. One of my other concerns is that most of you
here talked about the barriers that federal government or maybe
even local government has put up roadblocks for you to develop
those current leases that you have. Could you tell me specifically
why you have not been able to develop those leases that you cur-
rently have that have about 80 percent of the oil, the U.S. oil, that
is available? And I will go to Mr. Simon.

Mr. SIMON. I don’t know of any that we are not developing. Those
that we already have access to, developing in as rapid a fashion as
we can.

Ms. Souis. Go on to the next.

Mr. HOFMEISTER. Leases are generally a ten-year time horizon.
And during that period of time, we are continuously evaluating
fvhere we can best use our technology and science to develop those
eases.

Sometimes ten years isn’t long enough because of the tremendous
capital expenditure that is necessary. For example, in the Gulf of
Mexico, it is easily a billion dollars now for a major deep water
project in just one lease.

Ms. SoLis. But then how do you explain your record profits that
are well over one billion

Mr. HOFMEISTER. Well, the profits

Ms. Souis [continuing]. That can’t be redirected in some way or
apportioned?

Mr. HOFMEISTER. The profits are cumulative around the world,
but in the case of, let’s say, the Gulf of Mexico, we are limited by
the amount of manpower that we have. We don’t have the kind of
humar(1:1 resource that can do all of the leases simultaneously. And
so we do

Ms. Souis. So the obstacle isn’t from the federal government. It
is a market obstacle. That is your obstacle.

Mr. HOFMEISTER. The federal government’s obstacle has been to
prohibit the granting of leases in the outer continental shelf more
broadly. Had we had the confidence that we could do more leasing,
we would be scaling up our operations to go after more leases.

Mr. ROBERTSON. I am not sure whether there is a misunder-
standing here, but certainly all the leases that we have—that we
have spent money on with the government—we are working on and
trying to develop.

And obviously we work the biggest prospects. I mean, once you
get a lease, then you do some work on it. You do some seismic
work. You do some drilling. And you see which ones are the best
to develop. And we develop them. After a period of time——
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Ms. SoLis. But there are different stages of that development.

Mr. ROBERTSON. Yes, but after a period of time

Ms. SoLis. And not all of them are

Mr. ROBERTSON. After a period of time——

Ms. Soris. The spigot isn’t open on all of them is what I am try-
ing to get at.

Mr. ROBERTSON. After a period of time if we don’t do something,
we have to turn it back to the government. So we are working on
the leases.

You asked another question about so many years ago. Twenty
years ago Chevron started developing geothermal energy in Cali-
fornia. Today Chevron is the largest geothermal energy company in
the world. It is still relatively small in the scale of the world’s en-
ergy business, but it is 1,200 megawatts of power.

So I think we have been doing this for many, many years.

Ms. SoLis. Mr. Chairman, could I just ask——

Mr. ROBERTSON. It makes a difference.

Ms. SoLis [continuing]. If we could get from the witnesses a list-
ing of those current leases and at what stage they are at so I have
a better understanding of what is in existence, what is being uti-
lized, and what isn’t?

The CHAIRMAN. Okay. The gentlelady has propounded that re-
quest. Would the witnesses at the table be willing to

Mr. Lowe. A short example, when lease acreage has become
available; for example, two Gulf of Mexico deep water lease rounds
last fall, a recent Chukchi Sea lease round off Alaska—
ConocoPhillips has been high bidder on a billion dollars for those
leases. So we are starved for access. Access really is the issue.

The CHAIRMAN. We would ask for that information to be provided
for the record to the Committee.

The gentlelady’s time has expired.

The gentleman from Oklahoma. For what purpose does the gen-
tleman seek recognition?

Mr. SULLIVAN. Mr. Chairman, I would like to ask unanimous
consent to enter the National Petroleum Council’s book, “The Hard
Truths About Energy.” If I could submit this?

Th?1 CHAIRMAN. Without objection, it will be included in the
record.

[The book offered by Mr. Sullivan follows:]

Mr. SULLIVAN. Thank you, sir.

The CHAIRMAN. Thank the gentleman.

The Chair recognizes the gentlelady from South Dakota, Ms.
Herseth Sandlin.

Ms. HERSETH SANDLIN. Thank you, Mr. Chairman.

On March 24th, Patrick Barta wrote in the Wall Street Journal
that “Without biofuels, oil prices would be even higher” than they
are now. His report cited Francisco Blanch at Merrill Lynch as ob-
serving that, according to the piece, “oil and gasoline prices would
be about 15 percent higher if biofuel producers weren’t increasing
their output,” meaning oil would be priced above $115 per barrel.

Do each of you agree with Blanch’s analysis, “Yes” or “No”? And
if not, why not?

Mr. LOwE. I think there is an argument there. Roughly five per-
cent of liquid fuels are now ethanol in this country, some small
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amounts of biodiesel. I think there would be some impact, but I
don’t know that it would be 15 percent.

Mr. ROBERTSON. I think any amount of additional energy in the
world will directly lower prices. So more oil would lower prices.
More gas would lower prices, more coal, more biofuels. So I have
no doubt that it has some marginal effect. I would be very sur-
prised if it is as big as you suggest.

Mr. LOWE. Certainly directionally I would agree. That is why we
need all forms of energy.

Mr. MALONE. I would agree.

Mr. SIMON. I would just point out I think you have got to look
at the cost associated with producing biofuels versus gasoline out
of crude. If you look at $5 per bushel of corn price today and $100
per barrel crude, the production cost of biofuels is about $3.15 a
gallon. And crude is $2.70. So it is hard for me to see how that
would have a positive impact in terms of the price of gasoline that
people pay in terms of the biofuels there.

Ms. HERSETH SANDLIN. So you don’t agree, Mr. Simon, that it
has any impact whatsoever in light of what you claim to be the pro-
duction cost of corn ethanol today?

Mr. SiMON. I think we have got to be careful if you think you are
lowering the price that the consumer pays at the pump by man-
dating a higher cost liquid fuel that goes into producing

Ms. HERSETH SANDLIN. Right. I understand you probably have
been opposed to the renewable fuels standard either, the one that
we included in the 2005 Act or even the one that we recently
passed. Is that correct, Mr. Simon?

Mr. SIMON. Our corporation does not think that mandates and
subsidies are the right approach.

Ms. HERSETH SANDLIN. What is the percentage of ethanol that
ExxonMobil blends in U.S. gasoline today?

Mr. SIMON. Today we blend about eight percent.

Ms. HERSETH SANDLIN. Eight percent. And so you would be
blending that, even if there wasn’t a renewable fuels standard?

Mr. SIMON. No, that is not correct. I think if there were not a
renewable fuel standard, it would be lower than that.

Ms. HERSETH SANDLIN. And do any of your companies support
higher ethanol blends beyond E10 in light of recent studies that
suggest a blend of 20 percent and even 30 percent ethanol in-
creased fuel efficiency and do not pose any types of damage, corro-
sive damage, to the vehicles, as some have suggested?

Mr. ROBERTSON. Well, to start with, we are working in California
to get the limit raised from 5.7 percent, which is today’s limit in
California because of environmental restrictions, to 10 percent. So
that is the first place we have got to go.

I do believe that going over ten percent in the nation would
stretch the food system to the point that you don’t want to go any
further. So we have the first generation, second generation ethanol
from cellulosic conversion. And we are working as hard as we know
how to generate that kind of technology and to produce that kind
of stuff.

So going beyond ten percent across the country would not work
in today’s environment.
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Ms. HERSETH SANDLIN. You mentioned the impact on food prices.
And I think that there was perhaps some suggestion of this, Mr.
Simon, in a comment you made in your opening statement about
developing renewable fuels and leading to unintended con-
sequences.

Mr. SIMON. Yes.

Ms. HERSETH SANDLIN. Do any of you have any independent
analysis that you can share with the Committee that it has been
the cost of the price per bushel of corn or wheat that has directly
led to the increase in food prices and what percentage that con-
stitutes versus energy costs associated with processing or trans-
porting the food?

Mr. ROBERTSON. I do not that I am aware of.

Ms. HERSETH SANDLIN. None of you have any independent anal-
ysis to make that claim?

Mr. SIMON. I think there have been independent studies done in
that regard, but we certainly don’t have them.

Ms. HERSETH SANDLIN. Okay. But you tend to cite——

Mr. SIMON. I believe based on all that I have read from lots of
different places that the price of food has been impacted by the re-
quirement to turn a lot of corn into ethanol.

Ms. HERSETH SANDLIN. And would you also agree with the state-
ment, though, that the price of food is also affected by increased
energy costs?

Mr. SIMON. Sure.

Ms. HERSETH SANDLIN. But you haven’t done any independent
analysis that would break down the percentages associated with
energy versus other commodities?

Mr. SiMoON. I have not.

Ms. HERSETH SANDLIN. Okay. Well, my time is up. So I will yield
the remainder of my time. Thank you, Mr. Chairman.

The CHAIRMAN. OKkay.

Ms. HERSETH SANDLIN. Oh, one last question. Are any of the
other four companies, other than ConnocoPhillips, test marketing
E85 or biodiesel?

Mr. HOFMEISTER. Yes. Shell has a test market in Chicago where
we are looking at consumer acceptance of the product.

Mr. ROBERTSON. We have got a test going with the State of Cali-
fornia with several hundred vehicles that are running on E85. And
we sell E85 at a very small number of service stations around the
country.

Mr. SIMON. We have E85 at only about 30 service stations.

Mr. MALONE. We have limited E85. We are waiting on some
pump approvals. But we do have it under the canopy now.

The CHAIRMAN. The gentlelady’s time has expired.

'Iﬁle Chair recognizes the gentleman from New York State, Mr.
Hall.

Mr. HALL. Thank you, Mr. Chairman. And forgive me if my ques-
tions were already asked by somebody. I was across the street at
another hearing.

I wanted, first of all, to comment on my colleague and my friend
from Tennessee, who is no longer here, Ms. Blackburn’s statement
that the actions of Congress so far on energy have not gotten re-
sults. And I would just point out that, as I understand it, the at-
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tempt by the House to take back the $14 billion the previous Con-
gress had given in tax breaks to oil companies has not passed the
other body or been signed by the President. So that has no effect
on what is going on.

And, secondly, the energy bill we passed with the CAFE stand-
ards increased was signed in December, just a couple of months
ago. And, therefore, we are looking at 2020 before that goal is sup-
posed to be reached. So one couldn’t reasonably expect that that ac-
tion would already be doing much visibly.

Here is a question. I have got a constituent who called one of our
offices in Carmel, New York and said, “I just bought myself a flex
fuel vehicle. Where can I get some flex fuel?” And our staff had to
disappoint her by telling her that, to our knowledge, there were
only two pumps in New York at the time selling E85.

And the question is, to the extent that you have stations? I un-
derstand many gas stations are independently operated, but many
others are run under the flag of your companies.

Could you or would you have a policy or make a commitment to
have at least one biofuel pump at each gas station? And if not, why
not? Forgive me if you have already answered that question but
maybe Mr. Simon and then down the row.

Mr. HAaLL. No, I would not make that commitment. We don’t
make a biofuel. Therefore, we cannot warranty it. And, therefore,
we would not want to sell it under our brand. We do not deny our
dealers the right to do so, but they simply cannot do that under
our brand.

Mr. HALL. Okay. Thank you very much.

Mr. Hofmeister.

Mr. HOFMEISTER. I mentioned a few minutes ago that we do have
a pilot project at company-owned stations in Chicago in which we
are testing the market acceptance of E85. I must say that the re-
sults are very poor to date from a consumer acceptance standpoint.

But we do not prohibit our independent dealers and franchisees
across the nation from making a decision to put a pump on their
site.

Mr. HALL. Thank you very much. I am sorry for cutting you off.
I just have a short time here.

Mr. ROBERTSON. Yes. I mean, the——

Mr. HALL. Same?

Mr. ROBERTSON. The vast majority of service stations in the
United States flying a Chevron flag are independently owned.

Mr. HALL. Right.

Mr. ROBERTSON. They are entitled to put in

Mr. HALL. If they want, they can do it?

Mr. ROBERTSON [continuing]. A fuel pump if they want. They
have to make sure that it doesn’t interfere with the brand, but they
can do that. And some have.

Mr. HALL. Okay.

Mr. LOWE. Yes.

Mr. HALL. Mr. Lowe.

Mr. Lowg. ConnocoPhillips is test marketing E85. Potentially we
have identified over 2,500 sites. But, as Mr. Hofmeister noted, so
far the consumer acceptance hasn’t been very

Mr. HALL. And, Mr. Malone.
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Mr. MALONE. We do have sites that are non-BP-owned that have
E85. We don’t prohibit it. We are very concerned, though, about the
UL listing on the pump.

Mr. HALL. Right. Okay. Diesel obviously is a different kettle of
fish. I mean, I am burning similar fuel, burning 20 percent bio-
diesel in my home heating oil. And it doesn’t seem to require an
adjustment to the system. I have friends who have driven off-the-
lot diesel vehicles made in America that were driven actually on
100 percent biodiesel from wood in this particular instance.

I wanted to ask if you—I am sure you are all familiar with the
Fischer-Tropsch reaction and the use by the Nazis during World
War II to make liquid fuels from coal. There have been some stud-
ies recently showing that this can be done taking carbon dioxide
from the air and especially in parts of the country where there is
nearly constant sunshine or nearly constant wind to use renew-
ables as the driver for this process.

Are you aware of this or is this among the things that any of you
are studying? Mr. Hofmeister, maybe you would go first on that.

Mr. HOFMEISTER. Our work thus far has been on solid materials,
not gaseous materials other than natural gas, which we are turn-
ing into a liquid form for fuel purposes.

Mr. ROBERTSON. Well, we have a global joint venture with Sasol
of South Africa, who have been the main users of Fischer-Tropsch
technology. And we are building a gas-to-liquids plant using Fisch-
er-Tropsch technology. But I am not aware of a system that can
take carbon dioxide out of the air if that is what you were saying.

Mr. HALL. It might be worth looking into. And it would be a huge
public relations boon not to mention, I think, a moneymaker for
you.

And the last question I guess I would ask you because it is amaz-
ing how fast five minutes run out, I wanted to ask you if I could
be imprecise here, if you are making, say, $2 gazillion of profit in
a given time period, would you consider using half a gazillion or
a quarter of a gazillion or whatever, however much of your adver-
tising budget.

Now that a number of you have said conservation is important,
demand management is important, would you as a patriotic move
and for the good of I think all of us in the United States, certainly
our national security, use some piece of your advertising budget to
tell people that they should conserve, that it is patriotic to conserve
and that it is certainly good for——

Mr. HOFMEISTER. Shell does that in all of its 14,000 branded sta-
tions across the country currently.

Mr. ROBERTSON. I think if you have been looking at Chevron ad-
vertising, you see a lot of our conservation but absolutely.

Mr. LOWE. Yes, we are already doing it.

Mr. MALONE. We are already doing it.

Mr. SiMON. We are a strong proponent of using our products
more efficiently and work hard to educate the public in that regard.

Mr. HALL. I will be looking for that advertising more. Thank you.

Thank you, Mr. Chairman.

The CHAIRMAN. Okay. The gentleman’s time has expired. And all
time for questions by the members of the Select Committee has ex-
pired. But Mr. Stupak has been waiting for 2 hours and 40 minutes
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to ask questions. And Ms. Jackson-Lee has been a more recent ar-
rival. But out of courtesy to them, I make a unanimous consent re-
quest that they be allowed as guests of the Select Committee to ask
questions of the witnesses who are testifying before us today.

Mr. SENSENBRENNER. Mr. Chairman, reserving the right to ob-
ject, I am not sure that a committee can by unanimous consent
suspend a House rule that applies to the Committee. And I am
looking specifically at House rule 11(2)(g)(ii)(c), which says that
other members are welcome at committees but in a non-
participatory manner.

And I would ask the Chair to withdraw the unanimous consent
request because I don’t think that it is proper and in compliance
with the rules to waive a House rule in a committee.

The CHAIRMAN. Well, if the gentleman would yield——

Mr. SENSENBRENNER. I yield.

The CHAIRMAN [continuing]. Under House custom, any one of its
rules can be waived by unanimous consent. And, again, I remake
that proposal to the members of the Committee——

Mr. SENSENBRENNER. Well—

The CHAIRMAN [continuing]. That we waive the rule by unani-
mous consent.

Mr. SENSENBRENNER. Well, reclaiming my time, I don’t think
that we can waive a House rule in committee. I think that that re-
quires an action by the House, largely through the Rules Com-
mittee. So I object.

The CHAIRMAN. The Chair hears an objection. And, as a result,
the Chair is constrained by that objection to recognize the guests
of the Committee.

Mr. STUPAK. Jim, if you were going to object, why didn’t you tell
us three hours ago?

Mr. SENSENBRENNER. Well, I move to strike the last word. I did
not know that there would be this request that would be made. It
was not cleared with the minority.

The CHAIRMAN. I apologize to the gentleman from Michigan. I
appreciate the——

Mr. StupAK. No apologies necessary. What goes around comes
around.

The CHAIRMAN [continuing]. Position that the gentleman has
been——

Ms. JACKSON LEE. I thank you for extending the offer, Mr. Chair-
man. It is an important issue. And we are here for that reason. I
was here starting from 1:00 p.m. Thank you.

The CHAIRMAN. Thank the gentlelady.

So we have reached the conclusion of this hearing. I would say
to the oil company executives that, as President Kennedy used to
say, to those whom much is given much is expected. There has
been a windfall of revenues, which has fallen to the oil companies
represented here over the last several years. It is highly likely to
continue this year and into the indefinite future.

I think that with that great opportunity that you have been
given, there is a responsibility that you have to discharge. As I
asked earlier, there should be a commitment that each of you
make. I would recommend that it be ten percent of your profits go
into renewable energy projects.
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We will not be able to solve this global climate challenge unless
you do so. You are the leading energy companies in our country
and in the world. We cannot solve this problem without your full
participation.

And, similarly, consumers will not be able to deal with this issue
without your focused attention upon them. The poorest, the work-
ing class are going to be devastated. They will have to choose be-
tween heating and eating. We are reaching that point in our coun-
try. And it is your responsibility to deal with this issue in a respon-
sible fashion.

To the extent to which you don’t have to take all of this as profit
and you can lower your prices, I think you should do so. To the ex-
tent to which you can deal with this as an issue of speculation in
the marketplace and you can support the deployment of the stra-
tegic petroleum reserve, which I recommend as a way of piercing
this speculative bubble, I recommend that you take that position.

I recommend that you take any position that helps the consumer
and that will help this renewable energy revolution. But that is up
to you. But all I can tell you is—and I can predict this with a guar-
antee—that this is the first of many hearings that you are going
to have this year before the Congress.

My father always said try to start out where you are going to be
forced to wind up anyway. And so I am asking you each to deal
with that issue of the amount of your profits that you put into re-
newable energy resources this years and for every subsequent year
and to also deal with this issue of how it is going to affect blue col-
lar and poor citizens of our country.

We thank you each for your testimony here before us today. And,
with that, this hearing is adjourned.

[Whereupon, at 2:46 p.m., the foregoing matter was concluded.]
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EXXONMOBIL RESPONSES TO POST-HEARING QUESTIONS:

SELECT COMMITTEE ON ENERGY INDEPENDENCE AND GLOBAL WARMING
U. 8. HOUSE OF REPRESENTATIVES (APRIL 1, 2008 HEARING)

(1) How much did your company Invest in renewable energy technologies by year and
by project over the last 10 years?

A: BExxonMobil shares the same goal as policymakers — to meet the world's growing
energy demand while lowering the projected growth in greenhouse gas (GHG)
emissions. We approach this by:

a)
b)
c)

improving energy efficiency and reducing GHG emissions in our own operations;
improving the efficiency of consumers' use of energy; and
conducting or sponsoring research that could lead to breakthroughs in alternative

energy.

We are taking significant actions to assist:

improving energy efficiency and reducing emissions in our own operations

Since 2004 we have invested more than $1.5 billion in activities that reduce GHG
emissions and improve energy efficiency, and we will be spending at least $500
milfion on additional initiatives over the next few years.

We are an industry leader in the use of cogeneration applications, which capture
waste heat for use directly within our manufacturing and production facilities. We
have interests in about 100 cogeneration facilities in more than 30 locations
worldwide, which have the capacity to reduce global CO, emissions by more than
10.5 million metric tons per year. The combined power generation capacity at
facilities in which we have an interest was more than 4.5 gigawatts in 2007. With
new facilities under construction around the world, we expect to increase this
capacity to more than 5 gigawatts in the next three years.

Additionally, across our operations, we are working to reduce flaring of natural
gas. For example, in Nigeria we and our co-venturer are investing more than $4
billion in gas utilization and commercialization projects to help eliminate routine
gas fiaring.

ExxonMobil launched its proprietary Global Energy Management System
{GEMS) in 2000, through which we have identified opportunities to improve
energy efficiency at our refineries and chemical plants by 15 to 20 percent. We
have implemented about 60 percent of these opportunities. Our refining and
chemical operations achieved best-ever energy efficiency in 2007. Over the past
several years, we have been improving the energy efficiency of our refining and
chemical businesses at a rate two to three times faster than the industry.

Through efficiency actions taken in 2006 and 2007, we reduced GHG emissions
by about 5 million metric tons in 2007, equivalent to removing about one miflion
cars from roads in the United States. We are also on track to meet our target of
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improving energy efficiency across our worldwide refining and chemical
operations by at least 10 percent between 2002 and 2012.

improving the efficlency of consumers’ use of energy

We are actively involved in improving energy efficiency of consumers' use of our
products, promoting low-emissions technologies that are deployable today, such
as tire liners that keep tires inflated longer; advanced fuel economy engine oit;
and light weight automobile plastics. Utilization of technologies such as these in
one-third of U.S. vehicles would trans!ate to a savings of about 5 billion gallons of
gasoline annually and yield GHG emissions savings equai to taking about 8
million cars off the road.

In addition, we are working on other technologies both for the mid- and longer-
term that address the need for both improved fuel economy and reduced
emissions. These include separator films for lithium ion batteries that could
accelerate the adoption of hybrid vehicles, and our collaborative research with
auto and engine makers on technologies that may enhance fuel economy by up
to 30 percent. ExxonMobil is also conducting research into hydrogen generation
on board vehicles to power fuel cells which could improve fuel economy by 80
percent and reduce emissions by as much as 45 percent. Recently, we also
announced a more than $100 million investment in a new technology for
separating CO; from natural gas, which could help commercialize some
applications of carbon capture and storage (CCS). We are currently building a
demonstration plant for this technology in Wyoming.

conducting or sponsoring research that could lead to breakthroughs in
alternative energy

A primary value we also bring is through financial and technical support of
breakthrough research to overcome the economic and technological barriers
inhibiting these sources from being applied on a broader scale. On the research
side, we are spending more than $100 milion in 2008 on alternative energy and
efficiency improvement technologies, and technology for separating CO, from
natural gas, which could have a significant longer term impact on reducing
emissions. We agree with the view that in order to meet future energy demand,
we are going to need a wide range of energy sources — including wind, solar,
nuclear, coal, biofuels, oil and natural gas.

Five years ago, ExxonMobil initiated the Globa! Climate and Energy Project
(GCEP) at Stanford University to identify future step-out advanced energy
technologies. ExxonMobil has committed $100 million to this project over ten
years. GCEP now funds research programs in the United States, Europe,
Australia and Japan.

Our investment in groundbreaking research at GCEP represents our commitment
to work to meet future energy needs with significantly lower GHG emissions.
GCEP is the largest privately funded low-greenhouse-gas-energy research effort
in history. This project aims to undertake fundamental and pre-commercial
research on a wide range of technologies that offer the potential to supply and
use energy with significantly reduced GHG emissions. Emphasis is on
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breakthrough research that can enable widespread, commercial solutions in a

broad portfolio of areas including:

- How hydrogen and solar energy can be made economically;

- How engine and fuel systems can be made significantly more efficient;

- How carbon dioxide capture and storage can be made more effective;
and

- How biofuels can be made with greater yield and lower emissions.

(2) How much does your company plan on investing in renewable energy technologies
by year in coming years?

A: ExxonMobil plans to invest more than $100M in research and development on energy
efficiency and alternative energy in 2008. Due to the competitive nature of R&D
investments, ExxonMobil is not in a position to share future planned spending in this
area in the coming years.

ExxonMobil remains focused on meeting the growing energy demand projections in
the next few decades and the realities of various investment options to meet those
demands. Increased energy supplies will serve as the foundation of a growing giobal
economy and the tremendous expansion of living standards throughout the developing
world. We therefore assess pragmatically the role that alternative energy sources can
play in meeting these future needs. Even as wind and solar energy are likely to grow
at about 10 percent per year on average, supported by government subsidies and
mandates, they will account for about 1 percent of global energy demand in 2030.
Costs and intermittency remain challenges to expanding use.

The advantages of oil and natural gas across a broad array of applications provide
economic value unmatched by any currently available alternative. On any assessment,
oil and gas will continue to play a significant role in meeting energy demand for many
years to come. And that is where ExxonMobil's strengths lie — to use our technology,
the expertise of our people and our global scale to safely and reliably supply the oil

and gas that is, and will continue to be, needed to power the American economy, and
to improve the environmental performance of our products and operations.

(3) Based on the fundamentals of supply and demand, what does your company
estimate the price of oil should be were it not for speculation, and other factors? Mr.
Simon from ExxonMobi! testified that their analysis of fundamental supply and
demand suggests a price of oil in the $50-55 range, and prices above that figure are
due to speculation, weakening dollar and geopolitical stability. Do you agree or
disagree with that analysis?

A: We are unable to quantify the effect on crude oil price that may be attributable solely to
speculation.

Crude oil prices are influenced by a multitude of factors. These include physical and
fundamental factors, such as supply, demand, inventory, and spare capacity, as well
as expectations of the market participants on such matters as potential weather-
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related effects and outlooks on the growth of supply, demand, and capacity. in
addition, crude oil prices can be affected by currency exchange rates, geopolitical
risks, and actions of investors and financial institutions. It is not possible to identify
definitively the impact of individual factors on crude prices because many of the factors
may be correlated to each other. Thus, it is not possible to identify a price per barrel
for any given moment that can be justified purely by the supply and demand in the
market.

{4) What percentage of the current price of ofl is a result of speculation?

(5

(6)

@)

A

See response immediately above.

How much did your company invest last year in emerging energy technologies in
North America and what types of technologies would that include?

A

ExxonMobil invested more than $50M in R&D on emerging energy technologies in
2007. Emerging energy technologies are defined here as technologies for production
of non-oil transportation fuels, generation of hydrogen on a vehicle, solar, wind,
geothermai, biofuels, as well as technology components such as advanced batteries
and CCS.

Additionally, ExxonMobil spends more than $1 billion annuaily on energy technology

development. Qur technology spend is focused on increasing supply, lowering cost,

lowering environmental footprint, and supplying improved products in our oil and gas,
refined products, and chemicais business.

In 2030, what percentage of giobal energy demand will be met by fossil fuels?

A:

Fossil fuels will remain indispensable to meeting total projected energy demand growth
Even with assumptions for dramatic growth in solar, wind, and biofuels, fossil energy is
generally forecast to continue to supply roughtly 80 percent of the world's energy needs
through 2030, according to the U.S. Energy Information Administration (E!A) and the
International Energy Agency. Approximately 55-60 percent of supplies wiil be provided
by oil and natural gas.

Do you think that it is Important as an energy security issue, to use more of the U.S.
reserves of oil and natural gas? What are the best policies to assure our energy
independence?

A: An estimated 37 billion barrels of conventional recoverable oil and 171 trillion cubic

feet of natural gas —~ enough to fuel nearly 12 million cars and heat 25 miflion homes
for a hundred years - is believed to be on lands currently ruled off-limits for production
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by the federal government. A significant majority of Americans believe Congress
should join the President in lifting existing limitations and opening more acreage to
responsible production. If Congress were to do so, it would make new energy supplies
available to Americans in the future, send a positive signal to markets, put downward
pressure on prices, and strengthen U.S. energy security by further diversifying
Americans’ energy portfolio; therefore, reducing the impact of a disruption in any one
producing region of the world.

"Energy independence" is generally not realistic or achievable for most nations. Most
of the world's major economies import il and natural gas to meet their energy needs,
including our own. Eight of the world's ten largest economies are net importers of oil,
including the U.S. Greater efficiency and the increased use of alternatives can
increase global energy supplies, but no combination of the two can realistically close
the gap between energy demand and domestic supplies in most nations.

Energy security is an important policy objective, which does not necessarily entail
“energy independence." Allowing more access to all sources of conventional energy
supplies, and most particularly domestic resources can both increase independence,
but more importantly, increase our overall energy security. Smoothly-functioning
global markets are essential to energy security. Free and open global markets enable
the broad access to and application of new technologies to increase production and
improve efficiency, and they facilitate matching energy supplies with demand.

{8) What percentage of your stock is own by pension plans and retirement accounts?

®)

A;

ExxonMobil is a large, publicly traded integrated oil company. Our shares are held by
both retail and institutional shareholders. Retail or individual investors, hold
approximately 40 percent of our outstanding shares. The remaining approximately 60
percent is held by institutional investors, who manage mutual funds, pension plans and
retirement accounts. The specific share of pension funds and retirements accounts
alone is not available from public filings. Through direct or indirect shareholdings,
many, many Americans invest in ExxonMobil.

Do you support the use of coal-to-liquids as an alternative to traditional
petroleum? If not, why not? As a follow up, wouldn’t the use of coal-to-liquids
significantly increase our domestic supply of fuel?

A:

ExxonMobil has many commercial technologies today, and continues to invest in R&D
for processes that could be used to convert coal to fuels, lubricants, and chemicals. In
the area of fuels and lubricants, the processes include gasification of coal to synthesis
gas, conversion of synthesis gas to fuels and lubricants, and CCS processes.

From 2003-2007, ExxonMobil invested more than $150M in R&D that couid be used to
advance economic conversion of coal to transportation fueis and lubricants.
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While these technologies exist in varying forms of maturity, today they do not deliver
fuels required by consumers at a competitive cost to conventional transportation fueis,
nor do they result in overall lower GHG emissions.

(10) How much bio-fuel and ethanol do you think realistically can be substituted for
traditional petroleum?

A: In the mid-term, e.g., ~2012, biofuels face several practical limitations. Based on EIA
projections for 2012, these limitations transiate to approximately 14 billion galions of
ethanol and approximately 1 billion galions of biodiesel in the U.S. fuel supply.

(11) Are you involved in developing production in Canada’s oil sands or Western oil
shale? Do you believe those alternatives will become more viable if the price of oil
continues to rise?

A: The economic viability of projects is dependent on long-term price; but that is only 6ne
of a number of factors that influences long-term investment decisions. Investment
decisions are based on an evaluation of all circumstances surrounding an opportunity,
including available technology; the estimated resource size; exploration and
development costs; environmental concerns; and the fiscal regime, political and
economic risk of the country in which the resource is located.

Qil Sands:

Canada’s oil sands deposits are estimated to contain as much as 173 billion barrels of
economically viable oil. The oil sands now represent half of western Canada’s oil
output.

The United States is already the largest market for Canadian oil by far, with well over
1.8 miflion barrels per day exported to the U.S. in 2007, (or 18 percent of U.S. crude oil
imports). About half of these imports come from oil sands, where production in 2006
was over 1.1 mbd and forecast to reach roughly 3.4 mbd in 2015, according to the
Canadian Association of Petroleum Producers (CAPP).

ExxonMobil is actively involved in developing Canada's oil sands resources through
our majority shareholder position in Imperial Oil Limited (IOL). IOL's oil-sands assets
are located primarily at three sites.

~ Cold Lake is 10L's largest single asset and is the largest in-situ oil-sands operation
in Canada. Current production of more than 150 Kbd of bitumen represents about
40 percent of Canada's thermal in-situ oil-sands production. it also represents
about five percent of Canada's totatl oil production.

- Holding a 25 percent interest, I0L is the second-largest owner of Syncrude
Canada, the largest oil-sands mine in the world. Current production from Syricrude
is more than 350 Kbd, one in every 8 barrels of oil produced in Canada.

- The Kear! Oil Sands Project would develop a new oil-sands mine in the Fort
McMurray region. This is a 100 percent imperial and ExxonMobil project, and has
the potential to produce more than 300 Kbd for over 40 years.
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In addition to these three opportunities, IOL holds an extensive undeveloped oil-sands
acreage position, and some very promising development opportunities, in both mining
and in situ areas.

ExxonMobil is also in partnership with {OL on integrated research efforts to enhance
the effectiveness of our existing technologies and develop new, breakthrough
technologies that have the potential to realize significant improvements and to
commercialize resources that are currently not attractive.

Qit Shale:

According to the U.S. Bureau of Land Management (BLM), oil shale resources on
federal lands contain an estimated 1.23 trillion barrels of oil - more than 50 times the
nation's proven conventional oil reserves.

ExxonMobil fully supports government efforts to advance oil shale development and
believes it is important to continue to encourage a broad range of technologies and
many different companies to find the best commercial solutions. However, experience
tells us the responsible path is to take a careful, phased approach to evaluate the
various technologies thoroughly before making premature forward-looking statements
on potential commercial production.

Of all the in situ technologies currently under study, none has yet demonstrated
commercial viability. ExxonMobil's leading technology candidate is the Electrofrac™
process. This method heats oil shale in situ by hydraulicatlly fracturing the rock and
filing the fracture with an electrically conductive material, forming a circuit through
which electric current can flow, thus creating a heating element. The hydrocarbons
from the heated shale can then be brought up to the surface with vertical welis much
like conventional oil and gas.

ExxonMobil was not awarded one of the five initial research leases on federal lands,
which means we have limited opportunities to test our technology. We remain
interested in securing leases best suited to in situ oil shale research and development.

(12) The American Jobs Creation Act provides a tax credit of up to $1.00 per galion for
the sale and use of "agri-biodiese!" -- biodiese! from virgin agricultural products.
The credit is $0.50 per gallon for biodlesel from recycied grease. |n addition, the law
provides an excise tax credit for biodiesel blends (i.e., blodiese! and conventional
diesel). Producers are ellgible for one credit or the other, but not both. The Energy
Policy Act of 2005 extends these credits through 2008. Do you support making
these credits permanent? Do you support increasing these credits?

A: ExxonMobil believes that we need more of all forms of energy and so we would simply
suggest that government not pick winners and losers either among all of the various
types of alternative fuels or between alternatives and conventional fuels. However, if
government decides to favor a particular fuel source, it should not do so at the
expense of other energy supply sources because such an approach is likely to resuit in
less total energy supplies rather than more. See further our response to question 39.
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(13) Do you support suspending or reducing the number of “boutique fue! mixes” that
each state mandates in order to reduce gas prices In the near future?

A: Boutique fuels decrease supply flexibility and potentially increase price volatility in
times of supply disruption,

Suspending or reducing the number of boutique fuels would reduce the potential for
price volatility during supply disruptions, but would be unlikely to significantly impact
fuel prices under normal circumstances.

(14) Do you believe that the Energy Independence and Security Act of 2007 went far
enough to access US oil and natural gas resources?

A: No. The 2007 energy legislation did not address the need for increased access to
America's abundant oit and gas resources that are now "off limits” to development.
Neither did the Energy Policy Act of 2005 in any meaningful way, despite urgent calls
since early this decade for authorizing legislation to expand access to the most
prospective areas in federal lands and waters for discovering potentially commercial
quantities of oil and natural gas.

{15) Are you actively pursing carbon sequestration and Enhanced Oll Recovery in your
oil fields and has that work been successful? What more needs to be done in this
area?

A: ExxonMobil has been researching, developing and applying carbon-handling
technologies for more than 30 years. We have studied a wide range of technologies
that may be applicable to CCS; including computer based geologic reservoir simulation
improvements to surface facility and welibore integrity through the use of advanced
materials and operating practices, and the development of more efficient CO, capture
technologies.

CCS is a promising option in managing GHG emissions, particularly as many
companies, including ExxonMobil, have industrial-scale experience with its three
component technologies, capture, transport and storage. With nearly 60 percent of
global fossil fuel CO, emissions coming from large point sources, such as electricity
generation plants, CCS applied to such facilities offers the potential to address a
significant fraction of global emissions. However, large scale application to facilities,
such as electricity generation plants, remains to be fully demonstrated. In addition to
the integration of the three components, significant improvement in the energy
efficiency of the CO, capture process is needed. The U.S. DOE currently estimates
that for post-combustion capture of CO,, up to 30 percent of a coal fired power plant's
generating capacity will be required to power the capture process. For pre-combustion
capture, processes are slightly more efficient but are still estimated to require up to 25
percent of a coal fired power plant's generating capacity.

All ExxonMobil oit and gas fields are managed to maximize economy recovery of
resources, including the use of a wide range of enhanced oil recovery (EOR)



195

technologies such as gas injection — which can employ hydrocarbon gas, carbon
dioxide or nitrogen - chemical injection using polymers, surfactants or alkalines and
steam injection, which is particularly well suited to heavy oil EOR. We also recover
CO;, from produced gas and market it to others for use in their EOR operations.

No single EOR technology (inciuding CO; injection) is universally applicable. EOR
opportunities depend on factors such as infrastructure, reservoir properties and field
development plans, but incremental recovery from carbon dioxide injection at some
mature fields can range from five to fifteen percent of the originai oil in place.

ExxonMobil has significant experience in EOR processes through its involvement in
about one-third of the world’s oil production from miscible gas injection EOR projects.
We leverage that experience along with various in-house technologies into all of our
EOR projects. The most successful example of CO; based EOR is in the mature oil
fields of the Permian Basin of West Texas, where significant investment by
ExxonMobil and others have resuited in EOR projects that have recovered an
additional one billion barrels of oil, that would not have otherwise been produced.
Approximately a quarter of today's production in the Permian Basin, 250,000 barrels of
oif per day, is generated by CO; based EOR. The effectiveness of CO; EOR in West
Texas suggests that CCS could have a significant positive impact on future energy
supplies while providing early opportunities for the reduction of GHG emissions. CO.
based EOR currently accounts for five percent of U.S. oif production. An important
feature of this production, however, is that the CO; is sourced from naturally occurring
gas reservairs, and not from separation from industrial waste gases.

Knowledge gained from fundamental studies, laboratory measurements of reservoir
conditions, detaiied geologic and simuiation modeling and fieid pilot testing are
integrated to develop new EOR technolugies to substantially improve recovery and
economic performance. All EOR processes have common challenges including the
fundamentals of phase and flow behavior, fluid and rock compatibility, mobility control,
and the scale-up of EOR process technology from the {aboratory to the oil field.
ExxonMobil maintains an active research program to understand and develop new
EOR processes focusing on these issues.

One of the best-known and longest-running CCS projects is in the Sieipner Field in the
North Sea - in which ExxonMobil shares ownership {32.24 percent working interest).
The project has stored ten million metric tons of CO, over the last decade. Our
company is working with the European Commission and other companies on the
CO2ReMoVe project to evaluate a range of carbon injection and storage technologies
in Norway, Algeria and Germany.

ExxonMobil aiso recently announced that we are committing more than $100 miltion to
complete deveiopment and testing of an improved natural gas treating technoiogy for
CO, removal called Controlled Freeze Zone™ technology (CFZ™) that could make
CCS more affordable and significantly reduce GHG emissions. As part of this program,
ExxonMobil is building a commercial demonstration CFZ™ plant near LaBarge, WY.

In addition, ExxonMobil is participating in the U.S. Department of Energy's Southeast
Regional Carbon Sequestration Partnership and supports CCS research at the
internationat Energy Agency's Greenhouse Gas Research & Development Program,
and programs at leading universities, including Massachusetts Institute of Technology,
Georgia Tech, the University of Texas and Stanford University. in Australia,
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ExxonMobil with its joint venture partners in the Gorgon LNG Project is pursuing the
largest commercial scale CCS project in the world. To date, the Gorgon CCS project
represents the biggest single investment contemplated solely for the management of
GHG emissions.

CO, storage / EOR is a near-term opportunity for initiating CCS, but it is not the long-
term solution. Large scale demonstration of CCS in a coal fired power plant
application is one of the most significant technology development and application
challenges. Successful demonstration of CCS for these large scale applications will
build public and investor confidence and allow CCS to move forward. in general,
economic, legal and regulatory clarity and certainty are required before widespread
commercial implementation of CCS will occur. The level of monetary investment
necessary for meaningful CCS will be substantial, possibly reaching levels anticipated
for energy development during this same time. The amount of physical infrastructure
projected to be necessary to have a significant effect on atmospheric GHG
concentrations will be similar to that which exists today for the production and
transportation of oif and gas. Capture facilities will roughly double the current
“footprint" of power plants and require a significant fraction (20-30 percent) of the
plant's power output just for capture operations. A key determinant in making these
investments will be the nature of the economic, legal, and regulatory environments.

(16) What is a ballpark figure of how much your company pays in taxes each year?

A: In 2007, ExxonMobil's worldwide tax expenses-amounted to over $105 billion. From
2003 - 2007, our U.S. tax bill ($64.7 billion), including all forms of taxation, exceeded
our U.S. earnings ($46.0 billion) by almost $19 billion.

ExxonMobil U.5. income
and Taxes 2003-2007

U8 Total Taxes Incurred

$64.7 Billion

\US Netincome

_ S46Billion

(17) A couple of you mentioned the National Petroleum Council report “Facing the Hard
Truths about Energy” do any of you disagree with the findings of that report?

A: ExxonMobil supports the overall findings and recommendations contained in that
Report. The Council advised:



a)

b)

9

d)

e
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Global energy demand is likely to grow significantly over the next 25 years, with
forecasts generally in the range of 50-60 percent growth by 2030 over 2000.

Fossil fuels will remain indispensable to meeting total projected energy demand
growth. Even with assumptions for dramatic growth in solar, wind, and biofuels,
fossil energy is generally forecast to continue to supply roughly 80 percent of the
world’s energy needs through 2030.

The world is not running out of energy resources, but there are accumulating
risks to continuing the expansion of oil and natural gas production from
conventional resources, primarily due to geopolitics rather than depletion; and
these risks create significant challenges to meeting projected future energy
demand.

"Energy independence” for the U.S., and for most countries, is not realistic in the
foreseeable future. Furthermore, energy independence is not synonymous with
energy security. There can be no U.S. energy security without global energy
security.

The majority of the U.S. energy workforce, inciuding skilled engineers and
scientists, is eligible to retire within the next decade - the need to train
replacements poses a significant chalienge.

Policies aimed at curbing carbon emissions will require altering the energy mix,
increasing energy-related costs, and reducing growth in energy demand.

While the NPC’s recommendations focus on the U.S., they can be broadly applied to
other countries as well. Among the policy strategies recommended to address these
"hard truths” were the need to:

a)

b)

c)

d)

e

Moderate the growing demand for energy by increasing the efficiency of
transportation, residential, commercial, and industrial uses.

Expand and diversify energy production from clean coal, nuclear, biomass, other
renewables, and unconventional oil and naturat gas; moderate the decline of
conventional domestic oil and gas production; and increase access for
development of new resources.

Integrate energy policy into trade, economic, environmental, security, and foreign
policies; strengthen global energy trade and investment; and broaden dialogue
with both producing and consuming nations fo improve giobal energy security.

Enhance science and engineering capabilities and create iong-term opportunities
for research and development in ail phases of the energy supply and demand
system.

Develop the legal and regulatory framework to enable CCS. As policymakers
consider options to reduce carbon dioxide emissions, provide an effective global
framework for carbon management, including establishment of a transparent,
predictable, economy-wide cost for carbon dioxide emissions.
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{18) Several of you mentioned the increasing cost of materials, difficulty in finding labor
and specifically difficulty in finding engineers and scientists in oil and gas
development, What policies do you think would help get the materials and people
that you need?

A: ExxonMobil relies on technology and innovation in every aspect of our business, and
knowledge of math and science is critical in the energy sector. We employ
approximately 15,000 scientists and engineers to help produce and deliver energy
supplies safely, reliably, and affordably. The technological innovations necessary to
facilitate human progress and meet key chalienges in the years ahead will require a
global workforce highly skilled in fields making use of math and science.

Excellence in math and science education is directly correlated to the ability of
countries to successfully compete and prosper in the giobal community of the 21st
century. For example, the United States ranks behind other countries in terms of the
proportion of students who perform wel! in math and science and pursue degrees in
these subjects. Many math and science teachers in the United States do not have the
benefit of strong content knowledge and training specific to the subjects they teach.

in 2007, ExxonMobil continued investing heavily in math and science education in the
United States. We supported initiatives that encourage students to take an active
interest in careers in the math and science fields, support the professional
development of highly qualified teachers, and promote involvement of women and
minorities in these subjects.

ExxonMobil became a founding sponsor of the National Math and Science Initiative
(NMSI) in 2007 and committed $125 million to support the Initiative, the largest-ever
corporate gift for math and science education in the United States. NMS! is a nonprofit
organization that facilitates the national scale-up of programs that have a
demonstrated impact on improving math and science education.

See attached op-ed published in the New York Times on September 4, 2008 in which
NMS! urges government to support the math and science education movement by
funding the COMPETES Act passed earlier this year.

{19) Is there something in the manufacturing sector that we need to do to help insure
that you get the supplies that you need?

A: Many domestic manufacturers, including ExxonMobil, support increased access to
America's domestic oil and natural resources in order to expand supply diversity,
improve our energy security, and increase supplies of cntical energy feedstocks, with
the potential therefore to lower the costs of these commodities.

12
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The International Energy Agency estimates that $22 trillion in new energy
investments will be needed by 2030. Where would that money come from?

A: Presumably, the massive investments needed to meet the world’s growing energy
needs, to sustain global economic growth, would come from multiple sources. These
would include investments by publicly-traded independent companies, individuals,
governments in some cases, and nationally-owned companies.

What would be required to get biofuels to a commercial scale that they couid
replace oil in the United States?

A: ExxonMobii, EIA and many others believe that oil and gas will continue to play a
significant role in meeting energy demand for many years to come, and that biofuels
alone will not replace oil for the foreseeable future even if significant technological
breakthroughs occur.

In your testimony, several of you point to specuiation as a contributing cause of
high crude oil prices. ! have introduced legislation, the Prevent Unfair Manipulation
of Prices (PUMP) Act (HR 594), which would improve oversight of “dark markets”
which are currently unregulated by the Commodity Futures Trading Commission. in
our December 2007 Oversight and Investigation Subcommittee hearing, we heard
testimony that this could reduce the cost of oil by $30 a barrel. Do you believe that
speculation in the market is driving up the price of 0il? Would you support this
legislation?

A: Crude oil prices are influenced by a muititude of factors, These include physical and
fundamental factors, such as supply, demand, inventory, and spare capacity, as well
as expectations of the market participants on such matters as potential weather-
related effects and outlooks on the growth of supply, demand, and capacity. In
addition, crude oil prices can be affected by currency exchange rates, geopolitical risks,
and actions of investors and financial institutions. 1t is not possible to identify
definitively the impact of individual factors on crude prices.

ExxonMobil has reviewed the provisions of the Prevent Unfair Manipulation of Prices
(PUMP) Act - HR 594. There should be no tolerance for acts of illegal or fraudulent
market manipulation, and there are laws aiready enacted which would punish those
who engage in illegal or fraudulent market manipulation. The FTC is currently
engaged in a rule making process which will address market manipulation. The FTC
process is underway consistent with the authority it was granted by the provisions of
the EISA 2007. Until the FTC rulemaking process is complete, we think it is premature
to consider additional legistation, inciuding the PUMP Act.

13



200

(23) What is the average number of barreis of oil your companies trade each day on
NYMEX? On the InterContinental Exchange (ICE)?

A: ExxonMobil's use of derivatives is de-minimus and accounts for less than ~2 percent of
our totat physical trading volume. [n 2007, about 150 Kbd of oil was traded through
NYMEX and approximately 25 Kbd was traded through ICE. ICE is used primarily for
simuitaneous conversion of Brent priced cargoes to a WTI pricing basis for cargoes
destined for the U.S. Use of ICE avoids two separate transactions involving ICE and
Brent since Brent is not traded on NYMEX. ICE is also used to hedge exposure on
fixed price heating oil sales to European customers. ExxonMobil does not use

-derivatives for speculation.

(24) During the Apri! 1, 2008 hearing, you each spent most of your time complaining
about taxes, specifically that the Renewable Energy and Energy Conservation Tax
Act (H.R. 5351) passed by the House would repeal $18 billion over ten years in
subsldies to your companles. Several times during the hearing, you also sald that
your companies do not support mandates and subslidles for renewable fuels. Over
the next ten years, your companies are expected to make $14.6 trilliion. H.R. 5351
would only account for approximately one tenth of one percent of your gross
income! How can you insist on retaining these subsidies and tax breaks for your
companies while opposing assistance for renewable energy?

A: First, we appreciate the opportunity to address the facts behind the Domestic
Manufacturing deduction (found under §199 of the Tax Code) because there have
been so many mischaracterizations of this issue.

As background, The American Jobs Creation Act of 2004 provided new tax rules for all
U.S. manufacturers and producers. While this legistation began as an effort to modify
the Extraterritorial Income Exclusion (ETI) tax rules declared illegal by the Worid Trade
Organization, Congress expanded that goal to include the creation and retention of
U.S. jobs throughout the critical domestic manufacturing and production sector,
including, of course, jobs in the U.S. oif and naturai gas industry. Promoting jobs in
America continues to be a priority embraced by many in Congress today, and thus,
repealing this provision at this time, in whole or in part, would be at odds with that goal.

Congress had not reduced the U.S. corporate income tax rate since 1986, despite rate
cuts enacted by many other nations. Section 199 addressed this for U.S.
manufacturers and producers since, when fully phased in, the §199 deduction will be
approximately the equivalent of a three percentage point reduction in the corporate
income tax rate for all qualified domestic manufacturing and production income.”

The §189 provision applies to ail manufacturing activities inthe U.S,, i.e., itisnota
provision designed solely for the oil and gas industry, or only for large compariies in
the oil and gas industry. Characterizirg this general provision as an "oil company
subsidy” or as a "tax break for big oil" is highly misieading to the public. Repealing this

! The provision was "phased in" over several years, starting with the approximate equivalent of a 1% rate reduction
for 2005 and 2006, a 2% rate reduction for 2007-2009, and finally the 3% reduction beginning in 2010.

14
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provision only for U.S. oil and natural gas producers and refiners, or worse, only for
five companies operating in that business, while maintaining it for all other
manufacturers and producers, would simply single out one industry, or worse, five
companies within an industry, for unjust, punitive and arbitrary treatment. That is
highly discriminatory and unsound tax policy.? And the resuit would be to discourage
critical new oil and gas investments here in the U.S., by making those already costly
domestic energy investments even more costly and thus less competitive with foreign
opportunities.® In the refining sector, U.S. industry margins in the first half of 2008 fell
dramatically from the first half of 2007. Given these current conditions for the U.S.
refining business, and the cali of many in Congress for increased refinery capacity, it is
perplexing that some members of Congress would continue to propose increasing
taxes on such investments.

investments in oil and gas exploration and development projects require a long-term
commitment of massive amounts of capital. As we all have seen, the oil and gas
business is a highly cyclical one, and the fact that prices are high at the current time is
no guarantee that they will stay that way throughout the 20-30 years of the project life.
One need only look back over the last 20-30 years, and the predictions made during
that period, to see the volatility of prices and the inaccuracy of predictions based on
such prices.

The issue, then, is not whether sufficient capital exists to invest in such projects. It
does, within our company, within our industry, and within the capital markets that o
and gas companies may access. But the question is whether the investor has a
reasonable prospect, taking into account the huge uncertainties associated with such
investments, to realize an acceptable return over the project iife for undertaking such
risks. Adverse changes to tax laws, which when originally enacted were intended to
encourage certain investments, not only reduce the returns on such investments after
the fact but inject even more uncertainties and risks for potential investors considering
future projects. And increasing taxes on U.S. oil and gas investments will result in less
domestic investment, and ironically, even greater reliance on foreign imports.*

According to a recent study by PricewaterhouseCoopers, the oil and natural gas
industry employed 1.86 million wage and salary workers in the United States in 2004.%
In addition, the industry's purchase of goods and services from other industries
supported nearly 4.1 million indirect and induced jobs across the country, resulting in
nearly 8 million jobs as the total employment contribution of the oil and natural gas
industry to the U.S. economy. Oif and gas extraction activities are found in 42 states.

? Interestingly, out of 78 oil and gas companies operating worldwide, the five companies singled out by the Senate
for such treatment were ranked 42, 53, 57, 60, and 63 in terms of profitability based upon profit margin. See Energy
Intelligence Research: The Energy Intelligence Top 100: Ranking the World's Oil Companies, 2008, p. 85.

*In the U.S., the most promising exploration and development projects are increasingly found offshore. According
to the Energy Information Administration, it costs U.S.-based oil and gas companies about 20 percent more to
explore for and produce a barrel of oil or equivalent naturai gas in the United States than abroad.

* See the Congressional Research Service's CRS Report for Congress: Energy Tax Policy: History and Current
Issues, Updated April I, 2008, which, in addressing the effect of the Section 199 repeal, states: "Domestic oil and
gas output would be lower, and imports would be higher than they otherwise would be without the tax increase,”"
Page 20.

5 The Economic Contributions to the U.S. National and State Economies by the Oil and Natural Gas Industry,
PricewaterhouseCoopers, January 15, 2007, Table 4, p. 9.
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These are high-paying jobs for middie-class Americans, paying more than three times
the current minimum wage for non-supervisory workers. Encouraging greater
investment in domestic oil and gas operations in exactly the same way as for all other
domestic manufacturers and producers helps keep more Americans working in these
valued occupations.

U.S. energy security is clearly enhanced by greater investment in domestic oif and gas
activities. According to projections by the E!A in its Annual Energy Outlook 2008,
domestic crude oil production is expected to rise slightly through 2020 before deciining
in the 20202030 timeframe. Increased access to available resources and a reliable
fiscal and regulatory investment framework wili be critical to sustain domestic
production over the long term and reduce U.S. reliance on imported oil.

In order to provide adequate supplies of energy for American consumers, U.S. oil and
natural gas companies must seek out the most cost-competitive sources of oil and
natural gas available to them. Retaining §199 for the domestic oil and gas industry,
and keeping those investments on a par with all other domestic manufacturing and
production activities, will maximize domestic oil and gas investment and jobs, and
reduce foreign imports.

{25) Atthe American Society of Newspaper Editors Convention on April 14, 2005, the
President said, “I will tell you, with $55 [a barrel] oil we don't need incentives to oil
and gas companies to explore. There are plenty of incentives. What we need is to
put a strategy in place that will help this country over time become less dependent.
it's really important. it's an important part of our economic security, and it's an
important part of our national security.” Today, crude oil prices are double the
President’s example! Do you agree with President Bush that oii and gas companies
do not need incentives to explore when oil Is more than $55 a barrei? Do you agree
with President Bush that we should instead be investing in renewable energy that
will help this country become less dependent on oil?

A: ExxonMobil did not support or seek new incentives for energy production in the Energy
Policy Act of 2005, which, contrary to the assertions.of many commentators, resulted
in a net tax increase for our company and for the oit and gas industry. See CRS
Report for Congress— Order Code; RL33763, February 27, 2007 page CRS-14
footnote b, which states: "Energy tax increases comprise the oit spill liability tax and
the Leaking Underground Storage Tank financing rate, both of which are imposed on
oil refineries. If these taxes are subtracted from the tax subsidies (row 2), the oil and
gas refinery and distribution sector received a net tax increase of $1,356....." miltion,
The one benefit in EPACTOS for the oil and gas production sector, amortizing G&G -
costs over two years, which was less than the $1.4 billion cost on the refining sector,
has since been reversed in its entirety for integrated producers like ExxonMobil.
ExxonMobil agrees that the world will need growth in all forms of energy, including oil
and natural gas, to meet the needs of billions of people, particularly in the developing
world, who aspire to be lifted out of poverty in coming decades.
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(26) 1 have attached internal memos from Chevron, Texaco, and Mobil. The Chevron
memo quotes a “senior energy analyst at the recent AP! convention,” stating “if the
U.S. petroieum industry doesn’t reduce its refining capacity it will never see any
substantial increase” in profits. The Texaco memo complains that “supply
significantly exceeds demand” leading to “very poor refinery margins and very poor
refinery financial resuits.” The Mobll memo advocates keeping a smaller refiner,
Powerine, from reopening, stating that a “full court press is warranted in this case.”
From 1995 to 2002, more than 30 refineries have been closed in the United States.
Have any of your companies applied for permits to buiid new refineries? If yes, how
long did it take to obtain the necessary permits? in July 2007, gas prices increased
30 cents overnight in Escanaba, Michigan. There were no supply disruptions or
other major events that would infiuence the price this significantly. Is there any
logical explanation why prices would increase 30 cents in that short of time? On
May 23, 2007, the U.S. House of Representatives passed H.R. 1252, the Federa!
Energy Price Gouging Prevention Act by an overwhelming vote of 284 to 141.
Please explain why this legisiation is not needed, given the significant price
increases consumers continue to face.

A; Since 1995, ExxonMobil has expanded its worldwide refining capacity at a rate
equivalent to building a new, average-size refinery every three years. Much of this
expansion occurred in the U.S. Expanding existing refineries is generally faster and
less costly than building new refineries. Because ExxonMobil has focused on
expanding existing refining capacity, we have not applied for permits to build any new
refineries in the U.S. in the last decade.

ExxonMobil's participation in the Escanaba, Mi market is minor and does not include
any direct-served retail stations. ExxonMobil sells and delivers motor fuels to branded
distributors at a bulk distribution terminal in Green Bay under supply agreements at
“rack” prices, and these prices are established based primarily on focal competitive
conditions. These distributors either resell the product to their own franchisees or
supply it to their own company-operated stations. ExxonMobil does not set the retail
price at distributor-served stores.

ExxonMobil's rack prices at the Green Bay terminal at the end of July 2007 were within
14 cents per galion of its rack prices at the beginning of the month. Prices did
fluctuate throughout the month, at one point reaching a high of nearly 51 cents per
galion above the month low. There were a number of factors, clearly documented by
the EIA and others, that may have contributed to price volatility during this period
including inventory levels, increased demand and unplanned refinery outages.
ExxonMobil does not have any refineries in Michigan and none of the unplanned
outages occurred at an ExxonMobil refinery in the region.

With respect to the Federal Energy Price Gouging Prevention Act (HR 1252),
ExxonMobit does not engage in or condone price gouging. The majority of Exxon and
Mobil branded retail stations are operated by individual dealers and distributors who
independently determine the retail prices they charge at their stores. The price
increases which consumers have seen in recent months are a function of transparent
and free-functioning markets. Those same free-functioning markets reflect the
dynamics of supply and demand that have resulted in decreases in crude ol and retail
gasoline prices in the last few weeks. ExxonMobil believes that anti-price gouging
laws are unnecessary and can have unintended conseguences by introducing
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ambiguous controis that could confuse and slow beneficial market responses to supply
fuels during disruptions such as those caused by weather events.

(27) In May 2004, the U.S. General Accounting Office released its report, “Effects of
Mergers and Market Concentration in the U.S, Petroleum industry.” in this report,
GAOQ found that over 2,600 mergers have occurred in the U.S. petroleum industry
since 1990. The GAQ also pointed to economic literature that suggests that firms
sometimes merged to enhance their ability to control prices. Each of your
companies today is the result of significant mergers in the industry. Do you see
any more mergers taking place?

A

We believe that recent consolidations in the U.S. refining sector have improved the
efficiency of U.S. refining, placing it in a stronger position to compete in the worldwide
petroleum marketplace. in our own merger, we have seen improvements from sharing
the best practices of each of the parent companies with the refineries of the other.
Several refineries have been sold to independent/smaller refiners as part of FTC
conditions for allowing mergers to proceed. For example, independent refiner Valero
is now the largest U.S. refiner.

We believe that consolidations in the U.S. refining sector have improved the efficiency
and capacity of U.S. refining, thus benefiting consumers. In the last decade, refinery
capacity has grown significantly, as has the production of refined products.® U.S.
refineries add the equivalent of one new refinery each year through expansion of
existing facilities.” After significant restructuring in the industry, concentration of
refining capacity is riot at a level that gives rise to market power concerns — regional
and national concentration levels are generally low to moderate.

ExxonMobil does not know whether more consolidation of firms will occur in the future.

(28) In your testimony, almost all of you mention “more domestlc drilling” as your top
solution to high energy prices. What assurance can you provide that oil and gas
from the Arctic National Wildiife Refuge (ANWR), the Outer Continental Shelf (OCS),
or other domestic sources would stay in the United States? What Is your response
to economists that teil us that the oil and gas will likely go to higher priced markets
in Japan and elsewhere?

A: Currently, the United States consumes almost ali of the oil and natural gas it produces,

according to the EIA.
- In 2007 the United States exported 10 million barreis of crude oil out of a total U.S.
production of 1.8 billion barrels.

¢ See Energy Information Administration, ANNUAL ENERGY REVIEW 2006, at page 141, Table 5.9 (Refinery
Capacity and Utilization, Selected Years 1949-2006); Timothy J. Muris and Richard Parker, A DOZEN FACTS YoU
SHOULD KNOW ABOUT ANTITRUST AND THE OIL INDUSTRY 44.

7 Muris and Parker, supra note 2, at 26,
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- In 2007 the United States exported 822 million cubic feet of naturai gas, out of a
total U.S. production of 24.5 trillion cubic feet.

Economic nationalism in the form of protectionism hinders international market
progress, invites countermeasures, and ultimately harms the people in the nations
adopting such policies. The fact is we live in a connected world, and it is becoming
more so every day. When prices are high and supplies tight, passions can run

high. Oil importing nations can feel the pressure to assert their independence, as can
oil exporting nations. On both sides, economic nationalism may gain in popularity, at
the expense of international market progress, and ironically, hurting those that it seeks
to protect.

The path to energy security — in this or any other country -- lies in open, competitive
markets, international trade, diversity of supply, and the strengthening of refationships
between producing and consuming nations. The value of such an interconnected
marketplace is that energy security is enhanced when there are more participants,
better relationships, and more diverse sources of supply.

The U.S. depends upon oi} imports to meet approximately 60 percent of its oil
requirements. If importing nations diversify their sources of energy, strengthen their
partnerships with exporting nations, and develop and use their resources more
efficiently, they will become less dependent on any one country or region for energy.
Removing barriers to trade, improving access to resources, and opening markets to
free competition will help minimize potential disruptions.

(29) In May 20086, the Energy and Commerce Committee held a hearing on gas prices,

(30)

and we discussed the crack spread, or the difference between a barrel of crude oil
and the refined product. At this hearing, the average crack spread for a refinery in
2006 was estimated to be about $20 to $30 a barrel by Howard Gruenspect, the
Deputy Administrator at the Energy information Administration. Mr. Gruenspect
testified that a crack spread of $8 or $9 is sufficient to cover refining expenses and
provide a reasonable profit to the facility. What is your current crack spread at the
refineries your companies operate? Why have your companies scaled back their
refinery expansion plans to keep crack spreads high?

A: ExxonMobil has not scaled back its refining expansion to keep crack spreads high. As
noted above, ExxonMobil has been increasing its refining capacity by expanding its
existing refineries. ExxonMobit does not comment on its current refining economics.

Please provide a list of oll and gas leases currently in the possession of your
company and its subsidiaries, and give a status report as to the state of the
production of each of these ieases.

A: We have compiled the following summary data. In reviewing the lease data, however,
it is important to note that these figures provide only a snapshot in time of
ExxonMobil's holdings.
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Currently, ExxonMobil is either producing on or actively evaluating 78 percent of our
Federally-leased acreage. The majority of the remaining leased acreage is projected
to expire within the next 12 months.

ExxonMobil has made significant bonus payments to the Federal government to
acquire these leases and pays annual rentals to maintain them. We also invest
mitlions of dollars in exploration costs in our efforts to find commercial quantities of oil
and natural gas. If oil and natural gas are not discovered within the iease term, the
lease reverts to the government for re-leasing and ExxonMobil forfeits all the money
invested. Thus, ExxonMobil has a strong financial incentive to develop these leases
and commence production as quickly as possible.

ExxonMobil currently holds 2.7 million net acres in leases on federal lands. Of this, 68
percent (1.8 miflion net acres) is located offshore and 32 percent {854 thousand net
acres) is located onshore. Forty nine percent (1.3 million net acres) is categorized as
producing, and 29 percent (785 thousand net acres) is categorized as nonproducing —
active.

We have identified nonproducing ~ active acreage by using the following definition:

Activities that include, but are not limited to, mapping and surveys, surface and
subsurface geological/geophysical examinations, investigations and studies (irciuding
acquisition, reprocessing, and interpretation from seismic, gravity, or magnetic
surveys), obtaining and analyzing well data via trading, purchasing and/or the drifling
of wells (including wildcat and appraisa! weils), and all work necessarily conducted
therewith (e.g. land activities such as negotiating farm outs, joint ventures and acreage
trades, etc.) as well as regulatory activities such as permitting, evaluation of
archeological and biological suitability for well locations, etc,

The remaining 22 percent of ExxonMobil's federal lands (589 thousand net acres) is
categorized as nonproducing — no current activity. More than 80 percent (483
thousand net acres) of the nonproducing — no current activity acreage is located in
the Guif of Mexico and is projected to expire by the end of 1Q 2009, at which time it
will be available for re-leasing under future MMS Guif of Mexico lease sales. This
acreage has been under evaluation for some time using technology such as seismic
acquisition and processing, regional geoiogic studies and lease-specific geologic
mapping. This work led to the conclusion that these leases do not likely contain
commerciai guantities of oil and/or natural gas and therefore we have taken the
decision to allow the leases to expire.

The portion of ExxonMobil's acreage portfolio which is inactive and does not expire in
the near term — which is only 4 percent of ExxonMobil's Federal leases — is also
located iargely in the Gulf of Mexico. This acreage has been evaluated through
geologic and geophysical studies and the conclusion we have reached is that the
prospectivity of these leases is low or exceedingly risky and therefore, for now, we
have ceased activity on them. While currently not active, new data and / or exploration
concepts may lead to a change in our perspective and revitalization of activity.

ExxonMobil believes that the United States needs to allow the oif and gas industry to

bring to bear the full range of its technological advances to develop to the fuilest extent
the country's domestic resources to help mest the nation's growing demand for energy
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and sustain our economic growth. Legislative and regulatory actions that wouid
suspend new leasing to most or all lease holding companies, add costs, and
undermine contract sanctity, would prevent new investment and shrink the nation’s
energy supply. Oil and gas is a global business and the United States already has the
largest barriers to its own energy resources. It seems unconscionable to consider
policies that would make a bad situation worse sending more investment and jobs
overseas and reducing energy security.

The problem is not that companies are ignoring the leases they have but, rather, that
companies do not have access to some of the most promising federal acreage and, as
a result, are struggling to find new oil and gas supplies from the limited offerings of the
last 10 years. The United States now imports approximately 60 percent of its supply
from other countries (many of whom allow exploration and production activities on
substantially all of their lands) while prohibiting access to nearly 90 percent of the
acreage off of the East and West coasts and Gulf of Mexico. The continuation of iil-
advised policies that preclude access to prospective acreage will accelerate the
current decline in domestic oil and gas production. it also forgoes the building of a
more diverse domestic supply to maximize the United States' energy security.

Our economy needs affordable energy supplies to compete in the giobai marketplace.
Therefore we strongly believe that our companies must be aliowed access to areas
that may have the potential to produce the oil and natural gas consumers will need.
The oil and natural gas from federal leases that are producing today are a resuit of the
foresight of Congress in years past. The appropriate question to be answered by this
Congress is "where do we want to be ten years from now?"

(31) As fuel prices rose over the past 6 years, has American demand decreased? Why or
why not has this occurred? if gas taxes were increased, do you think demand
would decrease? Did this happen in European countries when then imposed large
gas taxes?

A: According to the EIA, demand for crude oil and petroleum products increased from
19.8 MBD in 2002 to 20.7 MBD in 2007. Over the same period, motor gasoline
demand increased from 8.8 MBD to 9.3 MBD.

Decreased demand for petroleum products in general and gasofine in particular has
only been consistently evident in the past year. According to EIA data, sustained year-
on-year reductions began late 3Q 2007.

Why or why not has this occurred?

Demand for petroleum products is determined by many factors including economic
progress and rising population as well as price. As energy is essential to our way of
life, demand is fairly inelastic to price, particularly in the short term. Gasoline is a good
example of petroleum demand inelasticity.

Until recently, the positive income effect of economic growth has dominated the
negative price effect resulting in a continued demand increase from 2002 to 2007.
However, as the U.S. economy slowed down in late 2007, the positive income effect
has been smaller. At the same time, high gasoline prices have been exerting a more
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significant negative price effect. The combination has contributed to the recent
reduction of gasoline demand.

If gas taxes were increased, do you think demand would decrease?

Ultimate energy demand and market prices are determined by many factors with taxes
being just one element. However, all eise being equal, raising gas taxes would resuit
in higher gasoline prices and potentially work to reduce demand subject to the nature
of the tax increase.

Did this happen in European countries when they imposed large gas taxes?
Fuel demand for commercial and personal transportation is determined by many
factors with taxes being just one element. However, substantial taxes on fuels in
Europe, including gasoline, have been a contributing factor in moderating demand
growth.

(32) At current projections, when will your current reserves be depleted?

A: Our exploration programs have consistently added to our resource base and we expect
will continue to add resources in the future. Based on 2007 oil equivalent data, our
proved reserves base of over 22 billion barrels is equivalent to over 14 years of
production at 2007 ievels. This ratio of proven reserves to production has increased
every year since 1994, as we have consistently added to our reserve base. Our total
resource base of 72 billion barrels is equivalent to over 45 years of production.

(33) When do you expect underdeveloped countries will reach a level to where they wiil
begin to significantly buy oil for use? How will this affect supply and fuel prices?

A: While a specific answer would depend on one's definition of "undeveloped countries,” it
is a fact that world oil consumption continues to grow, following seven consecutive
years of rising prices, primarily from growth in China and other developing countries.
The graphic below illustrates this growth, which has been an important factor in
increasing global oil prices.

22



209

World Qi Consumption
o5 + Foracast
Total C 1l H
sition %9 <& Total Consumption
barrels 85 "
perday 80 30
75 : P25
Annual Growth s 20
; s
Mitlion
barreis
05 per day
oo
i .5
2001 2002 2003 2004 2005 20068 2007 2008Est
[ ®china oUnitedSmtes O GtherCountries |
Short-Term Energy Outiook, July 2008 ) @:_9

The U.S. Energy Information Administration preliminary data indicate that world oil
consumption during the first half of 2008 rose by roughly 520,000 barrels per day
compared to 2007. A 1.3 million barrel per day increase in non-OECD countries, led
by China and the Middie East, more than offset a 760,000 barrel per day decline in
OECD countries.

ExxonMobil projects that future energy demand will grow fastest in the developing
world (non-OECD countries) in the coming decades, accounting for approximately 80
percent of the global increase.

(34) if all conventional, alternative, and unconventional sources of oil in the U.S. were to
be developed, how long would the supply last based on current estimates of
increased usage?

A: The U.8. Department of interior estimates that all federal lands, including those on the
Quter Continental Shelf (OCS), hold an estimated 116 billion barrels of recoverable
conventional oil and 850 trillion cubic feet of recoverable natural gas. According to the
American Petroleum Institute (AP!), this is enough oil to produce gasoline for 65 million
cars for 60 years and enough natural gas to meet the heating needs of 60 million
households for 160 years. And hydrocarbons are not only the foundation for fuels, they
are also the basis for a myriad of products such as advanced plastics that are key to
improving quality of life and reducing the environmental impacts of our vehicles,
regardless of their source of fuel.

However, it is important to note that these resource estimates are just that - estimates
~- and particutarly in the case of the OCS, the estimates were made using data
acquired pre-1980 from now-obsolete technology. In 1987, the MMS estimated that
there were 9 billion barrels of oil in the Gulf of Mexico. By 2006, after major advances
in seismic technology and deepwater drilling techniques, the MMS resource estimate
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for that area had ballooned to 45 billion barrels. Therefore, it is very possible that there
are significantly more resources than currently estimated on federal lands. However,
the real potential and location of the resources will only be known after new seismic is
carried out.

According to the Bureau of Land Management (BLM), U.S. oil shale deposits contain
an estimated 1.23 trillion barrels of oil - more than 50 times the nation's proven
conventional oil reserves. U.S. tar sands deposits are estimated to hold an additional
12 to 19 billion barrels of oil.

(35) Please describe to this committee your short, middle, and iong-term pians for oil
and renewable energy development.

A: Enclosed please find the ExxonMobil 2007 Financial and Operating Review, in which
we address energy and technology trends, articulate our capitai investment philosophy
(at page 34), a listing of Major Project Start-ups around the world, and regional review
of key investments.

(36) Which tax policies do you find particularly important as you develop oil and natural
gas resources?

A: The most important tax policies for development of oil and gas resources are those that
are applicable to all U.S. taxpayers-- that is, long-term stable tax provisions that are
impartial, non-discriminatory and that promote, or at least don't disadvantage, the
competitiveness of U.S. based companies. This is why we have objected to the
singling out, for punitive tax treatment, of five companies by repealing, just for them, a
provision put in place only 4 years ago which was designed to promote U.S. jobs.

How can any taxpayer rely on such expressions of Congressional intent if they are
reversed before they have a chance to have the impact that Congress said was
desired? These provisions apply equally to all U.S. manufacturers and producers, and
targeting five companies, and suggesting that this provision is something unique to
them, and needs to be "taken back", is highly arbitrary, unsound, and unwise tax policy.
it hardly promotes confidence that any taxpayer can rely on provisions ostensibly
enacted to encourage certain activities when they are reversed in such an arbitrary
fashion.

We are equally concerned about the proposed changes to the foreign tax credit rules
applicable to U.S. based oil and gas companies operating abroad. Those companies
already face more restrictions than any other U.S. business enterprise with respect to
their foreign operations. If anything, the rules should be conformed to treat all U.S.
taxpayers engaged in business operations outside the U.S. in the same way. But
changing them as proposed in order to raise revenues without any justification that has
been published and that taxpayers have been able to comment upon is, again,
improper and unsound tax policy. These provisions, if enacted, will make U.S.
companies less competitive than their foreign counterparts, and this can hardly be a
benefit to the country.
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We would finaily point out that much has been made about expressions regarding tax
incentives to the oil and gas industry provided under the Energy Policy Act of 2005, or
EPACTO05. There was one provision in EPACT 05 that favorably affected integrated oil
and gas production activity. There were some additional provisions that favorably
affected oil and gas refining and distribution activities, but these were more than offset
by energy tax increases on the oil refining sector such that the act actually resuited in
a net tax increase to that sector of over $1.3 Billion. The only favorable oit and gas
production sector provision was reversed in 2008, and made even less favorable in
2007 for integrated oil and gas companies. it is particularly ironic that politicians keep
talking about "taking away" the incentives given to the oil and gas industry under
EPACTO05, when from the beginning they amounted to a net increase in taxes on the
oil and gas industry and since then, the favorable aspects which kept the tax increase
from being even farger have been reversed.

(37) How much does ExxonMobil invest annually in new technologies?

A: ExxonMobil spends more than $1 billion on technology development annuatly.

(38) What effect did President Hugo Chavez’s decree to nationalize your assets in
Venezuela have on future investment/exploration plans abroad?

A: Unfortunately, current conditions and emerging challenges have led some to pursue
isolationist or protectionist energy policies which could have severe consequences for
the giobal economy and for giobal energy security over the longer term. The key to
addressing global energy challenges lies in free markets and strong international
partnerships, with the “rule of law” as an essential foundation. it continues to be very
important that industry, policymakers and civic leaders work together to support these
important principles.

In addition, ExxonMobil is confident that its ability to complement partnerships with
National Qil Companies, and other partners, will assure its future competitiveness. [n
these partnerships, we are able to align interests to maximize the value of a given
resource. We provide: (i) proprietary technologies and financial capability; (ii) proven
operations and project management capabilities; and (iii) highly qualified and
experienced professionals. With technology, we can overcome the chalienges
associated with geography and geology, i.e., much of the Earth’s remaining
recoverable oil resources are found in complex geologic formations, in remote
locations, and under harsh conditions. With project execution excellence, we have
demonstrated our ability to deliver on project completion timelines, consistent with
integrated contracts, and within budgets. This capacity is critical in today's relatively
high price environment, where inefficiencies and mistakes are easily magnified.
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(39) On page four of your testimony, you state, “Government mandates and subsidies
distort market forces and impede technological innovation.” Can you give
examples of unintended consequences of government mandates and subsidies
regarding energy manners?

A: Examples of unintended consequences of government subsidies and mandates in
energy markets inciude:

a)

b)

)

d)

e)

9)

h)

The 1970s crude oil and petroleum product price controls and allocation/
entittement systems, which created shortages of petroleum products and long lines
at gas pumps in the U.S., and which promoted construction of a farge number of
smalt "refineries” which produced little-to-no finished product but collected benefits
under the entitiements program. ’

The 1980 Windfall Profits Tax, which reduced domestic crude oit production as
much as 6 percent and increased imports as much as 16 percent, according to the
1990 report by the Congressional Research Service.

The 1980 creation of the U.S. Synfuels Corp, which spent over a billion doliars to
create synthetic liquid hydrocarbons, creating a boom and bust leading to
considerable economic hardship and no lasting gain.

The domestic ethanol tax credit and tariff, which promotes domestic corn-based
ethanol over less expensive Brazilian sugarcane-based ethanol. Ethanol subsidies
began in 1973 and resulted in only modest domestic capacity increase with no
breakthrough technical innovation.

The recent Renewable Fuel Standards, which has spurred more significant
increase in domestic corn ethanol capacity, raising concerns about the effect on
human and animal food prices. While research has increased in the field of
cellulosic ethanol production, breakthroughs to substantially reduce cost and
increase scale remain elusive. Worldwide, biofuels mandates have raised
concerns about deforestation, water use, and higher food prices.

The 1990 Clean Air Act Amendment mandate for at least 2 percent oxygen in
reformulated gasoline, intended to promote ethanol use but which lead to
increased use of MTBE, since insufficient ethanol capacity existed.

The proliferation of boutique transportation fuel requirements in the U.S, which
reduces the flexibility of the petroleum supply system to respond to disturbances
and which increases costs to consumers.

The California failed electricity market dereguiation, where a combination of
wholesale deregulation and retail price controls resulted in total system failure and
bankruptcy of power supply utilities.

The California methanol mandate, which required investment in vehicles and
fueling infrastructure for methanol to replace petroleum, but failed to stimulate a
replacement industry.
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k)
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The California Zero Emissions Vehicle mandate, which has forced significant
investment by auto companies without generating the hoped-for breakthrough in
battery or fuel cell technoiogy.

The 1973 Alaska North Slope crude oil export ban, which reduced the value of

ANS crude and the subsequent royaities and taxes coliected until repeal in 1995.

Subsidies for fossil fuel use in numerous countries around the world today,
including China, Indonesia, Mexico, India, iran, and Venezuela, encouraging
consumption and discouraging the development and pursuit of energy use
efficiencies.
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ExxonMobil is donating this week's op-ed space 1o the National Math and Science initiative.

Do the math

A proven formula for improving U.S. math and science proficiency.

imagine if we could dramatically increase the num-
ber of American high-schoot students taking —
and passing — Advanced Placement exams in
math and science.

imagine the improved odds of success for
thase young people. Students who pass AP exams
are three times more likely to earn a college degree
than those who do not.

imagine the benefit to our nation, where dechin~
ing math and science proficiency poses an increas-
ing threat to America’s future as an innovator and
economic leader.

No need to imagine any longer.
It’s already happening in 143 high
schools in seven states.

These schools are imple-
menting the Advanced Placement
Training and incentive Program §
supported by the National Math
and Science Initiative (NMSI).

This innovative program offers
training for AP teachers, tutoring
for students, and mini-scholarships, and provides
greater opportunities for minorities and economi-
cally disadvantaged students.

The results are startling: For participating
schools in their first year of the program, AP envoii-
ment in math, science, and English rose by nearly
80 percent this year alone. As a resuit, in 2009 the
number of students taking these AP exams in
these 143 schools is projected to be over 30,000.

NMSI's other flagship program, UTeach, which
encourages math and science majors to pursue
careers in teaching, had similar success. At the
University of Texas and the 13 universities

NATIONAL

M/-\g‘rﬂs

|
SCIENCE |

INITIATIVE §

awarded grants to begin UTeach programs, over
1,000 students enrolied.

Think of it: In just one year, a thousand more
bright minds commiitted to teaching math and sci-
ence, and thousands better prepared to compete
in today’s technoiogy-driven economy.

We can multiply that success —- across
schools, and across the nation. Many more states
and universities stand ready to adopt NMS's pro-
grams once funding is avaitable.

in support of NMS{, ExxonMobil has commit-
ted the largest single financial gift
ever for improving math and sci-
ence education. Other funding
partners include the Bill & Melinda
Gates Foundation and the Michael
& Susan Delf Foundation. We invite
other private donors to join this
important, urgent cause.

We also urge government to
back this education movement.
Congress recognized the urgency
of improving math and science education by pass-
ing the America COMPETES Act earlier this year,
but has not funded the programs.

Now, as lawmakers weigh how best to fund
our nation's educational goals, NMS!’s programs
are available as proven, powerful tools that can be
replicated across all 50 states.

Because when you do the math, one of the
best ways to strengthen America’s technological
leadership is to invest in the students who will
become tomorrow's innovators.

To learn more, visit www.nationalimathand
science.org.
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SHELL OIL COMPANY RESPONSES TO POST-HEARING
QUESTIONS (APRIL 1, 2008 HEARING)

'ENERGY INDEPENDENCE AND GLOBAL WARMING

? CTHE SELECT COMMITTEE ON

Select Committee on Energy Independence and Global Warming

1) How much did your company invest in renewable energy technologies by year and by
project over the last 10 years?
The investment for research and development is not broken out by business, but our

total investment in our renewables business and technologies is well over a billion
doliars in the past five years.

2) How much does your company plan on investing in renewable energy technologies by
year in coming years?

Driving down the cost of viable renewable technologies and positioning Shell for
leadership in this high-growth sector is also an important part of investing with a long-
term strategic view. The investment for renewable technologies is based on the needs
of the business for procurement of turbines, towers, gearboxes, etc. in relation to wind
projects or for biofuels and hydrogen, which infrastructure is needed and in line with
the permitting that has been approved. The government can also play a positive role
in supporting the demonstration phase of new technology, particutarly advanced
biofuels.

3) Based on the fundamentals of supply and demand, what does your company estimate
the price of oil should be were it not for speculation, and other factors? Mr. Simon from
ExxonMobil testified that their analysis of fundamental supply and demand suggests a
price of oil in the $50-55 range, and prices above that figure are due to speculation,
weakening doilar and geopolitical stability. Do you agree or disagree with that analysis?

There are many factors affecting prices, not the least of which are growing
world demand coupled with diminishing existing supplies and limited
accessibility to new energy resources. It has been Shelf’s policy to not engage
in public comments regarding energy price forecasts.

4) What percentage of the current price of oil is a result of speculation?

While the number of speculative trading participants, including commercials users,
such as Shell, and non-commercial users, such as pension funds, endowment funds
and hedge funds, has increased, it is unclear what effect this activity has had on
prices, if any. The Commodity Futures Trading Commission (CFTC) recently stated
that there was an absence of evidence that speculation had driven up oil prices. What
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is clear, however, is that the combined oit commodities trading community is telling us
that we need to produce more oil.

How much did your company invest last year in emerging energy technologies in North
America and what types of technologies would that include?

Shell is involved in many emerging technologies and participates in joint ventures on
several fronts for biofuels, hydrogen, wind and solar. The government can also play a
positive role in supporting the demonstration phase of new technology, particularly
advanced biofuels.

In 2030, what percentage of global energy demand will be met by fossil fuels?

Leading experts have caiculated that by 2030, the world will demand an additional 35
million barrels of oil per day and 64 percent more natural gas than we are producing
today. It has also been forecast that these fossil fuels will continue to meet more than
50 percent of the world’s energy needs at that time.

Do you think that it is important as an energy security issue, to use more of the US
reserves of oil and natural gas? What are the best policies to assure our energy
independence?

If domestic energy security is a priority, as we believe it should be,

policymakers should embrace three equally-important policy objectives—first,
increased conservation and energy efficiency; second, development and
commercialization of new energy technologies; and third, the development of any
domestic energy resources in an environmentally safe and responsible way. At a time
when global energy demand is rising and energy prices are high, there is every
reason to embrace these three complementary energy policies.

In addition, regarding domestic oil and gas resources, the US has

abundant supplies that are not available for development, because government
policies place them off limits. The resuit—domestic production of oil and gas has
fallen steadily for the last 35 years. in fact, oil production in this country peaked in the
1970s. in 2006, the U.S. imported 3.7 billion barrels of oil to meet domestic demand,
which is more than seven times the amount imported in 1970. The United States is
the only country in the world that restricts the use of its own energy resources while
transferring trillions of dollars of wealth to other countries in order to import energy.

What percentage of your stock is own by pension plans and retirement accounts?
Around 10% of total outstanding RDS shares are held by US pension funds.

Do you support the use of coal-to-liquids as an alternative to traditional petroleum? If
not, why not? As a follow up, wouldn’t the use of coal-to-liquids significantly increase our
domestic supply of fuel?

Yes, we support coal to liquids technology (CTL) and believe it has the potential to
contribute to liquid hydrocarbon supply. As the CTL technology is in the very early
stages of development, the potential contribution is uncertain at this time as the
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industry deals with such issues as costs and management of greenhouse gas (GHG)
emissions. Shell is participating in two CTL studies in Australia and in China with the
goal of better understanding how these issues can be best managed in a way to
enhance the potential contribution of CTL.

10) How much bio-fuel and ethanol do you think realistically can be substituted for traditional
petroleum?

The Energy Independence and Security Act of 2007 sets a new Renewable Fuel
Standard (RFS) requirement for 21 billion gallons of advanced biofuels and 36 billion
gallons of total renewable fuels by 2022. Included are requirements for 1 billion
gallons of biodiesel and 16 billion gallons of cellulosic biofuels. The remaining 4 billion
gallons of advanced biofuels may come from any source. in addition to the longer-
term goals, EISA significantly increased the short-term renewable fuel requirements
and schedule compared to the 2005 energy bill. Thus, short-term, due to
infrastructure limitations on the transport and blending of ethanol into gasoline, the
refining industry will likely struggle to meet the mandated levels. Another key
limitation is that under current law, the legal limit for ethanol in gasoline is 10 percent
by volume. To efficiently increase the use of ethanol, that limitation would have to be
raised to higher percent volume of ethano! such as 12%, 15%, etc. Going beyond 10
volume percent ethanol in gasoline, however, requires EPA, state and local
governments to make a series of decisions relating to fuel specifications and
infrastructure and vehicle specifications to allow higher levels of ethanol.

Longer term, the Energy Information Administration (ElA) in its Annual Energy Report
(AEO) 2008 predicts that "Ethanol use in the AEO2008 reference case, grows from
5.6 billion galions in 2006 to 23.9 billion gallons in 2030-about 16 percent of total
gasoline consumption by volume and about 65 percent more than in AEO2007. The
RFS requirements for 15 billion gallons non-advanced renewable fuel, 4 billion galions
advanced biofuel, and 1 billion gallons biodiesel appear achievable, but there is great
uncertainty over the volume of cellulosic biofuel that will be available by 2022, as
today neither cellulosic ethanol nor biomass-to-liquids (BTL) are commercially
available. The EIA also recognizes this in their AEO2008 saying, “Aithough the
situation is very uncertain, the current state of the industry and EIA’s present view of
projected rates of technology development and market penetration of cellulosic biofuel
technologies suggest that available quantities of cellulosic biofuels before 2022 wili be
insufficient to meet the new RFS targets for cellulosic biofuels, triggering both waivers
and a modification of applicable volumes, as provided for in Section 211(0) of the
Clean Air Act as amended by EISA2007."

11) Are you involved in developing production in Canada's oil sands or Western oif shale?
Do you believe those alternatives will become more viable if the price of oil continues to
rise?

Shell is actively involved in developing oil sands in Canada and has been conducting
research on the western slope of Colorado for oil shale for the past 27 years. The
price of oil is not as important as developing these resources in a sustainable way.
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12) The American Jobs Creation Act provides a tax credit of up to $1.00 per gallon for the
sale and use of "agri-biodiesel" -- biodiesel from virgin agricultural products. The credit is
$0.50 per gallon for biodiesel from recycled grease. In addition, the law provides an
excise tax credit for biodiesel blends (i.e., biodiesel and conventional diesel). Producers
are eligible for one credit or the other, but not both. The Energy Policy Act of 2005
extends these credits through 2008. Do you support making these credits permanent?
Do you support increasing these credits?

For 2007, Shell US companies claimed only $24K in federal agri-biodiesel credit in
2007. So, this does not appear to be a significant issue historically.

e From: A National Dialogue on Energy Security: The Shell Final Report:

» Point 5 (of 12 point “Solutions”) “Move biofuels beyond corn. . . . We need to
invest in the new infrastructure required to move, blend, and distribute the billions
of gallons of fuel, and governments—federal and local—need to assist with
timely permitting.” Pg. 14.

+ Finally, from “Sheli’s Policy on Tax Incentives (2006)":

“Shell supports a level playing field....Shell does not believe in supporting one
business at the expense of another one of its businesses....Shell does not support
legistation that gives competitors a competitive edge at its expense.”

“Shell supports reasonable incentives in certain contexts, and will take into account
the following factors in making this determination:

---New markets or new technology. Incentives may be warranted where there are
new markets or new technology (e.g. CCS, SURE, IOGEN). However, such
incentives must consider: Prices (in a high price environment, incentives should be
phased out as a general rule); and Time (incentives shouid have a limited time, and
should be reflective of normalization in the marketplace.

---Societal goals. Shell supports incentives that support societal goalis, including
national security and environmental protection (e.g. new green technologies).
--Economic development. Shelt supports incentives for infrastructure siting/expansion
designed to enhance the competitiveness of a community or attract investment.”

13) Do you support suspending or reducing the number of “boutique fuel mixes” that each
state mandates in order to reduce gas prices in the near future?

Yes. State boutique fuel requirements undermine the flexibility that Congress
intended to establish in the federal renewable fuels program, which calls for a
nationwide program that encourages the most economic use of renewable fuels for
the benefit of consumers by not dictating where renewable fuels must be used and by
aliowing credit trading. State ethanol and bio-diesel boutique fuel requirements
reduce the overall efficiency of the gasoline and diesel distribution system. In the
event of a supply disruption, such as a refinery outage or a pipeline break, boutique
fuel requirements hinder the distribution of fuels potentially leading to supply
shortages and price volatility in boutique fuel markets.
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Shell is one of the worid’s largest distributors of fuel containing bio-components. We
are investing in the development of 2nd generation bio-components using sources
that meet standards for sustainable development and societal performance such as
celiulose ethanol from agricultural residues. We recognize the positive contribution
that these fuels can make towards the diversity of energy supplies, energy security
and environmental goals. We support an open, fair and competitive global
marketplace.

14) Do you believe that the Energy Independence and Security Act of 2007 went far enough
to access US oil and natural gas resources?

In 2006, Congress took a significant step in opening some new oil and gas prospects
in the Guif of Mexico to exploration and development while, at the same time,
providing those energy-producing states and local coastal communities in the region
with a revenue stream to help ensure economic and environmental stability. Congress
should extend Outer Continental Shelf revenue sharing for ali coastal areas adjacent
to offshore development and should make more areas available for offshore leasing.

We need more than oif and gas to meet demand. We need all forms of energy - plus
conservation and energy efficiency. Shell commends Congress for passing the
Energy Independence and Security Act of 2007 with more stringent CAFE standards.
These standards and the other provisions in EISA wilf do more to increase energy
efficiency than any other piece of legislation in recent memory. Congress shouid
continue to adopt policies that encourage conservation, and companies like ours must
continue to think more creatively about products and services we can develop to help
customers use less energy. Consumers—and that means all of us—must think more
about our own energy footprints: when and how we drive, what we buy, how we work
and the kind of world we want to create for coming generations.

Government agencies must also have the staff and the resources needed to do the
environmental analyses and other scientific studies that must underpin energy
projects of all kinds. This data is critical and must be completed in a thorough and
timely manner. Therefore, Congress should consistently authorize and appropriate
funding for these key federai agencies to hire, retain or contract the expertise needed.

Shell supports the adoption of a federal iaw to reduce greenhouse gases. Specifically,
we support a cap-and-trade program coupied with sector approaches. Such a
program must inciude policies that lead to commercialization of a carbon capture and
storage (CCS) technology. Congress should ensure that we address CO2 emissions
as we make the transition away from fossil fuels to new energy sources.

Finally, we need individuals skilled in math, science, technology and engineering to
build the workforce of the future that will bring new energy sources to America. School
curricuia should include more study of energy - where it comes from, how it is used
and the impact of the energy choices we make. And these lessons should begin at an
early age, to shape consumer behavior and encourage curious young minds to
become our next generation of energy engineers. We welcome Congressional
initiatives that will help secure a future energy workforce.
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15) Are you actively pursing carbon sequestration and Enhanced Oil Recovery in your oil
fields and has that work been successful? What more needs to be done in this area?

Shell has a strong legacy across the range of thermal, gas and chemical EOR
processes, and is working hard to implement a clear strategy, growing the amount of
EOR projects and implementing the different EOR technologies. Though we do not
currently have any active CO2 EOR operations Shell was instrumental in developing
many of the existing EOR field in the West Texas Permean Basin where CO2 is still
being used successfully in recovery operations. In addition, Shell believes the role of
pure Carbon Capture and Storage (CCS) will become increasingly important as
countries develop regulations to meet CO2 reduction. We therefore support the
development of CCS technology and are at the forefront of efforts to create an
enabling framework for its widespread commercial deployment. To this end, Shell is
aggressively pursuing both EOR and pure carbon capture and sequestration (CCS)
opportunities around the world.

When EOR can be coupled with available man-made CO2, it is a “win-win” situation
that can reduce the net funding required to create CCS infrastructure. EOR plays and
will continue to play a prominent role in bringing a significant percentage of future
reserves to the market. The existing regulatory and market mechanisms governing
EOR are adequate and uniformly accepted by industry. This EOR experience and
technology must be leveraged and applied to pure CCS development in order to make
commercial scale deployment of CCS a reality.

Shell is pursuing stand-alone carbon capture and sequestration (CCS) projects and
strongly believes that such projects will play a critical role in reducing CO2 emissions
in an emerging carbon constrained world. A few examples of CCS projects that are
currently being evaluated and some of their characteristics are listed below:

s Barendrecht in The Netherlands: Pernis Refinery producing apprx 1 mil
tones of CO2 per annum.
= CO,Management:
s Summer: up to 380.000 ton CO2 to greenhouses
+ 150.000 ton CO2 to industry (e.g. carbonated drinks)
+ Planned
s Storage 400.000 ton CO2 per annum in Barendrecht gasfields

* ZeroGen: IOGCC (Advanced Coal Gasification) Plant in Australia:
= Project Characteristics:
s Costs
s Sharing of Cost by Both Public and Private Stakeholders
e Creative Cost Reduction Techniques by industry

All elements of CCS technology—CO2 capture from anthropogenic sources, CO2
transportation, CO2 storage and CO2 monitoring—exist today. All elements have
been commercially deployed in various industries, specifically oil and gas production.
In order to advance CCS, these technology elements must be integrated into large-
scale CCS projects.
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The primary barrier to large-scale integrated CCS projects is cost. It is our thinking
that as a significant number of projects (recent {EA report states around 200 million
tons stored) are put into operation, the costs begin to come down. Other broad
barriers include the current weak carbon price signal; the lack of a clear regulatory
regime; and public education and acceptance.

Specific recommendations for policymakers to consider adopting inciude:

e Incentives. Incentives should be provided to all types of CCS projects, and not
restricted to CCS projects associated with capture from power plants. This
approach recognizes that some high CO2 facilities have easily captured CO2
streams and therefore, might be the early movers. Incentives that are open to
all allow for the greatest number of potential CCS projects to be built, increases
the potential for technology breakthroughs, and potentially reduces the cost of
projects on a faster timeline.

» |Infrastructure for CCS pipelines. The existing reguiatory regimes covering CO2
pipelines is largely workable. The challenge will be to ensure that the
necessary scale of the new infrastructure needed is permitted and built.
Governments can play a key role in this process.

» Permitting Requirements: EPA is developing regulations for permitting CCS
projects under the Safe Drinking Water Act. There are other permitting issues
that need resolution, such as the interface with other statutory requirements.

» Responsibility Issues: Project developers need clarity about operational
responsibility issues, particularly as they relate to site closure, in order to
properly assess critical aspects of CCS project designs.

e Education: The level of knowledge pertaining to the technical aspects and
benefits of CCS is extremely low among most members of the general public.
Governments can play an important role in building this knowledge and
acceptance.

16) What is a ballpark figure of how much your company pays in taxes each year?
The following information is from “Delivery and Growth”, RDS plc Financia! and
Operational Information 2003-2007, page 18.]

RDS taxes shown in the consolidated statements (IFRS) for the years 2005-2007:

$MM

2005 $17,999
2006 $18,317
2007 $18,650

17) A couple of you mentioned the National Petroleum Council repot “Facing the Hard
Truths about Energy” do any of you disagree with the findings of that report?
We support the findings of the NPC report.
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18) Several of you mentioned the increasing cost of materials, difficuity in finding labor and
specifically difficulty in finding engineers and scientists in oil and gas development.
What policies do you think would help get the materials and people that you need?

Clearly our industry relies heavily on a sustained supply of technical talent. This is true
not just at the professional level but also in respect of the operators and crafts at
refineries/chemical plants and in our offshore operations. With that in mind policies
that support and advance maths and sciences education through the primary and
secondary school and, subsequently at the college and university level will clearly
help. This could be in the form of an increased focus on training of school teachers in
these areas, continued support through the National Science Foundation for the work
of the Center for the Advancement of Process Technology and the provision of
additional scholarships for technical disciplines at the college level.

19) Is there something in the manufacturing sector that we need to do to help insure that you
get the supplies that you need?

Shell is committed to providing affordable, reliable energy to consumers; protecting
the environment; creating jobs; and providing a strong return to our investors, which
includes millions of Americans. The most pressing issue for our reinvestment in
capital and thus in part in manufactured goods is that some of the tax increases
proposed in the House and Senate will hinder these efforts. Many of the proposals
currently being considered will leave the industry with less capital to make the
investments necessary to meet America's growing energy needs.

These proposals would also damage Shell's ability to compete internationally with
foreign government-owned oil companies. It is vital to America's energy security that
we remain competitive in a world where 90 percent of the proven oil reserves are in
the hands of oil companies controiled by foreign governments. These tax proposals
will also impact our development of renewable energies—investments in production
and goods and services in the wind, solar, hydrogen and biofuels manufacturing
sectors. At Shell, profits from our fossil fuel businesses fund our renewabie energy
endeavors.

We are particularly concerned about the resurgence of a failed windfall profits tax
policy intended to punish the oil and gas industry for its strong revenues. Our profits
are re-invested in these new energy projects that will produce tomorrow's energy
supply. We saw what such a tax did in the 1970s to discourage the deveiopment of
new energy projects in the United States. It would not be wise to reinstitute a windfall
profits tax, which history has proven discourages the development of new energy
projects. Such new energy projects are needed to increase supply and help stabilize
price in light of increased global demand and rising energy prices.

20) The International Energy Agency estimates that $22 trillion ~ in new energy investments
will be needed by 2030. Where would that money come from?

Our understanding is that the IEA is basing this number on the amount of new
infrastructure that will have to compensate for growihg demand worldwide.
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21) What would be required to get biofuels to a commercial scale that they could replace oil
in the United States?

We are seeing a step-change in the growth of demand for energy, particularly as
emerging economies, such as China and india, enter into more energy-intensive
phases in their economic development. It will be vital to become more efficient in how
we use energy, how we develop oil and gas resources and how we expand the use of
alternative sources of energy such as biofuels—we will need all of the energy we can
get. Alternative and renewable energy sources will play a role and grow substantially.
Energy efficiencies will improve as new technologies are developed and implemented.
But leading experts forecast that oil and natural gas will continue to meet more than
half of the world’s energy needs in 2030.

The Energy Independence and Security Act of 2007 CAFE standards, new RFS and
the other provisions will do a tot to move us towards diversifying and expanding our
energy portfolio. Congress should continue to adopt policies that encourage
conservation, and companies like ours must continue to think more creatively about
products and services we can develop to help customers use less energy. Consumers
must think more about our own energy footprints: when and how we drive, what we
buy, how we work and the kind of world we want to create for coming generations.
Government agencies must have the staff and the resources needed to do the
environmental analyses and other scientific studies that must underpin energy
projects of all kinds. And we need individuals skilled in math, science, technology and
engineering to build the workforce of the future. School curricula should include more
study of energy — where it comes from, how it is used and the impact of the energy
choices we make. And these lessons should begin at an early age, to shape
consumer behavior and encourage the next generation of energy engineers.

22) In your testimony, several of you point to speculation as a contributing cause of high
crude oil prices. | have introduced legisiation, the Prevent Unfair Manipulation of Prices
{(PUMP) Act (HR 594), which would improve oversight of “dark markets” which are
currently unregulated by the Commodity Futures Trading Commission. in our December
2007 Oversight and investigation Subcommittee hearing, we heard testimony that this
could reduce the cost of oil by $30 a barrel. Do you believe that speculation in the
market is driving up the price of oil? Would you support this legislation?

Exchanges like the intercontinental Exchange (ICE) provide the ability to trade both
physical and financial products that are not traded elsewhere. For example, no other
exchange provides liquid markets for forward sales of wholesale power. ICE provides
another way of doing business in addition to direct bilateral sales and transaction
arranged through brokers. There are differing views as to the influence, if any, that oil
futures and options investments have on the price of crude oil. If Congress decides
the commodity markets need more regulation than currently exists through market
rules, guidelines and penalty systems as prescribed by the CFTC, then Shell will, as
we do in all areas of our businesses, ensure that we comply with any and all
regulations imposed.
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23) What is the average number of barrels of oil your companies trade each day on
NYMEX? On the InterContinental Exchange?

Trading volumes fluctuate based on a variety of reasons including weather,
geopolitical events, and supply and demand. [n recent years, while the exchange
volumes have increased significantly but Shell companies’ volumes remain a very
small component in the market. This considerable market growth has actually
increased the number of traders in the market and, thereby, has increased liquidity
leading, we believe, to a greater level of transparency in the price discovery process.

24) During the Aprif 1, 2008 hearing, you each spent most of your time complaining about
taxes, specifically that the Renewable Energy and Energy Conservation Tax Act (H.R.
5351) passed by the House would repeal $18 billion over ten years in subsidies to your
companies. Several times during the hearing, you also said that your companies do not
support mandates and subsidies for renewable fuels. Over the next ten years, your
companies are expected to make $14.6 trillion. H.R. 5351 would only account for
approximately one tenth of one percent of your gross income! How can you insist on
retaining these subsidies and tax breaks for your companies while opposing assistance
for renewable energy?

HR 5351 repeals the section 199 deductions for large integrated oil and gas
companies, and negatively changes the determination of FORI and FOGEI for foreign
tax credit purposes, which could lead to double taxation of foreign profits.

We do not believe that it is appropriate to tax selected oil companies for a number of
reasons. Oil is a commodity, and the marketplace sets prices. Crude oit and natural
gas prices fiuctuate substantially and unpredictably. The industry must manage its
business in the face of these severe price fluctuations. The business requires
massive investment over long periods of time—even when prices are relatively low—
to ensure that there will be energy supplies in the future.

Many of the tax proposals currently being considered will leave the industry with less
capital to make the investments necessary to meet America’s growing energy needs.
These proposals would also damage Shell’s ability to compete internationally with
foreign-government owned oil companies. It is vital to America’s energy security that
we remain competitive in a world where 90 percent of the proven oil reserves are in
the hands of oil companies controlled by foreign governments. Finally, these tax
proposals could impact our development of renewable energies. Some members of
Congress propose increasing taxes on the very oil and gas companies that produce
the renewable energies the public wants more of. At Shell, profits from our fossil fuel
business fund our renewable energy endeavors.

At a time when we need energy companies to continue the record level of investment
in developing our energy resources, it is unfortunate that some in Congress are
pursuing tax policies that will discourage this needed investment. These policies
include proposals such as the repeal of the domestic manufacturing deduction for
select US oil and gas companies, which would reduce domestic oil and gas
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production and negatively affect our nation’s energy security. Energy companies
invest significant amounts in new technologies, new production, refining and product
distribution infrastructure and environmental improvements, and make such
expenditures considering long-term commitments. Continued and sustained capital
expenditures are required each year to find and develop energy resources, despite
the cyclical nature of the business and risks involved. Given the industry’s long-term
capital allocation models in a global and free marketplace, it is important to have
stable and consistent tax policy in order to meet all of the challenges ahead.

25) At the American Society of Newspaper Editors Convention on April 14, 2005, the
President said, “ will tell you, with $55 [a barrel} oil we don't need incentives to oil and
gas companies to explore. There are plenty of incentives. What we need is to put a
strategy in place that will help this country over time become less dependent. it's really
important. it's an important part of our economic security, and it's an important part of
our national security.” Today, crude oil prices are doubie the President’s example! Do
you agree with President Bush that oil and gas companies do not need incentives to
explore when oil is more than $55 a barrel? Do you agree with President Bush that we
should instead be investing in renewable energy that will help this country become less
dependent on oil?

Shell believes that the free market system will provide the necessary impetus for its
businesses, without recourse to government support. Shell also supports reasonable
incentives in cases where there are new markets/new technologies; where incentives
support societal goals; or where incentives are given to enhance competitiveness or
attract investment.

From time to time the Congress has passed a number of federal tax incentives to
encourage domestic production of energy. A good example of this is HR 6, the
Energy Policy Act of 2005 (PL 109-58). Among other things, PL 109-58 contains
various incentives designed to encourage domestic production of oil and gas and
renewable fuels, and to increase domestic refining capacity. in many cases,
significant capital investment is required for energy projects with no return for many
years. For example, in the OCS, it could take 10 years from the time a property is
leased to initial production. Significant additional time is needed to recoup the capitai
invested. And such a facility couid cost over $1 billion. Consequently, Shell supports
and relies upon stable regulatory and fiscal policies that enable companies to develop
energy projects and secure energy supplies. Furthermore, Shell supports reasonable
incentives Congress deems in the national interest to encourage domestic production.
In this regard, Shell supported PL 109-58, overwheimingly approved by the Congress,
which contains incentives for fossil and renewable fuels. Such incentives can help
augment US security and promote emerging technologies.

26) 1 have attached internal memos from Chevron, Texaco, and Mobil. The Chevron memo
guotes a “senior energy analyst at the recent API convention,” stating “if the US

petroleum industry doesn't reduce its refining capacity it will never see any substantial
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increase” in profits. The Texaco memo complains that “supply significantly exceeds
demand” leading to “very poor refinery margins and very poor refinery financial results.”
The Mobil memo advocates keeping a smaller refiner, Powerine, from reopening, stating
that a “full court press is warranted in this case.” From 1995 to 2002, more than 30
refineries have been closed in the United States. Have any of your companies applied
for permits to build new refineries? If yes, how long did it take to obtain the necessary
permits? in July 2007, gas prices increased 30 cents overnight in Escanaba, Michigan.
There were no supply disruptions or other major events that would influence the price
this significantly. s there any logicai explanation why prices would increase 30 cents in
that short of time? On May 23, 2007, the U.S. House of Representatives passed H.R.
1252, the Federal Energy Price Gouging Prevention Act by an overwhelming vote of 284
to 141. Please explain why this legislation is not needed, given the significant price
increases consumers continue to face.

Shelt does not condone price gouging and we encourage dealers and jobbers to price
responsibly, and virtually all have done just that. Shell and our operators strive to be
competitive and have a history of being sensitive to price changes, especially when
caused by significant disruptive events. The referenced legislation, on the other hand,
would not benefit consumers but instead lead to an exacerbation of supply needs for
the effected areas. The bill subjects honest, good faith product sellers and distributors
to criminal and onerous civil fiability under vague standards for market actions or
events occurring anywhere in the world. Rather than accomplish its avowed purpose,
the bill would harm consumers by skewing normal market forces artificially, resulting in
more severe and extended shortages of products, and ultimately higher prices. This
conclusion arises from the fundamental premise that gasoline prices are set by the
marketplace according to the economics of supply and demand. Numerous
investigations of the industry over the past thirty years have found that no
anticompetitive manipulation has occurred and that market participants are
consistently found to have reacted to market conditions, as one would expect firms to
behave in a competitive market.

Regarding refinery expansions, Shell has invested over the years to increase our
refining capacity. We aiso recently announced that our joint venture, Motiva, is
spending around $7 billion to double the capacity of its refinery in Port Arthur, Texas.
This project, when finished in 2010, will be one of the largest refineries in the United
States and in the world. By adding 325,000 barrels-per-day capacity, the expansion is
equivalent to building a new refinery.

27)In May 2004, the U.S. General Accounting Office released its report, “Effects of Mergers
and Market Concentration in the U.S. Petroleum Industry.” In this report, GAO found
that over 2,600 mergers have occurred in the U.S. petroleum industry since 1990. The
GAO also pointed to economic literature that suggests that firms sometimes merged to

12
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enhance their ability to control prices. Each of your companies today is the result of
significant mergers in the industry. Do you see any more mergers taking place?

The Federai Trade Commission (FTC) has been quite rigorous in its review of industry
mergers. In Shell's case, the FTC has required a number of divestitures that were
designed to prevent declines in the numbers of competitors or increases in
concentration. According to a 2006 FTC investigation, no U.S. refiner holds a
substantial capacity share either nationally or regionally. Likewise, a 2004 FTC study
found that, "[d]espite increases in concentration at some production levels over [the
last two decades], particularly since the mid-1990s, most sectors of the petroleum
industry at the national, regional, or state level generally remain unconcentrated or
moderately concentrated”. Shell does not comment publicly regarding future
transactions.

28) In your testimony, almost all of you mention “more domestic drilling” as your top solution
to high-energy prices. What assurance can you provide that oil and gas from the Arctic
National Wildlife Refuge (ANWR), the Outer Continental Shelf (OCS), or other domestic
sources would stay in the United States? What is your response to economists that tell
us that the oil and gas will likely go to higher priced markets in Japan and elsewhere?

Currently, 100 percent of oil produced in Alaska goes to domestic refineries and

100 percent of GOM production goes to US refineries. Historically some North Slope
oil has been shipped to Asian markets but it has been a rare occurrence The US is
the largest market for crude oit and production from sources close to market are better
positioned to service those markets.

29) In May 2006, the Energy and Commerce Committee held a hearing on gas prices, and
we discussed the crack spread, or the difference between a barrel of crude oil and the
refined product. At this hearing, the average crack spread for a refinery in 2006 was
estimated to be about $20 to $30 a barrel by Howard Gruenspect, the Deputy
Administrator at the Energy Information Administration. Mr. Gruenspect testified that a
crack spread of $8 or $9 is sufficient to cover refining expenses and provide a
reasonable profit to the facility. What is your current crack spread at the refineries your
companies operate? Why have your companies scaled back their refinery expansion
plans to keep crack spreads high?

Shell has invested over the years to increase our refining capacity. We recently
announced that our joint venture, Motiva, is spending around $7 billion to double the
capacity of its refinery in Port Arthur, Texas. This project, when finished in 2010, will
be one of the largest refineries in the United States and in the world. By adding
325,000 barrels-per-day capacity, the expansion is equivalent to building a new
refinery. '

13
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30) Please provide a list of oil and gas leases currently in the possession of your company
and its subsidiaries, and give a status report as to the state of the production of each of
these leases.

Attached is a spreadsheet that lists our current federal leases both onshore and
offshore and refiecting the location and status of these leases. The net acres column
represents Shell's equity interest in the leases. State codes are self explanatory
except FG= Federal Guif and FA= Federal Alaska. The first tab includes all the data,
and there are subsequent tabs with the data broken out by Alaska, Gulf of Mexico,
and Onshore.

Shell has acquired a large number of OCS leases in recent lease sales and many of
these leases are in very early stages of evaluation. Many leases that are labeled as
"non-producing" are leases that are new and are yet to be explored or drilled or are
near an area that is currently being explored or developed. Until a lease is explored by
drilling, there is no way of knowing whether there are any accumulations of
hydrocarbons located on a lease. Since it takes many years to explore, develop and
place leases on production and since production does not begin all at once on any
area of leased acreage (it occurs in phases), there will naturally be non-producing
blocks for a significant period of time. Other leases that are "non-producing" have
legal or regulatory actions underway that are preventing their exploration and
development. For instance, one of the obstacles preventing exploration of certain
Alaska leases is litigation in which the MMS' approval of Shell's "Beaufort Sea Outer
Continental Shelf Lease Exploration Plan 2007- 2009" is being challenged.

After an exploratory well is drilled and testing is conducted (which usually requires
additional appraisal wells) to determine the extent of the discovery, a company will
need to decide if further development is economically feasible. When a company fails
to find commercially economic accumulations, the company will either relinquish the
lease(s), allow the lease(s) to expire, or seek knew technologies that allow the
reserves to be developed economically.

Failure to conduct operations on a iease within its primary term will result in the
termination of the lease and loss of all capital invested in that lease. These expired
leases are made available again for future lease sales.

31) As fuel prices rose over the past 6 years, has American demand decreased? Why or
why not has this occurred? If gas taxes were increased, do you think demand would
decrease? »

Did this happen in European countries when then imposed large gas taxes?

According to the BP Statistical Review of World energy, US oil demand has increased
by an average of 0.9% per year between 2002 and 2007. This is somewhat slower
than growth in the previous five years of 1.2% per year, on average. Over the same
period, from 2002 to 2007, oil demand in Europe rose by 0.1% per year, on average.
However, changes in the overall level of oil demand depend on many other factors
apart from price or taxation levels, including income growth, the availability and
affordability of alternative fuels, the composition of the vehicle fleet, home heating
boiler installations and industrial equipment, such that demand does not adjust only to
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price levels or price changes. Oil product taxation policies have been in place in
Europe for many years, operating in a variety of market conditions and economic
environments, such that, again, we cannot draw a direct relationship between taxation
levels and demand trends.

32) At current projections, when will your current reserves be depleted?

We are not in a static situation. We are continuously producing new fields and are
assessing new prospects in North America and around the world. We fully expect to
continue producing oil and gas for many years into the future.

33) When do you expect underdeveloped countries will reach a level to where they will
begin to significantly buy oil for use? How will this affect supply and fuel prices?

Already we are seeing material volumes of oil consumed by developing countries, with
the lion's share of oil demand growth coming from China, India and the Middle East.
But this is only the start. Today, total non-OECD demand is around 75 percent of
OECD demand for oil, and it could match OECD demand by around 2013, growing to
approximately one-and-a-half times OECD demand by the mid 2020s. We expect
non-OECD demand to continue growing and OECD countries to look to curtail growth
in oit and go for efficiency and alternatives, as well as embracing clean coal
technology. China, where domestic production is in decline, could be importing
roughly three-quarters of its oil needs by 2030. While naturai gas use is still in its
infancy in both China and India, both countries have now firmly entered the market for
Liquefied Natural Gas, with China concluding several long-term supply contracts in
2007.

The impact of this rising demand for oil and natural gas on the world's ability to
increase hydrocarbon supplies is likely to remain limited, because political limitations
on access and cost inflation currently determine the industry's ability to invest in new
projects. For example, here in North America, potentially large hydrocarbon resources
remain off-limits to the industry.

34) if all conventional, alternative, and unconventional sources of oil in the U.S. were to be
developed, how long would the supply last based on current estimates of increased
usage?

Looking at crude oif alone, it is estimated that world conventional oil resources are
about 1 trillion barrels of oil equivalent. Of which the US market holds 50 billion
barrels. ‘Adding in US unconventional crude alone takes the US number to 1 trillion.
This is the equivalent of the world resources available today. This doesn't account for
the natural gas market or alternative sources that are not yet commercial. if this is
added, the number increases even more.

35) Please describe to this committee your short, middle, and long-term pians for oil and
renewable energy development.

Shell wants to help provide abundant, affordable energy as far into the future as we
can imagine. We consider abundant, affordable energy a cornerstone of America’s
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energy security. But we recognize that achieving this goal will require aggressive
short-term, medium-term and long-term plans.

Short term:

First, Shell would like to outline the short-term U.S. energy needs and the steps Shell
recommends for the next decade. In the short term, the United States will remain a
fossil-fuel-based economy because, very simply, we cannot attain the commercial
scale and infrastructure needed to meet energy needs through alternative energies.
We won't have the pipeline system to pump ethanol. We won’t have the transmission
lines to bring hundreds of gigawatts of wind from remote windy plains and mountains
to cities. That kind of scale and infrastructure won'’t be available for decades to come.
Largely for this reason, the International Energy Agency estimates that under a
“business-as-usual” scenario, alternative energy wilt account for only 8 percent of U.S.
energy use in five years.

In the short term then, we need more oit and gas now to meet growing demand. We
can meet that demand in two primary ways. First, we can responsibly develop the
more than 100 billion barrels of technically recoverable oil and gas in this country that
are currently off limits to development due to federal policy. Unless we intend to
increase our refiance on foreign oif, we must have increased access to America’s own
energy resources both onshore and on the Outer Continental Shelf. Sheliis
committed to developing any resources in an environmentally sound and responsible
manner,

Second, we can increase the supply of natural gas to our country by using liquefied
natural gas technology that allows us to store and ship gas safely in a liquid state. As
a nation, we must put aside our resistance to building the infrastructure necessary to
receive LNG, especially on the East and West Coasts.

in addition to these two important avenues, we must continue researching
environmentally sensitive and commercially feasible ways of developing
unconventional oil and gas resources, including the trillion barrels of oif that remain
trapped in shale in Colorado, Wyoming and Utah.

Medium term:

Sheit anticipates that in the medium term —~ between the next 10 to 25 years - oil and
gas will remain the primary energy sources, but biofuels and wind will play greater
roles in meeting energy demands.

Shell is one of the world’s largest distributors of biofuels and one of the first
companies to invest in second-generation biofuels that use celiulosic materiais that do
not compete with food crops.

However, we are very concerned about the provisions of the Energy Independence
and Security Act of 2007 that mandate a more than five-fold increase in the amount of
alternative fuels, such as ethanol, from 7.5 billion gallons a year in 2012 to 36 biflion
galions a year in 2022 to the nation’s energy supply.

Wind offers another solution to carbon dioxide emission challenges and to increasing

our energy diversity. In this country, Shell WindEnergy now has interest in or operates
eight wind farms in six states. Wind technology, however, is often limited by lack of
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transmission systems to move the wind energy from remote hills and potential
offshore wind farms to connect with the electric grid. We need sound federal and state
policies that support new transmission systems to enable this technology to be
adopted more widely.

Also during the medium term, Shell believes that our nation must move to clean coal
technology ~ using our most abundant natural resource to generate electricity in a
way that allows us to manage carbon dioxide emissions. However, the introduction of
this technology is hampered by the need for large, upfront capital investments. Public
poticy is needed to create the enablers to stimuiate the production of clean coal
technology and associated carbon capture and storage.

Long term:

Over the Jong term, spanning 25 years and beyond, Shell anticipates that the U.S.
economy will continue to depend on oil and gas with an ever-growing contribution
from alternative fuels. We will see a strong growth of the clean fuels mentioned in the
medium term, but we will, in the long term, see more alternative fuels that are in their
infancy now become commercially viable components of the overall energy mix.
Hydrogen is an example.

Hydrogen is the world’s most pientiful element and is part of the Shell portfolio of
future low-carbon fuels. As a fuel, hydrogen offers the potential to substantially reduce
emissions, reduce our reliance on fossil fuels and increase America’s energy security.
There are obstacles to be overcome, but we think hydrogen could become a
commercially viable transport fuel in the coming years. Shell is developing hydrogen
supply chains, which, in the longer term, may rely increasingly on renewable sources
of energy. We partner with car manufacturers and local and national governments to
coordinate the construction of hydrogen fueling stations in areas where fuel ceil
vehicles are being introduced. In the United States, those include the Los Angeles
and New York City metro areas. Since 2004, Shell has operated an integrated
gasoline/hydrogen station in Washington, D.C., not far from Capitol Hill. Last year, we
opened a hydrogen station in White Plains, New York, and plan to open our

first hydrogen station in Los Angeles this spring. it will probably take a couple of
decades to make hydrogen a commercially available option. However, for our
grandchildren’s children, it may become the standard fuel of choice.

Clearly, Shell believes that alternative energies will play an increasing role in the
energy mix. We are planning for it. We invest a significant portion of our profits into
developing energy technologies. We believe our commitment to technology and
innovation distinguishes us from many of our competitors.

But we must approach our energy challenges realistically. Because of the extensive
lead-time and financial commitment required to bring new technologies to market,
fossil fuels will remain at the core of global economies for the foreseeable future.
Shell does not see that as an “either-or” proposition. It is a “both-and” proposition. The
balance between conventionals and afternatives will be established by what is
possible in the future. We will need all of these energy sources, and others, to fuel the
world.
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As a nation, we face tough choices to balance our energy needs, our economic well-
being, our quality of life and our respect for the environment. At Shell, we are firmly
committed to bringing energy security to America.

36) On Page 4 of your testimony, you use the term “resource nationalism.” s the United
States alone in this new position toward oil and gas exploration? Do we actually have
policies in place that help develop our US resources?

The US has abundant supplies that are not availabie for development, because
government policies place them off limits. The result—domestic production of oil and
gas production has fallen steadily for the last 35 years. In fact, oil production in this
country peaked in the 1970s. in 2006, the U.S. imported 3.7 billion barrels of oil to
meet domestic demand, which is more than seven times the amount imported in
1970. The United States is the only country in the world that restricts the use of its
own energy resources while transferring trillions of dollars of wealith to other countries
in order to import energy.”

37) Shell is heavily involved in gasification and gas-to-liquids fuel. What do you think the
most promising technologies are in this area?

Gasification and gas-to-liquids (GTL) are complementary technologies (the GTL
process includes a gasification stage whereby natural gas is processed into what is
called syngas—an ultra-clean tar-free synthesis gas). Regarding coal gasification,
this is one of the cleanest methods for harnessing coal's energy potential. We
developed our proprietary technology in 1972 with a small pilot plant in Amsterdam.

Today, a growing number of countries use Shell's technology to operate commercially
viable coal gasification plants. Shell's leading-edge coal gasification technology
provides extensive benefits to its users, including lower life cycle costs and a lower
impact on the environment than competing technologies. Our technology couid also
be used in the conversion of coal to liquids, which would provide a valuable source of
transport fuels. CTL studies, however, are in their very early stages.

GTL technology converts natural gas into a range of high-quality products that are
normally derived from crude oil, such as transport fuels, naphtha and base oils for
lubricants. GTL fuel is a cost-effective alternative fuel that can diversify energy
feedstock sources, reduce local emissions and encourage sustainable mobility. In
1973 we developed a proprietary GTL process called Shell Middle Distillate Synthesis.

We have developed unparalleled operating and marketing experience in GTL through
the world's first commercial low temperature GTL plant in Malaysia, which started-up
in 1993. Today, Shell is leveraging this technology and experience to support the
development of the world-scale Peart GTL project in Qatar.

38) How does your experience pursuing Liquefied Natural Gas (LNG) in the United States
compare to the experience of pursing such projects in the other countries where you

have projects under construction?
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Development of LNG regasification terminals that would provide US energy
consumers the ability to access new, much needed supplies of natural gas from
around the world and diversify our nation's energy mix, is extraordinarily more difficuit
and time consuming than what Shelf has experienced elsewhere in the world. As an
example, Shell and TransCanada Pipeline Company are jointly developing a new
regas terminal named "Broadwater Energy" to be located near the middie of Long
Island Sound, 9 miles offshore from New York and 11 miles offshore from Connecticut
that would serve the natural gas starved New York metropolitan regional market. This
region pays the highest energy prices in the country and has enormous challenges
meeting clean air requirements due to its continued use of older, dirtier pulverized
coal and fuel oil power generation and desperately needs plentiful, affordable new
supplies of natural gas. Yet, in the time that it has taken the Broadwater project to
undertake the preliminary development and regulatory review process, Sheli has
developed, built, and placed into service three new regas terminals in other parts of
the worid. This is even in light of newly enacted legislation that was designed to
streamline the regulatory review process to approve the siting, construction, and
operation of these much needed LNG terminals. The protracted, contentious process
of building new energy infrastructure in the US is resuiting not only in undue delays in
developing LNG terminals, but more importantly, drives up the cost of new facilities
and delays the delivery of this much needed natural gas to US consumers resulting in
needlessly increasing the cost of energy for the US.

39) On Page 7 of your testimony, you note that in 2005, you estimated that the average cost
for a deepwater oil rig rental was approximately $200,000 a day — and in 2007 the
average daily costs for a deepwater exploration well was $759,000. It sounds to me like
you aren't necessarily comparing apples to apples. Could you clarify those numbers for
me?

The two columns below show the average cost for exploration wells and development
wells from 2002 through 2007. The numbers are based on cost data from the Dodson
database, the largest cross business database for wells drilled in the Guif of Mexico.
These numbers are a more simplistic indicator of the increase in exploration and
development costs.

Exploration Wells:
2002: $390M/d
2003: $407M/d
2004: $409M/d
2005: $451M/d
2006: $720M/d
2007: $759M/d

Development Wells:
2002: $301M/d
2003: $328M/d
2004: $515M/d
2005: $428M/d
20086: $693M/d
2007: $729M/d
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Overall, based on the above industry data, the GOM Deepwater well cost on average
has gone up about 70% over the last 3 years.

40) As for the projects where Shell is pursuing wind energy, what has been your experience
with consistency of available power generation?

Wind energy is fundamentally an intermittent source of power. Shell is iooking at
different ways of making the power source more consistent by experimenting with
pump-hydropower or compressed air storage, but those technologies would not offset
base load power at this time.

41) Is the demand for petrochemicai products also on the rise? And is that contributing to
the rising cost of gasoline?

Petrochemical feedstocks account for approximately 2.5% of US refinery yields, so
they have only a small impact on the availability of refined products such as gasoline.
Although global demand for petrochemicals is expected to increase in line with world
economic growth, demand and capacity increases are primarily in the Middle East and
Asia Pacific regions rather than the US. As a resuit, changing demand for
petrochemical feedstocks is only a small factor affecting the availability of gasoline in
the US.

42) You specificaily mention the potential for oil shale development in the western United
States. What do you think would need to happen to make projects a reality in Colorado,
Wyoming and Utah?

Shell needs timely publication of final regutations in order to provide a reliable
framework for making future commercialization decisions. Federal oil shale
regulations are needed many years in advance of a move towards a commercial
decision. We need time to finalize project design, get all necessary permits, construct
the project, operate it to see how it performs, analyze the results, submit an economic
and environmental analysis to BLM, and undertake reclamation. We certainly need
commercial leases sometime in the middle part next decade but need BLM to finalize
oil shale reguiations many years in advance of actual preference right lease issuance.
In other words, we must understand the rules of the road in some fashion in order to
consider our research efforts further. To illustrate the point, imagine a pharmaceutical
company deciding whether to spend huge amounts of research and development
doliars for a new cancer cure when the company knows in advance that there is no
method by which the drug can be taken to market. The pharmaceutical company
would obviously not make the investment, and so it is with oil shale development.

We are trying to climb a technology hill that no one has ever been able to climb
before. The Congress has now made that climb more difficult by putting a regulatory
blindfold on us. if regulations are not issued soon, we may never be able to reach the
top of this steep technology hill.

43) On Page 9 of your testimony you note that government agencies must have the “staff
and resources needed to do the environmental analysis and other scientific studies that
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must underpin energy projects of all kinds.” Do you mean just the federal government or
state governments as well? Where do you suggest the best federal staffing investments
would be?

With respect to Federal leases both onshore and offshore, we believe that it is
imperative that the Congress provide adequate funding and staffing to the Department
of Interior's Bureau of Land Management, Minerals Management Service and Fish
and Wildlife Service. Additionally, the National Marine Fisheries Service in the
Department of Commerce and the Environmental Protection Agency have vital
responsibilities for energy development. The Federal Government receives and has
received billions of doliars in bonus bids and royalties from the leasing of federal
lands. We believe that it is imperative that the government fund these agencies
properly so that appropriate environmental and marine mammal and wildlife studies
can be carried out. In order to promote scientific research and environmental studies,
we recommend that Congress provide additional funding to the Mineral Management
Service Environmental Studies Program. Additionally, Shell is strongly supportive of
initiatives that allow companies to provide funding to third parties, chosen by the
government, that can perform needed environmental analysis and studies when
staffing and funding challenges prevent federal agencies from performing these
functions in a timely manners.
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Responses Submitted by Chevron to Follow-up Questions
from the April 1, 2008 Hearing by the
House Select Committee on Energy Independence and Global Warming

1) How much did your company invest in renewable energy technologies by year and
by project over the last 10 years?

Answer: As we have testified, globally Chevron has spent more than $2 billion since
2002 on a broad range of renewables and customer energy efficiency projects. Between
2007 and 2009, we have announced plans to spend an additional $2.5 billion on
renewable technologies and customer energy efficiency solutions. The detailed breakout
of these expenditures is proprietary business information, which we need to keep
confidential for competitive reasons.

Since 2000, Chevron Energy Solutions (CES), a unit of Chevron Corporation, has
developed more than 800 projects involving customer energy efficiency or renewable
power for the country's education, government and business customers.

2) How much does your company plan on investing in renewable energy technologies
by year in coming years?

Answer: Between 2007 and 2009, we have announced plans to spend an additional $2.5
billion on renewable technologies and energy efficiency solutions. The detailed breakout
of these expenditures is proprietary business information, which we need to keep
confidential for competitive reasons.

3) Based on the fundamentals of supply and demand, what does your company
estimate the price of oil should be were it not for speculation, and other factors?
Mr. Simon from ExxonMobil testified that their analysis of fundamental supply and
demand suggests a price of oil in the $50-55 range, and prices above that figure are
due to speculation, weakening dollar and geopolitical stability. Do you agree or
disagree with that analysis?

‘Answer: We believe it is unlikely that speculative financial trading has a significant
effect on crude prices over the long term. Many factors influence the price of oil,
including supply and demand, perceptions of market trends, geopolitical instability,
commodity investments, and the devaluation of the dollar. However, speculation can be a
factor in any commodity market, including oil. Over the long term we don't see
speculators dominating the market — it is too large. We don’t have the ability to quantify
the impact of various individual factors that influence the price of crude oil.

4) What percentage of the current price of oil is a result of speculation?

Answer: We believe it is unlikely that speculative financial trading has a significant
effect on crude prices over the long term. Many factors influence the price of oil,
including supply and demand, perceptions of market trends, geopolitical instability,
commodity investments, and the devaluation of the dollar. However, speculation can be
a factor in any commodity market, including oil. Over the long term we don't see
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Responses Submitted by Chevron to Follow-up Questions
from the April 1, 2008 Hearing by the
House Select Committee on Energy Independence and Global Warming

speculators dominating the market — it is too large. We don’t have the ability to quantify
the impact of various individual factors that influence the price of crude oil.

5) How much did your company invest last year in emerging energy technologies in
North America and what types of technologies would that include?

Answer: As we have testified, globally Chevron has spent more than $2 billion since
2002 on a broad range of renewables and energy efficiency. North America accounts for
about one half of our global spending. Between 2007 and 2009, we have announced plans
to spend an additional $2.5 billion on renewable technologies and energy efficiency
solutions. The regional totals and more detailed breakout of these expenditures is
proprietary business information, which we need to keep confidential for competitive
reasons. (See Attachment 1: “Chevron Biofuels Research Collaborations™)

Since 2000, Chevron Energy Solutions (CES), a unit of Chevron Corporation, has
developed more than 800 projects involving energy efficiency or renewable power for the
country’s education, government and business customers.

6) In 2030, what percentage of global energy demand will be met by fossil fuels?

Answer: EIA’s 2007 projection (Reference Case) estimates around 85% of global energy
demand will be met by oil, gas and coal. The National Petroleum Council (NPC) Report
evaluated various sources and developed a range of 83-87%.

(Source: http://www.npchardtruthsreport.org/)

7) Do you think that it is important as an energy security issue, to use more of the U.S.
reserves of oil and natural gas? What are the best policies to assure our energy
independence?

Answer: U.S. energy policy needs to acknowledge the interdependence of global energy
markets, and, that our country is a major energy producer and has the ability to shape our
own destiny.

We must continue to bring traditional energy supplies to market, and invest in the critical
energy infrastructure this nation needs, even as we are developing alternatives sources of
energy. To meet rising world demand, we need all the energy we can develop in every
potential form. Diversity of supply is a sign of strength rather than vulnerability.
Therefore, we need to improve access to U.S. supplies, promote energy efficiency, secure
diversification of U.S. energy supplies and suppliers, rationalize the gasoline supply to
make it more efficient, and streamline permitting for major energy facilities.

The NPC study sets forth five core strategies to assist markets in meeting the energy
challenges to 2030 and beyond. The United States must:
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Responses Submiitted by Chevron to Follow-up Questions
from the April 1, 2008 Hearing by the
House Select Committee on Energy Independence and Global Warming

1. Moderate the growing demand for energy by increasing efficiency of
transportation, residential, commercial and industrial uses.

2. Expand and diversify production from clean coal, nuclear, biomass, other
renewables, and unconventional oil and natural gas; moderate the decline of
conventional oil and natural gas production; and increase access for development
of new resources.

3. Integrate energy policy into trade, economic, environmental, security and foreign
policies; strengthen global energy trade and investment; and broaden dialogue
with both producing and consuming nations to improve global energy security.

4. Enhance science and engineering capabilities and create long-term opportunities
for research and development in all phases of the energy supply and demand
system.

5. Develop the legal framework to enable carbon capture and sequestration (CCS).
In addition, as policymakers consider options to reduce CO, emissions, provide
an effective global framework for carbon management, including establishment of
a transparent, predictable, economy-wide cost for CO, emissions.

8) What percentage of your stock is own by pension plans and retirement accounts?

Answer: Chevron does not have a precise answer to this question ~ it is not data we track
since many shareholders, including the majority of pension plans, hold their shares
through third party investment advisers and custodian banks. In these cases the
shareholder's identity is not known through our shareholder records. While we believe
the percentage is significant, the best validation for this is a recent study published on the
topic for the industry at large. Shapiro and Pham estimate that 27% of oil and gas
industry shares are held in private and public pension funds, and that another 14% are
held in IRA accounts. (Source: Robert J. Shapiro and Nam D. Pham, 2007, The
Distribution of Ownership of U.S. Oil and Natural Gas Companies,
http://www.sonecon.com/docs/studies/0907 WhoOwnsQilCompanies.pdf )

9) Do you support the use of coal-to-liquids as an alternative to traditional petroleum?
If not, why not? As a follow up, wouldn’t the use of coal-to-liquids significantly
increase our domestic supply of fuel?

Answer: As noted earlier, we believe all forms of energy will be needed to meet the
world’s future demand for energy. Chevron is evaluating coal-to-liquids technology
through our Sasol Chevron Joint Venture, using an indirect process that first gasifies the
coal, then makes liquids from the gas. This process should result in lower capital costs for
facilities, higher energy yields and lower carbon dioxide emissions from the
manufacturing process.

In addition, Chevron Energy Technology Company, a Chevron Corporation subsidiary,
has formed a rescarch alliance with the Penn State Institute of Energy and the Institute of
Environment to research coal conversion technologies. The joint research initiative will
focus on technical innovations of clean coal and coal-to-liquid technology.
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Responses Submitted by Chevron to Follow-up Questions
from the April 1, 2008 Hearing by the
House Select Committee on Energy Independence and Global Warming

An integrated national energy strategy must be developed which addresses our need to
expand and diversify production from clean coal, nuclear, biomass, other renewables, and
unconventional oil and natural gas; moderate the decline of conventional oil and natural
gas production; and increase access for development of new resources.

10) How much bio-fuel and ethanol do you think realistically can be substituted for
traditional petroleum?

Answer: We believe that the blending of ethanol up to the legal limit of 10% of the
gasoline pool by volume (E-10) is achievable given current technology and infrastructure.

Achieving blending levels outlined in the Energy Security and Independence Act of 2007
requires increased research and development into advanced biofuels that are not
developed from food-related feedstock. The required volumes rise to 15.2 billion gallons
in 2012 and up to 36 billion gailons by 2022. Advanced biofuels (such as ceilulosic
biofuel, biomass-based diesel) must be used, along with conventional com ethanol, to
meet annual volume requirements starting in 2009. The annual amount of comn ethanol
that can be used to satisfy the requirernents is capped at 15 billion gallons beginning in
2015 and advanced biofuels are required to meet remaining volumes through 2022.

It is important to note that, as a practical matter, the technology needed to deliver
advanced biofuels at scale doesn’t yet exist and is a major challenge. In addition to
technology, we need to assess the impact of food-versus-fuel issues, land use constraints,
increased irrigation and water requirements, the increased use of pesticides, and other
factors.

Blending beyond the 10% limit requires the Environmental Protection Agency to lift this
limit and would require considerable infrastructure to provide fuels for vehicles designed
to run on higher ethanol concentrations.

11) Are you involved in developing production in Canada’s oil sands or Western oil
shale? Do you believe those alternatives will become more viable if the price of oil
continues to rise?

Answer: Chevron has nine heavy oil leases in place in the Athabasca Region of Northern
Alberta. Called the Ells River Appraisal Project, it is comprised of 85,000 acres and has
an estimated 5.2 to 9.8 billion barrels of bitumen in place. At the nearby Athabasca Qil
Sands Project, Chevron and its partners are producing about 155,000 barrels of bitumen
per day and Chevron has committed $2 billion to expand bitumen production, targeting
255,000 barrels per day by 2010. The mine contains more than five billion barrels of
mineable bitumen.

The U.S. Department of Energy estimates 1.2 trillion barrels of shale oil in Colorado's
Piceance Basin, or about 0.5 to 2.5 million barrels per acre. Chevron's proposal is to test
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Responses Submitted by Chevron to Follow-up Questions
from the April 1, 2008 Hearing by the
House Select Committee on Energy Independence and Global Warming

proprietary oil shale technology on a 160-acre Bureau of Land Management lease about
25 miles southwest of Meeker, Colorado. This RD&D (Research, Development and
Demonstration) lease is one of only five issued by the federal government in the last 30
years. Our RD&D project is designed to determine if our oil shale technology can result
in the economic development of this resource.

12) The American Jobs Creation Act provides a tax credit of up to $1.00 per gallon for
the sale and use of "agri-biodiesel” -- biodiesel from virgin agricultural products.
The credit is $0.50 per gallon for biodiesel from recycled grease. In addition, the law
provides an excise tax credit for biodiesel blends (i.e., biodiesel and conventional
diesel). Producers are eligible for one credit or the other, but not both. The Energy
Policy Act of 2005 extends these credits through 2008. Do you support making these
credits permanent? Do you support increasing these credits?

Answer: We believe that free and open markets for transportation fuels, where ail fuels
must compete on their own merits, are the best way to deliver the greatest value to our
customers. Mandates, subsidies, and tariffs can distort market forces by picking artificial
winners and reducing the incentive for innovation.

13) Do you support suspending or reducing the number of “boutique fuel mixes’ that
each state mandates in order to reduce gas prices in the near future?

Angwer: Yes, Chevron encourages careful evaluation of policies that can lead to
unintended consequences and create inefficiencies in the gasoline supply system. Today
we have over 17 “boutique” fuel requirements across the country, requiring us to blend
unique gasoline products for different states and different localities in response to clean
air initiatives. More requirements on fuels are being added through additional nationat
and state renewable fuel mandates and proposed climate policies. For example, the
federal Renewable Fuel Standard (RFS) imposes a national mandate to inciude rising
levels of corn-based ethanol in our gasoline products and, over time, add significant
quantities of cellulosic biofuels. At the same time that we are accommodating this new
mandate, several states have proposed or have already established separate renewable
fuel mandates. Both state and federal policymakers have proposed legislation to reduce
greenhouse gas emissions that again is focused very heavily on the transportation fuels
sector and could cause yet more boutiques to be created. We urge you and your
colleagues to reflect on how to advance these important national policies without
inadvertently disrupting our ability to provide the gasoline and transportation fuels that
the United States needs at prices that are affordable. Rationalization of these multiple
requirements will reduce complexity in the system by creating at least regional standards
so gasoline can move across state boundaries without having to change the formulation,
will create greater efficiencies in the fuel supply distribution system, and enhance the
industry’s ability to resupply areas during supply disruptions.

14) Do you believe that the Energy Independence and Security Act of 2007 went far
enough to access US oil and natural gas resources?
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Responses Submitted by Chevron to Follow-up Questions
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Answer: Passage of the Energy Independence and Security Act (EISA) of 2007 is a clear
sign that addressing our nation's energy challenges is a top priority for policy makers.
Congress must take the momentum developed and pursue additional long-term policies to
enhance our energy security. The recent NPC Report contains important policy
recommendations that Congress should consider.

Unfortunately, EISA failed to address a number of important public policy issues,
including increasing the country’s energy supply. It did not expand access to domestic
land and Outer Continental Shelf reserves of oil and natural gas. It also failed to provide
for increased utilization of coal-based fuels, which can augment conventional domestic
oil and gas supplies and reduce imports. The increased use of domestic sources, like
petroleum and natural gas will play a critical role in meeting growing demand for decades
to come and in enhancing U.S. energy security. While energy efficiency and deployment
of renewable energy sources are important elements, increasing America's domestic
supply will play a critical role in meeting America's growing energy demand for decades
to come.

15) Are you actively pursing carbon sequestration and Enhanced Oil Recovery in your
oil fields and has that work been successful? What more needs to be done in this
area?

Answer: Yes, we need all the energy we can get from every available source. We must
continue to bring traditional energy supplies to market, and invest in the critical energy
infrastructure this nation needs, even as we are developing alternative sources of energy.

Capturing and storing carbon dioxide in geologic formations (often called carbon
sequestration) is among the key technologies Chevron is pursuing to mitigate GHG
emissions. Chevron is working with industry partners, academic institutions and
government researchers to develop and deploy the technology.

Our Gorgon Liquified Natural Gas project, located in Australia, is one of the most
important gas projects in our industry today. In addition to having the potential to supply
natural gas to Asia Pacific consumers for the next 40 years, Gorgon will also include one
of the world's largest, most advanced carbon sequestration projects. About 3 million
metric tons per year of carbon emissions will be sequestered that would otherwise be
released into the atmosphere. That's a reduction of 40 percent from business-as-usual
emissions. Over the life of the project, we expect approximately 120 million tons of
reservoir CO; to be safely injected.

The Chevron-operated Rangely field in northwestern Colorado is one of the largest and
oldest producing oil fields in North America. Rangely utilizes carbon sequestration
technology, applying water and carbon dioxide (CO») flooding and other technologies to
optimize recovery of its significant reserves.
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We are also doing extensive work in Enhanced Oil Recovery. Chevron has formed a
research alliance with The University of Texas at Austin to develop new technologies to
increase the amount of oil recovered from mature and challenging reservoirs.
Conventional production methods have typically recovered about one-third of the oil in
place from light oil reservoirs, so applying advanced technologies to increase recovery
factors can be an important source of reserve and production growth from existing fields.
Technologies such as advanced steamflooding are enabling us to increase the value of
existing resources while helping us develop the resources of tomorrow. This year we
expect to spend nearly $1 billion on the sophisticated technology and ongoing
development activities required to produce as many barrels as possible out of our 100-
year-oil Kern River field in California.

16) What is a ballpark figure of how much your company pays in taxes each year?

Answer: As reported to the SEC, Chevron’s total tax liability in 2005 was over $30
billion, and in both 2006 and 2007 was over $35 billion.

17) A couple of you mentioned the National Petroleum Council repot “Facing the Hard
Truths about Energy”” do any of you disagree with the findings of that report?

Answer: The NPC report outlines a comprehensive, integrated and broad based approach
to U.S. energy security. We believe the NPC study has given us sound, sensible and
achievable solutions.

18) Several of you mentioned the increasing cost of materials, difficulty in finding labor
and specifically difficulty in finding engineers and scientists in oil and gas
development. What policies do you think would help get the materials and people
that you need?

Answer: Today’s global energy infrastructure requires substantial ongoing investment to
sustain production, tap new sources and meet growing demand. We find ourselves in an
extremely competitive global marketplace for all resources which has resulted in sharply
rising costs for our industry.

The NPC Report encourages Congress to provide support to those seeking engineering
and technical degrees, modify the U.S. tax code and retirement plan regulations to allow
part-time work after retirement without penalty, and increase student and immigration
quotas for trained professionals in energy and technical fields.

Additionally, we urge Congress to reject punitive measures on our industry. Regardless
of intent, these will diminish our ability to invest in the long-term solutions critical to
maintaining this country’s energy infrastructure and supplies, as well as our ability to
develop diverse energy resources in the future.
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19) Is there something in the manufacturing sector that we need to do to help insure
that you get the supplies that you need?

Answer: Today’s global energy infrastructure requires substantial ongoing investment to
sustain production, tap new sources and meet growing demand. We find ourselves in an
extremely competitive global marketplace for all resources which has resulted in sharply
rising costs for our industry.

We urge Congress to reject punitive measures on our industry, which will diminish our
ability to compete with other manufacturers in the global marketplace. We are competing
with foreign oil and other manufacturers in an environment where contractors, fabrication
facilities and materials such as steel are in short supply. Punitive measures such as
windfall profits taxes will diminish our ability to acquire these critical resources and
invest in the long-term solutions necessary to maintain this country’s energy
infrastructure and supplies, as well as our ability to develop diverse energy resources in
the future.

20) The International Energy Agency estimates that $22 trillion — in new energy
investments will be needed by 2030. Where would that money come from?

Answer: The IEA projects that $22 trillion of investment will be required to meet the
world’s projected demand growth by 2030. The $22 trillion includes investment across
the supply-chain including resource development, transportation, conversion, and
distribution. It includes investment in Power Generation, which is expected to account
for just over 50% of projected investment requirements. (Source: IEA World Energy
Outlook 2007) The global investment needed for the oil and gas sector is about $400
billion per year. Current spending rates are below that. This year, estimates suggest that
total global capital investment will approach $300 billion.

Investment will come from a combination of private and government investment
targeting the future energy value-chain. Chevron plans to invest roughly $22 billion this
year alone across the energy value chain to bring energy to the marketplace, but globally
more investment is needed. Much has to come from governments because governments
own and control National Oil Companies.

21) What would be required to get biofuels to a commercial scale that they could
replace oil in the United States?

Answer: Given that the global demand for energy is growing, it will take contributions
from all energy sources — traditional energy, and renewables and alternatives. Biofuels
are one of the renewable energy sources that Chevron is actively pursuing. While experts
believe that conventional fuels will continue to meet the majority of future demand,
biofuels will also be an important part of the fuel supply. The U.S. Energy Information
Administration (EIA) projects that even with rapid increases in renewable energy use
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driven by the Energy Independence and Security Act (EISA) of 2007, renewables will
supply about 12 percent of the total U.S. energy demand in 2030.

Chevron’s biofuels business is advancing technology and pursuing commercial
opportunities relating to the production and distribution of second-generation, or non-
food, biofuels. However, there are significant challenges that need to be resolved so that
we can generate the kind of production at a scale needed to supplement U.S. demand.

First, there are the issues of technology and feedstock. The technology needed to
economically produce non-food biofuels at scale does not currently exist. In addition,
there are challenges with sourcing large amounts of non-food feedstock. Chevron
believes that these challenges can be overcome, and to do so, we’re collaborating with
leading laboratories, universities, and commercial partners, including Weyerhaeuser, — as
well as conducting our own R&D.

Even if all the technical challenges to second generation biofuels are overcome, there will
still need to be an infrastructure to accommodate a commercial-scale industry. Delivering
any physical product on that kind of scale requires an enormous infrastructure.
Infrastructure is perhaps the most-important and least talked about factor that could
constrain second-generation biofuels.

22) In your testimony, several of you point te speculation as a contributing cause of
high crude oil prices. I have introduced legislation, the Prevent Unfair
Manipulation of Prices (PUMP) Act (HR 594), which would improve oversight of
“dark markets” which are currently unregulated by the Commodity Futures
Trading Commission. In our December 2007 Oversight and Investigation
Subcommittee hearing, we heard testimony that this could reduce the cost of oil by
$30 a barrel. Do you believe that speculation in the market is driving up the price of
0il? Would you support this legislation?

Answer: We believe it is unlikely that speculative financial trading has a significant
effect on crude prices over the long term. Many factors influence the price of oil,
including supply and demand, perceptions of market trends, geopolitical instability,
commodity investments, and the devaluation of the dollar. However speculation can be a
factor in any commodity market, including oil. Over the long term we don't see
speculators dominating the market — it is too large. We don’t have the ability to quantify
the impact of various individual factors that influence the price of crude oil.

Chevron’s view is that efficient and transparent markets work, and measures to increase
transparency may be helpful. Congress should carefully evaluate any policy proposals to
ensure there are no unintended consequences.

We do believe the market would react favorably if America showed real determination to

increase access to domestic supplies.
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23) What is the average number of barrels of oil your companies trade each day on
NYMEX? On the InterContinental Exchange?

Answer: Our volume traded on the NYMEX is less than one half percent of the barrels
traded per day. Our volume traded on the ICE is less than one tenth percent of the barrels
traded per day.

24) During the April 1, 2008 hearing, you each spent most of your time complaining
about taxes, specifically that the Renewable Energy and Energy Conservation Tax
Act (H.R. 5351) passed by the House would repeal $18 billion over ten years in
subsidies to your companies. Several times during the hearing, you also said that
your companies do not support mandates and subsidies for renewable fuels. Over
the next ten years, your companies are expected to make $14.6 trillion. H.R, 5351
would only account for approximately one tenth of one percent of your gross
income! How can you insist on retaining these subsidies and tax breaks for your
companies while opposing assistance for renewable energy?

Answer: In my testimony, I stated that between 2002 and 2007, Chevron invested
approximately $73 billion back into the business to bring new energy supplies to
market—investing what we earned. Any increase in taxes on the industry will result in
less capital available for new investments in energy projects, at a time when we need
more investment.

The Section 199 provision was designed to encourage domestic jobs in various industries.
Including Section 199’s tax benefits encourages new U.S. oil and natural gas production and
investments in new petroleum refining capacity. High-paying U.S. oil industry jobs with
excellent health care and other benefits are preserved, and development of domestic energy
supplies is encouraged. We believe that the recent punitive proposal to deny this provision to 5
companies is neither good energy policy nor good tax policy.

25) At the American Society of Newspaper Editors Convention on April 14, 2005, the
President said, “I will tell you, with $55 [a barrel] oil we don't need incentives to oil
and gas companies to explore. There are plenty of incentives. What we need is to put
a strategy in place that will help this country over time become less dependent. It's
really important. It's an important part of our economic security, and it's an
important part of our national security.” Today, crude oil prices are double the
President’s example! Do you agree with President Bush that oil and gas companies
do not need incentives to explore when oil is more than $55 a barrel? Do you agree
with President Bush that we should instead be investing in renewable energy that
will help this country become less dependent on oil?

Answer: Chevron believes that in the current market environment, new tax incentives are
not needed for oil and gas exploration.
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We literally need all the energy we can develop and we need to use energy more wisely.
This includes oil, natural gas, coal, and nuclear power. It also includes renewables, and,
just as important, it includes a focus on energy efficiency.

As we have testified, globaily Chevron has spent more than $2 billion since 2002 on a
broad range of renewables and energy efficiency. Between 2007 and 2009, we have
announced plans to spend an additional $2.5 billion on renewable technologies and
energy efficiency solutions.

26) 1 have attached internal memos from Chevron, Texaco, and Mobil. The Chevron
memo quotes a *senior energy analyst at the recent API convention,” stating “if the
US petroleum industry doesn’t reduce its refining capacity it will never see any
substantial increase” in profits. The Texaco memo complains that ““supply
significantly exceeds demand” leading to “very poor refinery margins and very poor
refinery financial results.” The Mobil memo advocates keeping a smaller refiner,
Powerine, from reopening, stating that a ‘“full court press is warranted in this case.”
From 1995 to 2002, more than 30 refineries have been closed in the United States.
Have any of your companies applied for permits to build new refineries? If yes, how
long did it take to obtain the necessary permits? In July 2007, gas prices increased
30 cents overnight in Escanaba, Michigan. There were no supply disruptions or
other major events that would influence the price this significantly. Is there any
logical explanation why prices would increase 30 cents in that short of time? On
May 23, 2007, the U.S. House of Representatives passed H.R. 1252, the Federal
Energy Price Gouging Prevention Act by an overwhelming vote of 284 to 141.
Please explain why this legislation is not needed, given the significant price increases
consumers continue to face.

Answer: The internal Chevron memo you quote reports on remarks by an external
industry analyst at a general industry meeting. We are attaching a letter previously
submitted to the House Commerce Committee explaining the background behind this
memo and how it has been misconstrued. (See Attachment 2}

Regarding the question on refinery capacity, we have not applied for a permit to build a
new refinery, but have invested to increase capacily at our existing refineries.

While the number of U.S. refineries has decreased, refinery capacity has increased
because refineries have become larger, more complex and more efficient. A combination
of regulatory uncertainty, lengthy permitting processes, and multiple regulatory approvals
create significant disincentives for modernizing and/or expanding existing refineries or
constructing new refineries.

We are investling in our refineries and marketing business to continue to improve our
ability to supply the products U.S. consumers need. We are investing $2.3 billion in 2008
in our U.S. refining and marketing assets. Since 2002, we have invested $5.2 billion and
we have developed additional gasoline production capacity of more than 1 million
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gallons of transportation fuel production per day. At present, we are working on major
projects at each of our big three U.S. refineries. In California, we are advancing through
the permitting process for projects at our El Segundo and Richmond refineries. The
process of obtaining these permits at Richmond has taken over three years and is not
complete. This is more time than needed to construct a new world-scale state-of-the-art
refinery with our partners in India, or complete a major refinery expansion with our
partner in Korea. We are also investing in refineries outside the United States, such as
Pembroke, Wales, which can produce gasoline to meet U.S. and California specifications.

The local and global forces of supply, demand and competition set the price. Although it
1s impossible to know exactly why prices in particular markets move as they do because
of the myriad complex factors involved, basic economic principles apply: There is
upward pressure on prices when demand grows or if a disruption in supply occurs. Crude
oil prices are also a key factor in fuel prices because crude is the primary raw material
used to produce gasoline. History has shown that over the longer term, gasoline prices
generally track the rise and fall of crude oil prices.

Chevron is committed to working with the Congress to build public understanding of the
reasons behind gasoline price increases and decreases, which are driven by the market.
The term *‘price gouging™ has no precise definition outside of specific state statutes,
which define it in a number of different ways. Chevron is committed to comply with
these laws. State Attorneys General and the FTC have conducted extensive price-gouging
investigations. They are better situated to investigate and determine if there have been
any violations of the law, and have found no violations by major refiners. If Chevron
learns that a Chevron-branded station violated the law, we will take the appropriate action
based on all the circumstances of the particular case. That could include termination of
an offending customer’s supply contract with Chevron.

27) In May 2004, the U.S. General Accounting Office released its report, “Effects of
Mergers and Market Concentration in the U.S. Petroleum Industry.” In this report,
GAO found that over 2,600 mergers have occurred in the U.S. petroleum industry
since 1990. The GAO also pointed to economic literature that suggests that firms
sometimes merged to enhance their ability to control prices. Each of your companies
today is the result of significant mergers in the industry. Do you see any more
mergers taking place?

Answer: It is impossible to predict whether we will see more consolidation. Many capital
intensive industries have tended to consolidate over time. However, technological
developments, changing economics and divestitures have created new competitors, We
are now in a period of great change in the energy sector. With significant investment
needed to provide new energy supplies and to develop new technologies and alternative
fuels, it is likely the industry will continue to evolve, which may include additional
merger activity.
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28) In your testimony, almost all of you mention “more domestic drilling” as your top
solution to high energy prices. What assurance can you provide that oil and gas
from the Arctic National Wildlife Refuge (ANWR), the Quter Continental Shelf
(OCS), or other domestic sources would stay in the United States? What is your
response to economists that tell us that the oil and gas will likely go to higher priced
markets in Japan and elsewhere?

Answer: Crude oil is a globaily traded commodity whose price is determined by various
factors including supply and demand, perceptions of market trends, geopolitical
instability, commodity investments, and the devaluation of the dollar. We don’t have the
ability to quantify the impact of these factors. What we do know is that every addition to
the supply of crude oil, anywhere in the world, will create downward pressure on the
price of crude oil.

The reality is that America today depends upon oil and gas to meet its energy needs. The
U.S. remains one of the largest oil producers in the world with oil and natural gas liquids
production of nearly 7 million barrels per day. However, a combination of rising demand
in the United States coupled with declines in our traditional production base for oil and
gas have resulted in increasing levels of foreign imports, particularly for transportation
fuels. In 2007, the U.S. imported 13.5 million barrels per day of crude oil and petroleum
products or roughly 65 percent of total U.S. consumption. U.S. imports of crude oil
reached about 10 million barrels per day in 2007 or 73 percent of net input into U.S.
refineries.

However, America can become more energy secure by reducing our dependence on
imported foreign oil. That is a policy choice. By developing more of our own resources,
we send a message to the rest of the world that we are determined to do our part to
increase energy supplies.

29) In May 2006, the Energy and Commerce Committee held a hearing on gas prices,
and we discussed the crack spread, or the difference between a barrel of crude oil
and the refined product. At this hearing, the average crack spread for a refinery in
2006 was estimated to be about $20 to $30 a barrel by Howard Gruenspect, the
Deputy Administrator at the Energy Information Administration. Mr. Gruenspect
testified that a crack spread of $8 or $9 is sufficient to cover refining expenses and
provide a reasonable profit to the facility. What is your current crack spread at the
refineries your companies operate? Why have your companies scaled back their
refinery expansion plans to keep crack spreads high?

Answer: Chevron considers the following industry benchmark refining margins to be the
most relevant to Chevron’s U.S. refining business:
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Refining Margin Benchmark st Qtr. 2008
U.S. West Coast Blended 5-3-1-1

(50% Arab Medium, 25% Arab Extra Light, $20.39

and 25% Alaska North Slope)

U.S. Gulf Coast Maya 5-3-1-1 $26.35

Chevron’s realized refining margins in the first quarter of 2008 were lower than these
industry indicator margins due to refinery downtime and other factors.

Chevron has not scaled back refinery expansion plans in order to affect refining margins
In fact, we have increased capacity over the last two years by over 1 million gallons per
day, and we are actively pursuing additional projects to increase the efficiency and
refining capacity of our U.S. refineries.

There is simply no basis for the allegation that refiners are guilty of price manipulation.
In its comprehensive 2006 Investigation of Gasoline Price Manipulation and Post-
Katrina Gasoline Price Increases, the Federal Trade Commission reported:

“Our investigation uncovered no evidence indicating that refiners make
product output decisions to affect the market price of gasoline. Instead,
the evidence indicated that refiners responded to market prices by trying to
produce as much higher-valued products as possible, taking into account
crude oil costs and other physical characteristics.”

The FTC report also found that:

“Refiners appear to make capacity expansion decisions based on internal
financial criteria and long-term forecasts about market conditions. No
evidence suggested that, when making these decisions, refiners take into
account any effect their capacity additions will have on prices.”

Of course, gasoline prices have risen since the FTC issued that Report. But today’s
higher fuel prices are explained entirely by the even greater increases in global crude oil
prices. During the last three quarters Chevron’s U.S. Downstream sector (refining,
marketing and transportation) incurred a loss of $161 million, due primarily to the
inability to recover higher crude oil costs.

30) Please provide a list of oil and gas leases currently in the possession of your
company and its subsidiaries, and give a status report as to the state of the
production of each of these leases.

Answer: We currently hold a total of 2139 Federal leases and 1453 of them are
considered developed. The following table details the number and percentage of these
leases that are developed and held by production vs. those that are considered
undeveloped, broken out by onshore and offshore.
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Note the relatively larger percentage of offshore leases currently characterized as
undeveloped (though not inactive). This reflects several factors, including; a larger
percentage of newer leases in early evaluation phases (it can take over a decade to
develop a prospect) and the greater challenges involved developing offshore
infrastructure to support discoveries. Further, over 10 percent of our “undeveloped”
offshore leases are classified as “non-producing within a unit”. In this case production of
a reservoir common to the unit may occur from facilities on one or only a few of the
unitized leases. While the resource associated with the lease is actually being produced,
the data we submit to the SEC classifies the lease acreage as undeveloped.

DEVELOPED | DEVELOPED - % | UNDEVELOPED | UNDEVELOPED-%
ONSHORE 1343 63% 1155 86% 188 14%
OFFSHORE 796 3% 298 3% 498 63%
TOTAL | 2139 | 100% 1453 68% 686 2%

Most of Chevron's undeveloped leases are located in water depths between 4,000 and
10,000 feet where there is no infrastructure to produce hydrocarbons, and most of
Chevron's exploratory activity is in ultra-deepwater (greater than 6,000 feet) areas of the
Gulf of Mexico. Technology is being developed to produce newly discovered resources
in ultra-deepwater, but it takes years to design, build, test, and install this new equipment.
In many cases 10 year primary lease terms are too short to allow orderly development in
frontier areas such as ultra-deepwater.

Onshore or offshore, our consistent practice is to conduct a thorough evaluation, followed
by development where viable, of every lease we hold. Not every lease has recoverable
resources—Ieases for those properties that are unproductive are relinquished once we
have determined that commercial quantities of oil and gas are not available.

31) As fuel prices rose over the past 6 years, has American demand decreased? Why or
why not has this occurred? If gas taxes were increased, do you think demand would
decrease? Did this happen in European countries when then imposed large gas
taxes?

Answer: The accelerated increase in demand for energy since 2004 has reduced the

global spare capacity of crude oil, creating a tighter relationship between supply and
demand and heightened concems in markets around the world. In the U.S., consumers
have begun to respond to the high fuel prices by using less. Figures from the EIA suggest
that petroleum product demand in the U.S. has fallen 4.4 percent over the first three :
months of the year, compared with the same period last year.
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As it is impossible to know exactly why prices in particular markets move as they do
because of the myriad complex factors involved, it is also impossible to determine how
demand will react to a myriad of complex factors.

The marketplace forces of supply, demand, and competition determine the price of
gasoline. Chevron takes the market as we find it and we price our products competitively
in each market we serve. Increased taxes would add to the price of gasoline, and therefore
could impact gasoline demand.

As far as Europe is concerned, diesel penetration of the European passenger car markets
started around the end of the 1980s, when technological innovations improved the
comfort and driveability of diesel cars. It is also our understanding that a shift in public
policy drove gasoline taxes higher, creating a huge incentive for diesel powered vehicles,
which further contributed to the “dieselization” of the automobile industry in Europe.

32) At current projections, when will your current reserves be depleted?
Answer: Chevron’s proved oil & gas reserves, as defined by the U.S. Securities &

Exchange Commission, total 10,777 million barrels of oil equivalent. This would last
roughly 11.4 years at 2007 rates of production.

vron Reserves to Pro ion Ratio 2007
Qit & Gas Production MMB/D* 2.6
Qil & Gas Production MMBY* 946.0
Proved OEG Reserves (MMBs) 10,777
Reserves to Production Ratio 11.4

*Per SEC Definition

However, proved reserves only capture a fraction of Chevron’s total resource portfolio.
Chevron’s total oil and gas resource portfolio is estimated to be 62.58 billion barrels of
oil equivalent. Resource is defined as unrisked proved, probable and possible reserves
plus potential recoverable resources contingent on commerciality, including oil volumes
associated with Athabasca Oil Sands mining. Crude oil extracted through bitumen mining
operations is not considered to be an oil and gas producing activity by the Securities and
Exchange Commission.

The long-term viability of our business depends on our success in implementing the
massive investments required to transfer these resources into recoverable proved
reserves, and ultimately into production.

33) When do you expect underdeveloped countries will reach a level to where they will
begin to significantly buy oil for use? How will this affect supply and fuel prices?
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Answer: Today the developed economies in North America, Europe, and Asia account
for roughly 56% of the world’s oil consumption. It will be some time before under-
developed countries rival these nations in terms of absolute levels of consumption.
However, developing economies (non-OECD) have accounted for nearly 91% of the
growth in oil demand since the start of this decade. China alone has made up nearly 32%
of the rise in global oil demand since 2000.

The emergence of significant levels of demand growth across these developing
economies has been one of the critical factors shaping global oil market dynamics and
prices this decade.

34)If all conventional, alternative, and unconventional sources of oil in the U.S. were to
be developed, how long wonld the supply last based on current estimates of
increased usage?

Answer: This is a difficult question to answer given the broad definition of conventional,
alternative, and unconventional sources of domestic oil. There is great uncertainty
regarding technology and future development to pinpoint the future potential of resources
like second generation biofuels, coal-to-liquid (CTL), shale, etc. Some of these
technologies compete in other markets and therefore it is unclear exactly how much
resource will be devoted to liquid fuel development. Shale and coal development will
also hinge future environmental policy (CO3) and permitting from the federal to local
level.

The U.S. holds 2% of the world's conventional oil reserves and 3% of the world's natural
gas reserves. However, the U.S. holds huge undeveloped resources of natural gas, oil and
two promising unconventional sources of liquids fuels; coal and oil shale. Of the world's
estimated 4 trillion barrels of oil equivalent (BOE) for coal, the U.S. has a 28% share or
1.1 trillion BOE. Of the world's estimated 1.1 trillion BOE proved reserves base of oil
shale, the U.S. has a 58% share or over 600 billion BOE.

Perhaps a more concrete example would be to look at conventional oil resources in the
U.S. currently off-limits to development. The U.S. Minerals Management Service
estimates that the 85% of acreage of the Outer Continental Shelf off-limits to oil & gas
development contains:
= 19 billion barrels of oil - enough to replace OPEC imports for 11 years
= 86 trillion cubic feet of natural gas - enough to meet current residential use for 18
years

35) Please describe to this committee your short, middle, and long-term plans for oil
and renewable energy development.

Answer: We are actively responding to the energy demand of the United States and
countries around the world-—investing aggressively to develop a diversified portfolio of
energy supplies to meet today’s and tomorrow’s needs. Our activities span a diverse
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portfolio of energy interests, including traditional oil and gas, renewables, alternatives,
energy efficiency services, and research and development in future energies. Between
2002 and 2007, Chevron invested approximately $73 billion back into the business to
bring new energy supplies to market—investing what we earned. Some $22 billion of
that sum was invested in our U.S. operations.

Globally, Chevron currently has 40 major capital oil and natural gas projects in the
planning, engineering or development stage, each with a net Chevron share of the
investment over $1 billion. These projects are critical to supplying the energy that the
world needs and will be important to closing the gap between supply and demand, which
is key to addressing the chailenge of high prices. Out of this queue of 40 major supply
projects, eight are located in the United States. And there are many other upstream
projects under $1 billion that will yield significant production,

Since 2002, Chevron has spent more than $2 billion to develop renewables and energy
efficiency services. Between 2007 and 2009, our spending on renewable technologies
and energy efficiency solutions will be an additional $2.5 billion.

36) You note that you blend ethanol into almost 40% of the gasoline that you sell in the
United States — how has the price of ethanol fluctuated over the last few years and
what impact has that had on the price of gasoline overall?

Answer: Ethanol is an important component for gasoline supply, and is therefore a factor
in fuel costs but to a much lesser extent than crude oil because of the low ratio of ethanol
in gasoline. Inasmuch as ethanol adds to the supply of gasoline, the fundamental laws of
supply and demand predict a moderating influence on prices. If the cost of ethanol were
to significantly increase or decrease, it could have a corresponding effect relative to the
price of gasoline at that time. But quantification is virtually impossible due to the-many
other forces affecting both supply and demand.

37) What type of ethanol are you using for your blends? And what types of “next-
generation biofuels” are you considering?

Answer: Chevron is currently not a producer of ethanol and, therefore, to meet our
system requirements we purchase anhydrous ethanol from a variety of domestic and
international producers and distributors. Domestic ethanol supplies are produced mostly
from corn while international supplies are produced mostly from sugar cane.

Next generation biofuels under research at Chevron include cellulosic ethanol, biomass-
based diesel and other finished liquid fuels, and biomass-based crude and intermediate
products that can be further processed in our existing refining infrastructure.

38)In your testimony you note that you are the world’s largest geothermal energy
producer. Where are you producing that energy? What would make the U.S. a
viable site for geothermal production?
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Answer: We currently operate geothermal power facilities in Indonesia and the
Philippines, with a total installed capacity of 1,273 megawatts. The U.S already has
geothermal power plants, primarily in the western U.S. where geothermal reservoirs
exist. While large power generation facilities are limited to locations where underground
reservoirs of hot water and steam are available, Chevron is also evaluating technologies
that extract geothermal energy from nontraditional sources. These technologies can be
integrated into existing operations to minimize resource waste, and generate rencwable
baseload power for operating cost offsets and/or supplying power to the grid.

39) 1 am told that you have actually used solar panels to provide energy for drilling for
oil in some of your locations. Could you expand on your experience with that?

Answer: The Solarmine project, installed on six acres of Chevron oilfield property near
Bakersfield, California, generates peak power of approximately 500 kilowatts, or about
930,000 kilowatt-hours of clean energy annually. The purpose of the project has been to
gain experience in the design and development of a flexible photovoltaic (PV) system
and collect data to evaluate the system's performance and benefits. The system is made
up of 4,800 Uni-Solar PV-128 photovoltaic modules installed on south-facing racks. At
the time the system was completed in early 2003, it was the largest array of amorphous-
silicon solar technology in the world, offsetting 326 tons of CO2 emissions annually.
The project is connected to the local electric distribution system and provides power to
oil-well pumping units and processing plants in Chevron's Midway-Sunset oil field. We
are also evaluating alternative solar thermal systems to see whether they can be useful in
generating heat for oil production.

40) As for the projects where Chevron has provided solar energy, what has been your
experience with consistency of available power generation?

Answer: When Chevron develops a solar project, we utilize various models developed by
the National Laboratories to estimate the level of output for a solar project. We enter in
the site specific and project specific attributes such as the system size, location,
orientation, tilt, module and inverter characteristics, etc. to estimate the future output of
the facility. We then track the actual performance of the solar system utilizing data
monitoring systems. We have consistently found that the actual output of the solar
systern meets or exceeds the expected output of the system. This assumes that the
installation itself is properly designed, engineered, and maintained based on site specific
criteria and that there is no shade on the modules during the daytime hours.

The energy produced on an annual basis is fairly predictable and also reasonably stable
over time. From an electric utility’s perspective, the question of consistency may be
regarded quite differently as the output of a solar facility can entertain wide variations
multiple times in the same day, and even during daytime hours, due to weather patterns,
clouds, or other factors. Thus, the "capacity” value of solar is somewhat variable over the
period of a day, but the ‘energy” value" is generally quite consistent over the long term.
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41) On Page 2 of your testimony, you emphasize that “strong global demand” and
“weak U.S. dollar’” have driven up oil prices - what countries have soaring demand
for oil and how does that compare to the demand for oil in the United States?

Answer: The U.S. is the world’s single largest consumer of oil accounting for roughly
24% of global consumption or 20.7 million barrels per day. The U.S. has only accounted
for about 7% of the rise in global oil demand since 2000, whereas developing economies
have made up nearly 91% of the growth in oil demand since the start of the decade.

The emergence of significant levels of demand growth across these developing
economies has been one of the critical factors shaping global oil market dynamics and
prices this decade.

China has been the single largest contributor to oil demand growth this decade
accounting for 32% of the increase in demand since 2000. In absolute terms, China
consumes 7.9 million barrels per day.

The Middle East has accounted for nearly 24% of the increase in oil demand since 2004.
The IEA projects that the region will account for 30% of the increase in oil demand this
year. The emergence of the demand growth in the Middle East has also been a significant
event in the oil market. Higher internal demand in the region means less available for
export from the Middle East—a key oil supplying region.

42) On Page 3 of your written statement you say “The Middle East is also in the middle
of a substantial investment cycle, a process that has kick-started oil demand growth
in the face of rising oil prices.” Could you explain that statement further?

Answer: Higher oil prices have resulted in generating significant investment in Middle
East oil resources for producers. This has stimulated economic growth across the region
through higher levels of domestic investment in projects and infrastructure. This
investment phase has prompted higher demand for raw materials, including energy,
across the region.

The Middie East has accounted for nearly 24% of the increase in oil demand since 2004.
The IEA projects that the region will account for 30% of the increase in oil demand this
year. Most Middle East governments subsidize oil consumption; therefore demand
growth has not been heavily impacted by the rising price of crude oil on the global
market.

43) On Page 7 of your testimony, you talk about your praject to make biofuels from
non-food sources — what sources do you think hold the most potential?

Answer: Chevron is researching the potential of a wide variety of non-food and non-feed
biomass sources. We are evaluating forestry resources and by-products, switchgrass,
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Responses Submitted by Chevron to Follow-up Questions
from the April 1, 2008 Hearing by the
House Select Committee on Energy Independence and Global Warming

purpose-grown energy crops such as miscanthus, energy cane, sorghum, jatropha, and
municipal solid waste and other recovered fibers. In addition, algae may hold promising
long-term potential and the added benefit of not requiring large amounts of tiliable land
to achieve commercial scale.

At this stage of our research, it would be premature to know which one or combination of
sources hold the most potential for large scale non-food commercial biofuel production.

44) What has your experience with hydrogen stations? What kind of investment would
it take to update our infrastructure nationally is hydrogen becomes a viable option
for transportation fuel in the long term?

Answer: Chevron currently operates a total of five hydrogen energy demonstration
stations in California, Michigan and Florida. Hydrogen vehicle technology is still in the
demonstration phase. Despite progress, major hurdles of high fuel cell costs, on-board
hydrogen storage costs and limits, and high costs for dispensed hydrogen remain. Until
advanced hydrogen production and storage technologies for retail use are developed it's
difficult to estimate the costs of deploying hydrogen infrastructure at commercial scale.
We expect the industry to continue demonstrations and niche applications including some
use by transit buses within the next five years, but significant penetration into the Light
Duty Vehicle market seems likely to be decades away.

Continuing progress in other vehicle technology and fuel alternatives, and the desire for
nearer-term solutions has moved hydrogen out of the spotlight. Alternatives such as
hybrid-electric gasoline or diesel vehicles do not present the barriers of hydrogen, can
approach overall fuel cell vehicle energy efficiency, continue to improve, and are
commercial now. Hydrogen use in internal combustion (IC) engines is quite well
demonstrated, but engine efficiencies are not necessarily better than diesels. NOx
emissions controls may still be required, and hydrogen storage and fuel costs are high. In
addition, there remains a concern about hydrogen safety in routine fueling by the public.

45) You note that you are investing in a refinery in Pembroke, Wales which can
produce gasoline to meet US and California specifications. Why not build this
refinery in the United States?

Answer: Upgrading and expanding existing refineries has been more efficient and
practical in the US than building new refineries. Over the last two years or so, Chevron
has increased its gasoline production capacity by over 1 million gallons per day (27,000
barrels per day) throngh capacity additions at existing refineries. We are currently
seeking permits to both our Richmond and El Segundo, California refineries for further
production enhancements and increased refiability. Pembroke, Wales, an existing
Chevron refinery, already had the ability to manufacture U.S. and California grade
gasoline without significant modifications and is being used to back up current
production in case of a major supply disruption as well as potentially supplement future
production if demand warranted.
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Responses Submitted by Chevron to Follow-up Questions
from the April 1, 2008 Hearing by the
House Select Committee on Energy Independence and Global Warming

46) I applaud your emphasis on energy efficiency within your own company. How
much money do you estimate that you have saved through increasing your energy
efficiency?

Answer: Chevron is 27% more efficient in 2007 than we were in our base year of 1992.
Chevron spent about $5 %2 billion dollars on energy consumption in 2007. Had we not
improved and continued at the 1992 efficiency level we would have spent about $7 12
billion in 2007 which is about $2 billion dollars more than we actuaily spent.

47) On page 10 of your testimony, you state, “moderate the growing demand for energy
hy increasing efficiency of transportation, residential, commercial and industrial
users,” What other incentives would you recommend?

Answer: The statement made on page 10 is in reference to the NPC Report’s
recommendation that policies are needed to promete energy efficiency such as the
following: encourage states to implement and enforce more aggressive energy efficiency
building codes; establish appliance standards for new products; update federal appliance
standards on a regular basis; have the DOE conduct and promote research, development,
demonstration, and deployment of industrial energy efficiency technology and best
practices; and permanently extend the R&D tax credit to spur private research and
deveclopment investments.

48) What would you estimate the cost per gallon of gasoline associated with the financial
sector’s “flight to commodities”?

Answer: We don’t have the ability to quantify the impact of various factors that influence
the price of crude oil, including supply and demand, geopolitical instability, commodity
investments, and the devaluation of the dollar.

The local and global forces of supply, demand and competition set the price of gasoline.
The major influence on gasoline price increases in the recent year has been increases in
the price of crude oil. History has proven that over the longer term, gasoline prices
generally track the rise and fall of crude oil prices.

49) You state on page 1 of your testimony,” Chevron is a leading producer of renewable
energy. We’re the world’s largest producer of geothermal energy.” How many
people do you employ in your renewable energy division or in other words, how
many “green collar” workers does Chevron currently employ?

Answer: Our geothermal business employs over 900 full-time employees (both national
plus expatriate) in Indonesia and the Philippines.

In addition, Chevron employs over 500 employees in operations related to energy
efficiency, and renewable energy development and commercialization.
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50) On Page 11 of your testimony, you bring up the issue of boutique fuels ~ you
mentioned that there are 17 boutique blends across the country. Obviously there
are some seasonal issues with blends, but what do you think is the appropriate
approach to sr number of boutique fuels?

Answer: Today we actually have over 17 “boutique” fuel requirements across the
country, requiring us to blend unique gasoline products for different states and different
localities. More requirements on fuels are being added through renewable fuel mandates
and proposed climate policies. For example, we are under a mandate to include rising
levels of corn-based ethanol in our gasoline products and, over time, add significant
quantities of cellulosic biofuels. At the same time that we are accommodating these new
mandates, policymakers have proposed legislation to reduce greenhouse gas emissions
that again is disproportionately burdensome on the transportation fuels sector. We urge
you and your colleagues to reflect on how to advance these important national policies
without inadvertently disrupting our ability to provide the gasoline and transportation
fuels that the United States needs. Rationalization of these multiple requirements will
reduce complexity in the system by creating at least regional standards so gasoline can
move across state boundaries without having to change the formulation, create greater
efficiencies in the fuel supply distribution system, and enhance the industry’s ability to
resupply areas during supply disruptions.

51) Mr. Robertson (Chevron), in your testimony, you say that given the renewable fuels
standard in the Energy Independence bill, Chevron canceled work on a major
refinery expansion due to “uncertainty over how much additional U.S. refining
capacity may be needed to meet future US demand.” But you also note in your
testimony that demand for oil will continue to remain the same. How can you claim
that you won’t need this refinery expansion when you also say that “we literally
need all the energy we can develop?” Why are you using renewable fuels as an
excuse for not building more refinery capacity?

Answer: We believe the U.S. refined petroleum market is currently well supplied to meet
demand. Chevron has a number of projects underway at existing refineries to help
improve reliability and efficiency, and overall performance which will also help meet
future growth needs. Over the last two years or s0, Chevron has increased its gasoline
production capacity by over 1 million gallons per day through capacity additions.
Current and planned projects at Chevron refineries in the U.S. are projected to increase
total gasoline production by about another 800,000 gallons/day.

Future investments must take into account market forces, market direction, and
government policies - for example, the renewable fuels program creates uncertainty over
how much additional petroleum refining capacity will be needed in the U.S. Nonetheless,
we are investing $2.3 billion this year in our U.S. refining and marketing business.
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Additionally, it can take years to get the permits even for modernization projects that
allow our operations to run more reliably and efficiently. For example, such a project at
our refinery at Richmond, California is currently in the fourth year of the permit
application process.

Globally we need all the energy we can develop and the U.S. needs to do its share. To the
extent that we can reduce the declining rate of oil production in the U.S., we can reduce
imports of oil.
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Lisa 8. Barry Chavron Sovarnment Affalm
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October 14, 2008
Faceimaile Delivery Facsimile Delivery
202 228 4692 202 225 6098
The Honorable BEdward 1, Markey The Honorsble F. James Sensenbwenaer
Select Committec on Energy © Select Committes on Energy
Independence and Global Warming Independence and Globel Warming
U.5. House of ives U.S, House of Representatives

B243 Longworth House Office Building F2-344 Ford Houss Office Building
Washington, DC 20515 Washington, DC 20515

Dear Chairman Markey and Ranking Member Sensenbrenner:

1 write in order to provide an additional response to Chairman Markey's lettet to David O'Reilly of
September 12, 2008 rogarding the Office of Tnspector General for the Department of the Iuterior reports
related to the Mincrals Management Service. This response supplements the information provided in my
September 17, 2008 letter to the Select Commities.

Response te Question 5 In Chalrman Markey’s feiter. Based on a thorough review of our internal
lobbying records, Chevron’s expenditures from Janusry 2002 through December 2006 on lobbying the
U.5. Department of Interior sod other administration employees ar officials conserning the Royalty in
Kind progrem totaled no more than $16,919.00.

These expenses are eatirely attributable to the approximate salary and benefits paid to one former
smployes located in Houston, Texes who had ro direct lobbying contacts with the U.8. Department of
Interior or any other asdministeation employees or officials concerning the Royaky in Kind progrsa.
Chevron did not incur any meal, entertainment or travel expenses in connsation with lobbying the Royally
in Kind program.

Sincerely,

e
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John E. Lowe
Executive Vice President
Expioration & Production

Petroleum 3020
600 North Dairy Ashford {77079-1176)
P.O. Box 2197
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Tune 26, 2008

The Honorable Edward J. Markey

Chairman, the Select Committee on Energy Independence and Global Warming
U.8. House of Representatives

Longworth House Office Building

Washington, D.C. 20515

Dear Representative Markey:

I am attaching our company’s responses to the written questions from members of
the Select Committee on Energy Independence and Global warming forwarded to us
from your staff on June 3, 2008. We appreciate you extending the response
deadline to June 26, 2008 as it allowed us to spend the time required to address
some of the more complex questions.

Please direct any further questions on this response to Jeff Reamy, in our
Washington, D.C. office. His telephone number is (202) 833-0922.

We appreciate the opportunity to share our views on the energy security challenges

that-the U.8. is facing and what our beliefs on what this nation needs to do about it.
We look forward to further dialogue with your committee on this important topic.

Sincercly,
. i E. Lowe
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Questions from Select Committee on Energy Independence and Global
Warming

1) How much did your company invest in renewable energy technologies by vear and by
project over the last 10 years?

Several government forecasts show that fossil fuels will still be meeting about 80 percent of
the world’s energy needs in 2030. ConocoPhillips invested $57 billion between 2003 and
2007 in developing new conventional, unconventional and alternative energy supplies as we
will need all of these sources to satisfy energy demand. That figure represents a reinvestment
rate on average of 106 percent of net income over this time period.

The proportion of capital devoted to alternative energy investments seems small only because
of the vast scale of our existing oil and natural gas businesses. Our objective is to develop
new technologies that can compete with conventional hydrocarbons and reduce their carbon
footprint. If we advance the technologies as planned, this could lead to multi-billion dollar
projects.

Over the last five years, ConocoPhillips has invested nearly $700 million in alternative
energy technology, with over $200 million on the renewable portion. Reliable data is not
available prior to the merger between Conoco Inc. and Phillips Petroleum Company.

$MM

2003 2004 2005 2608 2007
CTL/GTL 29 58 39 25 24
Heavy Oil'Wind/Non Fossil
Fuels/Hydrogen 39 26 35 46 41
Other Technology 50 58 81 72 90
Total $118 $140 $135 $143 $155

We are engaged in a substantial amount of activity in the alternative energy arena and we
summarize it below:

Renewable energy — ConocoPhillips is already a large blender of conventional ethanol in the
United States, As the nation’s second-largest refiner and fuels producer, during 2007 our
marketers in the United States sold about 425 million gallons of ethanol, equivalent to a
nationwide blend rate of 4,7 percent. Approximately 55 percent of our gasoline sales contain
ethano], Additionally, we are rapidly expanding our U.S. ethanol blending capabilities. Since
2005, we spent $55 million on ethanol blending facilities at our terminals. We now have
capability to blend ethanol at 120 terminals (including proprietary and third-party terminals)
and are evaluating additional expansions. We are selectively adding biodiesel blending
capabilities, although this fuel is currently priced higher than petroleum-based diesel fuel,
and the economies of blending are challenged.
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E-85 fuel is being marketed under our branded canopy in a number of states with over 2,500
potential sites, provided the marketer meets certain image, safety and fuel-quality guidelines.
Biodiesel is also being test marketed under our branded canopy, with under-the-canopy sales
of unbranded B11 in Illinois and of branded B3 in certain farm states, again provided that the
marketer meets specific image, safety and fuel-quality guidelines. Gver 800 branded sites
could potentially pilot market biodiesel in certain states.

The company is also engaged in the development and production of new biofuels that have a
better environmental footprint than existing sources. We currently produce renewable diesel
fuel at our Whitegate refinery in Ireland using vegetable oils as a feedstock, and are test
manufacturing the process at the Borger refinery (a joint venture with EnCana) in Texas as
part of our arrangement with Tyson Foods to utilize by-product animal fat as a feedstock.
The technology is performing well, but the economics are threatened by rising raw material
costs and the prospective loss of federal tax credits that are available to competing biomass-
based diesel fuels.

ConocoPhillips conducts or funds internal and external research on new biomass fuels and
has a joint development agreement with Archer Daniels Midland to develop fuels from
agricultural waste. We have a major relationship with Towa State University to research all
phases of biofuels, and are a founding member of the Colorado Center for Biorefining and
Biofuels, a cooperative research and educational center devoted to the conversion of
biomass-to-fuels and other products.

Further, ConocoPhillips has created an internal group dedicated to evaluating opportunities to
invest in solar, wind and geothermal power projects.

Alternative automotive technology — ConocoPhillips has participated in the FreedomCAR
and Fuel Partnership with the U.S. Department of Energy, automobile manufacturers and
other fuel providers since 2003, We are also working to facilitate wider use of electric
vehicles by developing high-performance materials for lithium-ion batteries, a critical
compenent in these vehicles.

Gasification — ConocoPhillips’ E-Gas™ technology is a leading, commercially proven
gasification technique. We are developing projects based on this technology and licensing it
to others to utilize in producing synthetic natural gas, electrical power and a variety of
chemicals. We are actively conducting feasibility studies on two gasification projects for
equity participation. The first one is in conjunction with Peabody Energy in Kentucky, which
would use the ConocoPhillips proprietary E-Gas™ technology to produce syngas from a
blend of coal and petroleum coke {approximately 10,000 tons per day), which would then be
converted into pipeline quality methane (natural gas, 50-70 billion cubic feet per year). The
second project is at the ConocoPhillips Sweeny refinery in the Texas Gulf Coast. This project
plans to produce syngas from refinery-sourced petroleum coke (about 5000 tons per day) for
use in the associated cogeneration power plant, or in producing methane and hydrogen.
These will be among the largest coal or coke-fueled gasification facilities in the world and
could both be operational in the 2014-2016 timeframe if the studies prove them to be
economically viable, The total expected gross capital costs are estimated at up to $7 billion.
Options for carbon capture and sequestration are being evaluated for both of these projects.
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Heavy oil and unconventional oil and natural gas — ConocoPhillips is presently undertaking
significant research to improve the recovery of heavy oil and unconventional oil, such as oil
shale, and improve energy efficiency throughout the production, transportation and
processing value chain. We are also undertaking research and development focused on
reducing their environmental footprint in terms of greenhouse gas emissions, water and land
use.

Other focus areas for our research and development efforts include improving recovery of
challenged natural gas and developing methods to commercially produce methane hydrates.

Carbon dioxide capture and storage and water usage — ConocoPhillips believes that
development of carbon capture and storage (CCS) technology is essential in that it will
improve the environmental sustainability and acceptability of available fossil fuel resources.
The company funds internal research as well as university research programs in the United
States, Canada, Australia, Norway and the United Kingdom that are investigating CCS
technology and how it can be customized to meet our industry’s needs and the needs of our
specific sites. We are in the planning phases for selecting several possible CCS sites in the
United States and other countries.

ConocoPhillips believes that reducing the footprint of energy production operations on water
resources will help improve the sustainability of both conventional and alternative energy
sources. We are measuring our freshwater usage and developing detailed water assessments
of selected business units, bringing greater focus to water management as a fundamental
component of business planning. In addition to technology work underway in our existing
Oklahoma laboratories, in cooperation with General Electric, we recently announced the
establishment of the Qatar Water Sustainability Center, with the long-term vision that it will
become a corporate center of excellence for water-related technologies,

How much does your company plan on investing in renewable energy technologies by
year in coming years? ’

The ConocoPhillips current long range plan includes $100-§$150 million per year for
renewables and a total technology budget of approximately $500 million per year.

ConocoPhillips is already a large blender of conventional ethanol in the United States. As the
nation’s second-largest refiner and fuels producer, during 2007 our marketers in the United
States sold about 425 million gallons of ethanol, equivalent to a nationwide blend rate of 4.7
percent. Approximately S5 percent of our gasoline sales contain ethanol., Additionally, we are
rapidly expanding our U.S. ethanol blending capabilities, Since 2003, we spent $55 million
on ethanol blending facilities at our terminals. We now have capability to blend ethanol at
120 terminals (including proprietary and third-party terminals) and are evaluating additional
expansions. We are selectively adding biodiesel blending capabilities, although this fuel is
currently priced higher than petroleum-based diesel fuel, and the economics of blending are
challenged.
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E-85 fuel is being marketed under our branded canopy in a number of states with over 2,500
potential sites, provided the marketer meets certain image, safety and fuel-quality guidetines.
Biodiesel is also being test marketed under our branded canopy, with under-the-canopy sales
of unbranded B11 in Illinois and of branded BS in certain farm states, again provided that the
marketer meets specific image, safety and fuel-quality guidelines. Over 800 branded sites
could potentially pilot market biodiesel in certain states,

The company is also engaged in the development and production of new biofuels that have a
better environmentai footprint than existing sources. We currently produce renewable diesel
fuel at our Whitegate refinery in Ireland using vegetable oils as a feedstock, and are test
manufacturing the process at the Borger refinery (a joint venture-owned facility with
EnCana) in Texas as part of our arrangement with Tyson Foods to utilize by-product animal
fat as a feedstock. The technology is performing well, but the economics are threatened by
rising raw material costs and the prospective loss of federal tax credits that are available to
competing biomass-based diesel fuels.

ConocoPhillips conducts or funds internal and external research on new biomass fuels and
has a joint development agreement with Archer Daniels Midland to develop fuels from
agricultural waste. We have a major relationship with Iowa State University to research all
phases of biofuels, and are a founding member of the Colorado Center for Biorefining and
Biofuels, a cooperative research and educational center devoted to the conversion of biomass
to fuels and other products.

Further, ConocoPhillips has created an internal group dedicated to evaluating opportunities to
invest in solar, wind and geothermal power projects.

Based on the fundamentals of supply and demand, what dees your company estimate
the price of oil should be were it not for speculation, and other factors? Mr. Simon
from ExxonMobil testified that their analysis of fundamental supply and demand
suggests a price of oil in the $50-55 range, and prices above that figure are due to
speculation, weakening dollar and geopolitical stability. Do you agree or disagree with
that analysis?

The price of crude oil is set in the free market. It is not possible for anyone to know what
crude oil prices “should be” in an unregulated market or “would be” under a specified set of
conditions.

In a free and competitive market, long-term oil prices will settle at a level sufficient to
provide incremental supply needed to satisfy demand. We believe that the marginal reserve
replacement cost today is higher than the range indicated above. Some financial analysts
believe it is currently at least $85 to $90 per barrel and that it is continuing to rise. In the
short-term, other market influences can resuit in temporary prices above or below the long-
term “equilibrium” level.
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One of the major reasons for high marginal replacement costs is that major energy companies
such as ConocoPhillips have direct access to only 7 percent of the world’s oil and natural gas

-resources, down from 85 percent in the 1960s. We are being forced to develop resources that

are in very mature and / or high cost areas or are technologically challenging (e.g., deep
water, high sulfur natural gas, heavy oil). Congress can help reduce long-term reserves
replacement cost by opening up new areas in the U.S. with lower cost structures than what
we are developing today.

What percentage of the current price of oil is a result of speculation?

We believe some investors are diversifying financial risks in their stock and bond portfolios
by investing in crude oil and other commodity futures but we have no way of quantifying
how much, if any, impact they are having on the price.

The underlying cause of most of the price increase, however, is that oil supply growth is
challenged in the face of significant demand growth in developing countries. Much of this
growth is occurring in countries where prices are subsidized to the consumer, thus distorting
normal market signals. One of the primary reasons for the supply dynamic is that major
energy companies such as ConocoPhillips have direct access to only 7 percent of the world’s
oil and natural gas resources, down from 85 percent in the 1960s. If U.S. policymakers want
to increase supply availability, they should improve access to resources in the United States
and encourage other nations to adopt similar policies.

How much did your company invest last year in emerging energy technologies in North
America and what types of technologies would that include?

In 2007, ConoccPhillips invested about $150 million in emerging energy technologies in
North America, including biofuels, coal-to-liquids, hydrogen and other technologies.
However, it is important to understand that we are also making major investments in cutting
edge technology in the production of oil and natural gas. Given the maturity of existing
basins and restricted resource access, we have to develop increasingly complex
unconventional oil and natural gas deposits that may have low recovery rates relative to
conventional hydrocarbons and we have to move into deeper water, An enormous amount of
new technology is needed to accommeodate this shift and improve recovery rates, Refineries
also need technology to enable them to process these unconventional crude oils and convert
them to clean refined products. ConocoPhillips” overall technology spend between 2003 and
2007 was $1.3 billion in the United States alone.
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In 2030, what percentage of global energy demand will be met by fossil fuels?

According to the International Energy Agency (IEA), fossil fuels will meet 82 percent of
global oil demand in 2030. In their alternative scenario that assumes aggressive
implementation of efficiency and alternative energy technology to stabilize carbon dioxide
emissions at a level of 450 parts per million, they project that fossil fuels will still be needed
to meet two-thirds of world energy demand. This projection demonstrates how difficult it
will be to replace fossil fuels at the scale needed to completely satisfy the world’s energy
needs. That is why we believe it is important for government policy to promote energy
efficiency and the development of all available energy sources, including fossil fuel sources.

Do you think that it is impertant as an energy security issue, to use more of the US
reserves of oil and natural gas? What are the best policies to assure our energy
independence?

Using more of our national oil and natural gas resources will improve the nation’s energy
security and provide employment opportunities for American workers. We can best ensure
our energy security by diversifying our sources of energy, promoting energy efficiency and
encouraging energy innovation, all in an environmentally responsible manner.

The Federal government is presently leasing only a small percentage of its holdings both -
onshore and offshore for oil and gas development. Of the 700 million acres of federal
onshore energy lands, only 6 percent (44 million acres) is currently under lease for oil and
gas development. In addition, the Federal government owns 1.7 billion acres of land in the
Quter Continental Shelf and less than 3 percent is being leased for oil and gas production.

The onshore and offshore areas in the U.S. that are currently off limits to exploration and
production are estimated to hold 80 billion barrels of recoverable oil and natural gas
equivalent — enough to double current UJ.S. reserves. The U.S. also has considerable
resources in unconventional oil and natural gas (e.g., shale oil). Additional domestic
production from both sources would reduce our dependence on imports, increase our energy
security and, by improving the global supply and demand balance, reduce upward pressure
on global oil and natural gas prices.

Using more domestic resources would also improve the nation’s economic security. The $11
trillion-dollar market value of these potential resources at current oil prices could be far
better utilized at home to gainfully employ thousands of Americans, rather than be
transferred to other countries to pay for oil imports.

The federal drilling moratoria on non-sensitive lands and the Outer Continental Shelf should
be suspended and drilling allowed under prudent environmental oversight. Industry
technology and operating practices have made quantum leaps in the years since these
moratoria were enacted, Our national vulnerability no longer allows the luxury of ignoring so
much energy potential.
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Additional policies that are needed to improve U.S. energy security are:

e Promoting the building or expansion of critical energy infrastructure (e.g., refineries,
pipelines, etc.) in the U.S., which is often stymied by federal, state and local
permitting issues,

e Optimizing biofuels production, with policies that are technology and feedstock

neutral, and that eliminate the tariff on imported ethanol,

Encouraging alternative and unconventional sources,

Improving energy efficiency

Promoting nuclear energy development, and

Encouraging technology innovation.

What percentage of your stock is owned by pension plans and retirement accounts?

About 6 percent of ConocoPhillips’ shares are owned and managed directly by pension plans
and retirement accounts, In addition, approximately 80 percent of ConocoPhillips’ shares
outstanding are held and managed by a large number of investment advisors on behalf of
millions of Americans through their pension plans, retirement accounts, hedge funds, banks,
trusts and other entities. These shares are held in a significant number of different funds that
represent a large variety of investment styles and market exposures. While a large portion of
this investment is tied to pension funds and retirement accounts, we are not able to determine
the precise ownership. ‘

Do you support the use of coal-to-liquids as an alternative to traditional petroleum? If
not, why not? As a follow up, wouldn’t the use of coal-to-liquids significantly increase
our domestic supply of fuel?

We support the development of the coal-to-liquids (CTL) industry in the United States as a
way to increase our energy security by supplementing current supplies of petroleum-derived
transportation fuels, such as diesel, jet fuel, and gasoline. CTL technologies are technically
viable, but they have yet to become commercially viable in the U.S. due to high project
development costs.

The United States has vast coal resources and CTL could potentially make a moderate
contribution to the country's fuel needs. However, the sheer size and scale of the investment
and the development of a solution to reduce the carbon footprint (carbon capture and
sequestration) will take time.

"Currently the United States consumes approximately 14 million barrels per day of

transportation fuel derived from petroleum crude oil, so it would take many years, perhaps
several decades, before the CTL industry could develop enough commercial-scale plants to
even partially offset our current consumption. We should also mention that coal gasification
(the conversion of coal to methane or hydrogen), which is the front end of the CTL process,
can be achieved at a much lower capital cost and is therefore likely to be commercialized
sooner than coal-to-liquids,
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It is important to note that coal, like oil, is a globally traded commodity that has also been
experiencing strong price increases in the last year due to strong demand outside the United
States. The price of Appalachian coal sold on the New York Mercantile Exchange more than
tripled since the beginning of 2007.!

10) How much bio-fuel and ethanol do you think realistically can be substituted for
traditional petroleum?

We believe that with the current and projected suite of available technologies and crop yields
that a substitution of 10 percent (15-17 billion gallons per year or 1.0-1.1 million barrels per
day) of transportation fuels by 2015 is feasible, but may not be prudent given the limitations
of corn-based ethanol. Market penetrations beyond that level will require substantial
breakthroughs in crop types and yields and conversion technologies. Penetration beyond 10
percent will also require relief of infrastructure constraints and technology development
ranging from biomass gathering and transportation, conversion, biofuel distribution, blending
and retailing to the vehicle fleet. Only about 3 percent of the present vehicle fleet can use fuel
blends above 10 percent today.

The supply of comn-based ethanol may be impacted by other factors, such as weather
conditions, adding to the uncertainty of supply as evidenced by this year’s impact of the
Midwest floeds and poor growing conditions. There is risk even in “home grown” supplies.
Supply diversity is the only real path to supply security.

11) Are you involved in developing production in Canada’s oil sands or Western oil shale?
Do you believe those alternatives will become more viable if the price of oil continues to
rise?

ConocoPhillips has a leading land position in the Canadian Athabasca oil sands and is
actively investing to produce this oil, and then transport it to the United States for processing
at our U.S. refineries. We have access to over 15 billion barrels of net potential oil resources,
and plans are in place to increase our net production to about 400,000 barrels per day over
the next decade. In 2008 alone, we are spending $900 million in development capital on the
Canadian oil sands.

- The Canadian oil sands are a safe and secure source of energy, and we should ensure they are
not excluded from the United States where they could provide about 20 percent of U.S. oil
supply by 2020. Increases in the price of oil, together with technological improvements, will
likely make additional volumes of resources commercially available, These resources may be
drawn to other markets outside of North America if U.S. federal or state policies discourage
their development. U.S. refineries are configured to process heavier, high sulfur crude oils,
and with the decline in production of these types of crude oils (both in the U.S. and Latin
America), the Canadian heavy crude oils are a very good fit to keep the U.S. crude supply
secure and stable,

! Price of NYMEX Columbia Appalachia coal was $39.75 per ton in January 2007 and the current price is $131,13
per fon
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The processes required to produce Canadian oil sands and oil shale are energy-intensive,
such that higher energy prices also increase the cost of producing these hydrocarbons. Thus,
the increase in revenues is tempered by an increase in production costs in a higher price
environment. The economics of these energy sources can be improved through advances in
technology to improve recovery rates and lower the energy intensity. ConocoPhillips is
spending significantly on technology to improve oil sands output and reduce energy usage.

The resource opportunity for oil shale is very large, with more than two-thirds of the world’s
oil shale located in the United States. A key challenge is that oil shale contains kerogen
rather than oil. Kerogen is a partially decomposed algal material which requires high
pressures and temperatures to complete the process of converting this matter into oil, This
can be done in the ground (in situ) or at the surface, by mining and then retorting the material.
The process of mining and retorting has been commercially proven in Brazil at a small-scale
facility. The process is transferable, but has a number of environmental and scale-up issues
which would need to be addressed before a development could be considered. At this time,
no commercially viable in situ technologies have been developed. Development and
production are likely to be higher cost than oil sands, which has had the benefit of many
years of experience to reduce costs, ConocoPhillips holds a significant oil shale acreage
position in Colorado's Piceance Basin and Utah's Uinta Basin.

12) The American Jobs Creation Act provides a tax credit of up to $1.00 per gallon for the
sale and use of "agri-biodiesel" -- biodiesel from virgin agricultural products. The
credit is $0.50 per gallon for biodiesel from recycled grease. In addition, the law
provides an excise tax credit for biodiesel blends (i.¢., biodiesel and conventional diesel).
Producers are eligible for one credit or the other, but not both. The Energy Policy Aet
of 2005 extends these credits through 2008. Do you support making these eredits
permanent? Do you support increasing these eredits?

We do not support increasing these credits and believe they should be available for a finite
period of time to encourage innovation, provide a level playing field for all participants, and
encourage any necessary infrastructure development. As Congress contemplates how to
encourage continued growth of renewable fuels, care must be taken not to pre-select a
favored feedstock and/or technology. Sound public policy should be feedstock and
technology neutral. After a period of time, these biofuels should compete in the open market,
and the market should determine which biofuels are sustainable.

13) Do you support suspending or reducing the number of “boutigue fuel mixes” that each
state mandates in order to reduce gas prices in the near future?

“Boutique fuel mixes™ that are designated at the state or local level prevent the transfer of
fuels from one region to another in the event of logistical or operational challenges. This
causes shortages and price spikes. This problem is currently being exacerbated by the
development of “boutique biofuels mixes.” Congtess could alleviate these problems by
setting uniform national fuel requirements.
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Another concern is the potential for overlapping fuel policies, For example, we hear that
policies are being considered to add a national low-carbon fuel standard on top of the
existing low-carbon renewable fuel standard. The overlap between these programs would
further confound the overlap of state fuels programs. If the United States continues to overly
constrain its production and supply systems, the result will likely be higher fuel costs and
possibly even supply outages.

14) Do you believe that the Energy Independence and Security Act of 2007 went far enough
to access US oil and natural gas resources?

The Energy Independence and Security Act of 2007 dealt with the demand side of the energy
equation (for example, automobile fuel economy and energy efficiency in public buildings
and lighting). It also focused on increasing the use of renewable fuels, which could not likely
replace more than 10 percent of conventional fuels with current technologies and
infrastructure. The bill did not allow for greater access to U.S. oil and gas resources; it did
nothing to address the need for additional conventional energy production, which will supply
most of oil and natural gas demand for the foreseeable future. The Federal government could
improve our energy security significantly by removing impediments to these sources of
potential energy.

15) Are you actively pursuing carbon sequestration and Enhanced Oil Recovery in your oil
fields and has that work been successful? What more needs to be done in this area?

ConocoPhillips believes that development of carbon capture and storage (CCS) technology is
essential as, according to projections, fossil fuels will continue to be a major source of energy
for years to come. To help ensure that we have adequate supplies of energy, ConocoPhillips
utilizes Enhanced Oil Recovery (EOR) techniques across a number of our operations and is
actively pursuing potential applications of EOR across much of our oil and gas portfolio.

Carbon capture and storage

The company funds internal as well as university research in the United States, Canada,
Australia, Norway and the United Kingdom that is investigating CCS technology and how it
can be customized to meet our industry’s needs and the needs of our specific sites.

We are in the planning phases for selecting several possible CCS sites in the United States
and other countries. To facilitate this effort, we have allocated funding and personnel in the
geosciences, reservoir engineering and other specialties to analyze seismic and engineering
data to select the most appropriate sites and develop understanding of the basin containment
mechanisms and optimum storage sizes.

10
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ConocoPhillips is also engaged in a number of research projects with the U.S. Department of
Energy (DOE). For example, we have commenced test drilling and will soon inject CO; into
a major coal-bed methane formation in the San Juan Basin. We are a partner in the CO;
Capture Project, a research consortium operated and funded by eight major energy
companies, the European Union, Norway, and DOE, conducting more than $60 million in
research projects to develop understanding of surface capture, subsurface storage
applications, and methods to monitor and verify storage.

Widespread deployment of CCS will require national legislation that establishes a value for
carbon emissions, supports technology research and development, provides incentives for
early movers, and creates a regulatory and legal framework that provides the certainty
necessary for Jong-term investment while letting market forces drive the most cost-efficient
and environmentally effective CCS solutions. Our response to question #49 provides greater
detail about what needs to be done in this area.

Enhanced oil recovery
Increasing the amount of hydrocarbons extracted from our existing fields using EOR is a

primary focus for ConocoPhillips, especially given the resource access constraints we face
both domestically and globally. The company currently operates and oversees some of the
largest gas-based EOR processes in the world on the North Slope of Alaska, including
prajects in the Prudhoe Bay, Kuparuk, Point McIntyre, Alpine and Tarn oil fields. The
projects are currently delivering many tens of thousands of barrels of oil per day into the
market. Ultimately, the prajects will yield a combined total of nearly a billion barrels of oil
over their full life cycle, each of which is several decades long. We also have EOR projects
in the Permian Basin, San Juan Basin (New Mexico/Colorado), Wind River Basin
{(Wyoming), Williston Basin (Montana and North Dakota), Gulf of Mexico and the North
Sea. Higher oil prices have enabled us to increase the application of EOR, and we are looking
for opportunities to use EOR to re-activate previously shut-in wells that had passed their
economic production Hmit. The Permian Basin in West Texas is a place where we are having
good success with this type of activity.

By definition, the oil recovered by EOR processes is that which is left behind by
conventional methods. This requires significant capital investment for additional
infrastructure required, which could include additional wells, pipelines, high pressure
compression facilities, metering etc. Consequently, EOR projects are more costly on a per
barrel basis than conventional projects. Maintenance of the EOR Tax Credit program is
important to our continued piloting and development efforts.

11
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16) What is a ballpark figure of how much your company pays in taxes each year?

ConocoPhillips paid an estimated $14 billion in taxes during 2007, which was greater than
our net income. This does not even include royalties and lease bonuses the company also
pays to governments, When you take all these other forms of government payment into
account, our effective tax rates are much higher. For example, our incremental fiscal-take
rate’ in Alaska is about 90 percent at recent oil prices.

17) A couple of you mentioned the National Petroleum Council report “Facing the Hard
Truths about Energy” do any of you disagree with the findings of that report?

The National Petroleum Council (NPC) conducted a comprehensive study considering the
future of oil and gas to 2030 in the context of the global energy system. The study included
an integrated view of supply, demand, technology and geopolitics, and of policy options
viewed through economic, security, and environmental lenses. The study also included more
than 350 participants from diverse backgrounds and organizations and a dialogue with more
than 1,000 persons and groups actively involved in energy. We agree with the NPC's
conclusion that given the massive scale of the global energy system and long lead-times
necessary to make material changes, actions must be initiated now and sustained over the
long term. We further agree that over the next 25 years, coal, oil and natural gas will remain
indispensable to meeting total projected energy demand growth and that expansion of all
econemic energy sources will be required, including coal, nuclear, biomass, other renewables
and unconventional oil and natural gas resources.

18) Several of you mentioned the increasing cost of materials, difficulty in finding labor and
specifically difficulty in finding engineers and scientists in oil and gas development.
What policies do you think would help get the materials and people that you need?

One of the more important predictors for the future supply of potential employees in the oil
and natural gas industry is the number of students earning university degrees in petroleum
engineering and geosciences. Enroliment in these programs has dropped by about 75 percent
over the last quarter century.

‘While the United States has traditionally been a leader in technology, our lead is slipping.
The chart on the next page shows that the number of engineering degrees earned in the U.S,
has leveled off, while it is growing rapidly in China.

2 The amount of an incremental dollar in revenue that is paid to the government (state and federal) in the form of
production taxes, royalties, federal and state income taxes and any other taxes; incremental rate in Alaska is 90% at
$115/bb! oil price

12
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Engineering Degrees Earned
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A national commitment to support technical education is neéded. We need better curriculum
in math and sciences, as well as energy, in Elementary School through High School
programs. We need more college students majoring in engineering, geology, geophysics and
the other technical disciplines. We also need better secondary education to prepare them. A
technical workforce is needed for the development of unconventional and alternative supplies
as well as for developing conventional hydrocarbons, Specific policies that would support
technical education include:

e Provide scholarships to those seeking engineering and other technical degrees, both
undergraduate and graduate,

s Tncrease research funding at universities and support for technical schools, and

* Fncourage the development of curriculum focusing on math, science and energy for
kindergarten through grade 12.

We also need to be able to access technical talent from other parts of the world. The graphic
on the next page indicates that Asia has a surplus of graduates with petrotechnical skills,
while North America has a deficit. Our policies need to allow the immigration of trained
professionals in energy and technical fields. Government policy can support the U.5.
obtaining the technical talent it needs by increasing immigration quotas for trained
professionals in energy and technical fields.

13



275

Technical Graduate Imbalance

S suRns
DEFkY
ANHUAL AVIRAGE
DVER MEXT 10 YEARS
Dada cowres: Whkmbarger Bunias Sohtlont study 2005,

Soures: National Petroleum Council, Global Ot and Gas Study, 2007

We also believe that relaxation of immigration policy directed specifically towards craft
labor such as boilermakers, insulators, equipment operators, electricians, pipe fitters, sheet
metal workers, etc., will immediately help reduce costs.

19) Is there something in the manufacturing sector that we need to do to help insure that
you get the supplies that you need?

There are near-term as well as long-term actions that can be undertaken in order to help U S.
manufacturing and to relieve some of the supply constraints facing the industry.

A near-term action that would help is streamlined permitting and efficient regulatory
compliance processes for constructing or expanding energy infrastructure, which would
enable earlier procurement of long-lead time materials.

With respect to long-term solutions, we would recommend completing an “energy
infrastructure study” recommended by the 2007 National Petroleum Council (NPC) study
“Facing the Hard Truths about Energy.” This study would help evatuate the global
requirements for infrastructure needed to meet our energy demand. The findings can then be
used as an input to a National Association of Manufactures (NAM) or another
agency/organization for what it would take to manufacture the infrastructure components
required by the energy industry. Such a study would benefit our procurement planning efforts
because of an improved visibility of aggregated demand.

14
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Another long-term solution would be for the federal government to fund and integrate next
generation science, engineering and productivity-enhancing technologies in manufacturing
processes. Major technologies of promise could include semiconductors, materials science,
network communications, biotechnology and nano-technology. Initial funding of basic
science by the government followed by technology commercialization investment in applied
R&D by the private sector would be very helpful.

Another long-term solution would be to lower the cost of manufacturing in the United States,
Higher energy costs contribute to the higher costs of manufacturing, although they are
probably not the primary cause for most industries. Enacting a policy that helps expand
domestic production and distribution of clean-burning natural gas will substantially reduce
‘the cost in manufacturing sectors.

20) The International Energy Agency estimates that $22 trillion ~ in new energy
investments will be needed by 2030. Where would that money eome from?

Most of that money will come from energy companies reinvesting their earnings. Thus, it is
important to avoid tax or other policies that reduce companies’ ability to invest in new
energy supplies. Global capital markets can supply the needed capital if restraints or
impediments, such as restricted resource access or high tax rates, are not placed on the
investments and returns.

21) What would be required to get biofuels to a commereial scale that they could replace oil
in the United States?

1t is unlikely that biofuels will be sufficient in scale to replace petroleum as the primary
transportation fuel unless transportation fuel demand is dramatically reduced in ways that are
not yet possible, for example by moving away from the internal combustion engine. The
most optimistic study® showed the potential of a 30 percent replacement of transportation
fuels. Biofuels should be seen as an extender to petroleuin liquid fuels, not a replacement.

It would also be helptul if the U.S. could better compete for imports of biofuels. We believe
that our nation should eliminate the current 54-cent-per-gallon tariff on imported ethanol. If
the nation is concerned about reducing fuel costs and carbon emissions, policies and taxes
that discourage lower-cost and lcss carbon-intensive imports, such as sugar-based ethanol
from Brazil, are counter-productive.

3 USDA/DOE, “Biomass as a feedstock for Biomass and Bioproducts Industry: The Technical Feasibility of a
Billion Ton Annual Supply”
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22) In your testimmony, several of you peint to speculation as a contributing cause of high
crude oil prices. I have introduced legislation, the Prevent Unfair Manipulation of
Prices (PUMP) Act (HR 594), which would improve oversight of “dark markets” which
are currently unregulated by the Commodity Futures Trading Commission. In our
December 2007 Oversight and Investigation Subcommittee hearing, we heard testimony
that this could reduce the cost of oil by $30 a barrel. Do you believe that speculation in
the market is driving up the price of 0il? Would you suppeort this legislation?

We believe some investors are diversifying financial risks in their stock and bond portfolios
by investing in crude oil and other commodity futures but we have no way of quantifying
how much, if any, impact they are having on the price.

We support legislation that ensures regulatory bodies have the resources and information to
execute their responsibilities in a way that does not impair the ability of the market to
function in a free and open manner. In other words, we support legislation that

increases transparency as long as it maintains liquidity and passes a cost/benefit test,

However, the underlying cause of most of the price increase is that oil supply growth is
challenged in the face of significant demand growth in developing countries. One of the
primary reasons for this dynamic is that major energy companies such as ConocoPhillips
have direct access to only 7 percent of the world’s oil and natural gas resources, down from
85 percent in the 1960s. If U.S. policymakers want to increase supply availability and
decrease dependence on foreign sources of energy, they should improve access to resources
in the United States.

23) What is the average number of barrels of oil your companies trade each day on
NYMEX? On the InterContinental Exchange?

ConocoPhillips is a commercial participant in the crude futures market. We do not believe
our futures market transactions have any net effect on the price of oil. Our participation in the
futures market is typically intended to offset the price risk associated with physical purchase
and sale of erude oil required to run our refineries and supply consumers.

ConocoPhillips measured the number of New York Mercantile Exchange (NYMEX) West
Texas Intermediate (WTI), and IntercontinentalExchange (ICE) WTT and Brent contracts
transacted by the Company between March 1, 2008 and May 30, 2008. An average of
approximately 2.0 million barrels per day was purchased and 2.0 million barrels per day was
sold in NYMEX WTT futures contracts during that period. An average of approximately 1.1
million barrels per day was purchased and 1.2 million barrels per day were sold in ICE WT1
and Brent eontracts during that period. For comparison purposes, a total of 527.0 million
barrels of WTT were traded by all market participants in the NYMEX WTI contract on May
30, 2008. Likewise, all participants traded 256.7 million barrels of WTI on ICE on May 30,
2008,
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We purchase NYMEX WTI futures and exchange those contracts for physically-delivered
crude oil at Cushing, Oklahoma. That crude oil is either transported directly to our refineries
or traded with other counterparties in exchange for the grades of erude oil (West Texas Sour,
Mars, Heavy Louisiana Sweet, Light Louisiana Sweet, San Joaquin Valley Heavy Sour,
Canadian import crude oils and others) that better fit our refinery requirements. We also use
the futures contracts to convert fixed price risk in our physical crude oil purchases and sales
to ratable market average pricing (such as in the case of fixed pricing associated with cargoes
of crude oil). Futures contracts are also useful in managing the timing and location risks
inherent in acquisition and transportation of crude oil, as well as the commodity price spread
risks between various grades of crude oils and between crude oil and refined products.

24) During the April 1, 2008 hearing, you each spent most of your time complaining about
taxes, specifically that the Renewable Energy and Energy Conservation Tax Aet (H.R.
5351) passed by the House would repeal $18 billion over ten years in subsidies to your
companies. Several times during the hearing, you also said that your companies do not
support mandates and subsidies for renewable fuels. Over the next ten years, your
companies are expected to make $14.6 trillion. H.R. 5351 would only account for
approximately one tenth of one percent of your gross income! How can you insist on
retaining these subsidies and tax breaks for your companies while opposing assistance
for renewable energy?

First, we have not sought to verify your forecast of the selected companies’ earnings given all
the uncertainties with the commodity price outlook, volume growth and industry cost
structure but believe that you have not appropriately characterized the industry’s profitability.
The size of our profits reflects the scale of our comnpanies and industry but they are not
necessarily a good reflection of financial performance. Despite the higher crude prices in
recent years, the oil and natural gas industry’s earnings as a percentage of sales and returns
on investments are in line with other industries as described below.

Profit margins, or earnings per dollar of sales (measured as net income divided by revenues),
provide one useful way to compare financial performance among industries of all sizes. The
latest published data for 2007 show the oil and natural gas industry earned 8.3 cents for every
dollar of sales compared to 7.3 cents for alt U.S. manufacturing and 8.9 cents for U.S.
manufacturing, excluding the financially challenged auto industry (see first figure on the next
page). i
The chart on return on investment (see second figure on the next page), based on U.S.
Department of Energy data, shows the returns for the oil and natural gas industry are
currently comparable to average returns for the S&P industrials, after lagging those returns
for many years.
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2007 Earnings by Industry
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The proposal to repeal the Section 199 domestic manufacturing deduction for the five largest
oil companies would discriminatorily deny the benefit of a tax deduction that is available to
every other industry and other large oil companies. In our case, this provision of the tax code
encowrages more domestic oil and natural gas production, which increases our energy
security and helps preserve U.S., jobs.

The cost for exploration and production of oil and natural gas in the U.S. is among the
highest in the world due to the maturity of U.S. basins and the need to move into deep water
in the Gulf of Mexico. The Section 199 tax deduction will help domestic oil and gas
production compete with lower-cost international opportunities.

The foreign tax credit eliminates double taxation for every multinational company subject to
U.S. tax laws. The proposed modifications to this credit would further hamper our ability to
compete in global markets against foreign oil companies.

Major oil companies are already heavily taxed. In a recent survey of 80 diverse American
companies, ConocoPhillips’ effective tax rate between 2004 and 2006 of 43.6 percent was
the highest, about 14 percent higher than the average. ConocoPhillips paid an estimated $14
billion in total taxes during 2007, which was greater than our net income. Income taxes paid
by domestic energy producers have already increased by 519 percent between 2002 and
2006.* Income taxes are only one of the ways we contribute to government revenues. We
also pay royalties, production and excise taxes, and lease bonuses, the latter of which are paid
whether you discover hydrocarbons or not. When you take all these other forms of
government payment into account, our effective tax rates are much higher. For example, our
incremental fiscal-take rate® in Alaska is about 90 percent at recent oil prices.

QOver the last four years the state of Alaska has changed their tax structure to significantly
increase taxes on the oil and gas industry three different times. This not only increases the
costs associated with oil and gas production and developments, but also adds uncertainty to
the predictability of the fiscal structure in Alaska going forward. These tax increases have
had and will continue to have a chilling impact on investment in Alaska. Some major projects
have been cancelled or deferred in late 2007 and early 2008, due at least in part to tax
impacts.

We support appropriate incentives, including tax incentives, to encourage innovation in
renewable energy and encourage any necessary infrastructure development. For example, we
believe that Congress should extend the investment tax credits for renewable power sources
by five years at a time to help provide the financial certainty needed for investment.
However, we believe that development of these renewable energy sources benefits the public
at large and should be paid for with public funding, not by imposing discriminatory tax
provisions on five American companies, as is being considered. This would reduce our
ability to replenish conventional oil and natural gas supplies, and to develop alternative
ENergy Sources.

4 U.8, Department of Energy, Energy Information Administration, “Performance Profiles of Major Energy
Producers 2006,” Table B12 ($14.6 billion in 2002 to $90.4 billion in 2006)

* The amount of an incremental dollar in revenue that is paid to the government (state and federal) in the form of
production taxes, royalties, federal and state income taxes and any other taxes; incremental rate in Alaska is 90% at
$115/bbl oil price
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As Congress contemplates how to encourage continued growth of renewable fuels, care must
be taken not to pre-select a favored feedstock and/or technology. Sound public policy should
be feedstock and technology neutral. After a period of time, these renewable fuels should
compete in the open market, and the market should determine which renewable fuels are
sustainable,

25) At the American Society of Newspaper Editors Convention on April 14, 2005, the
President said, “I will tell you, with 355 [a barrel] oil we don't need incentives to oil and
gas companies to explore. There are plenty of incentives. What we need is to put a
strategy in place that will help this country over time become less dependent. It's really
important. It's an important part of our economic security, and it's an important part
of our national security.” Today, crude oil prices are double the President’s example!
Do you agree with President Bush that oil and gas companies do not need incentives to
explore when oil is more than $55 a barrel? Do you agree with President Bush that we
should instead be investing in renewable energy that will help this country become less
dependent on o0il?

Industry drilling and service costs tend to follow oil prices with a two-year lag. Thus, if it is
unecenomic to explore at a $55 per barrel price and cost stracture, it may well be
uneconomic to explore at much higher prices given the accompanying increase in cost
structure.

Additionally, incentives for domestic oil and gas production have traditionally targeted those
areas or resources that, but for incentives, would not receive investment. Because so much of
the lands with greatest energy potential owned by the government are either specifically or in
practice not accessible, policies have been adopted to encourage investment in less
economically-robust areas. It is a means to induce explorers to invest in areas that they might
not otherwise explore because the more economic areas are off-limits.

We are concerned about certain proposed discriminatory tax policies that would target just a
few companies for tax increases. The proposal to repeal the Section 199 domestic
manufacturing deduction for the five largest oil companies would discriminatorily deny the
benefit of a tax deduction that is available to every other indusiry and other large oil
companies. In our case, this provision of the tax code encourages more domestic oil and:
natural gas production, which increases our energy security and helps preserve U.S. jobs.

The cost for exploration and production of oil and natural gas in the U.S. is among the
highest in the world due to the maturity of U.S. basins and the need to move into deep water
in the Gulf of Mexico. The Section 199 tax deduction helps domestic oil and gas production
compete with lower-cost international opportunities.

The foreign tax credit eliminates double taxation for every multinational company subject to

U.S. tax laws. The loss of this credit, as has been proposed, would further hamper our ability
~ to compete against foreign oil companies.
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Major oil companies are already heavily taxed. In a recent survey of 80 diverse American
companies, ConocoPhillips’ effective tax rate between 2004 and 2006 of 43.6 percent was
the highest, about 14 percent higher than the average. ConocoPhillips paid an estimated $14
billion in taxes during 2007, which was greater than our net income. When you include other
forms of government payment such as royalties and lease bonuses, our effective tax rates are
much higher. For example, our incrementa] fiscal-take rate® in Alaska is about 90 percent at
recent oil prices.

We believe that the United States should be encouraging investment in renewable and

- alternative fuels. We support appropriate incentives, including tax incentives, to encourage

_ innovation in renewable energy and encourage any necessary infrastructare development. For
example, we believe that Congress should extend the investment tax credits for renewable
power sources by five years at a time to help provide the financial certainty needed for
investment. However, we believe that development of these renewable energy sources
benefits the public at large and should be paid for with public funding, not by imposing
discriminatory tax provisions on five American companies, as is being considered. This
would reduce our ability to replenish conventional oil and natural gas supplies, and to
develop alternative energy sources.

As Congress contemplates how to encourage continued growth of renewable fuels, care must
be taken not to pre-select a favored feedstock and/or technology. Sound public policy should
be feedstock and technology neutral. Afier a period of time, these renewable fuels should
compete in the open market, and the market should determine which renewable fuels are
sustainable.

26) I have attached internal memos from Chevron, Texace, and Mobil. The Chevron memo
quotes a “senior energy analyst af the recent API convention,” stating “if the US
petroleum industry doesn’t reduce its refining capacity it will never see any substantial
inerease” in profits. The Texaco memo complains that “supply significantly exceeds
demand” leading to “very poeor refinery margins and very poor refinery financial
results.” The Mobil memo advocates keeping a smaller refiner, Powerine, from
recpening, stating that a “full court press is warranted in this case.” From 1995 to 2002,
more than 30 refineries have been closed in the United States. Have any of your
companies applied for permits to build new refineries? If yes, how long did it take to
obtain the necessary permits? In July 2007, gas prices increased 30 cents overnight in
Escanaba, Michigan. There were no supply disruptions or other major events that
would influence the price this significantly. Is there any logical explanation why prices
would increase 30 cents in that short of time? On May 23, 2007, the U.S, House of
Representatives passed H.R. 1252, the Federal Energy Price Gouging Prevention Act by
an overwhelming vote of 284 to 141, Please explain why this legislation is not needed,
given the significant price increases consumers continue to face.

© The amount of an incremental dollar in revenue that is paid to the government (state and federal) in the form of
production taxes, royaities, federal and state income taxes and any other taxes; incremental rate in Alaska is 90% at
$115/bbl ol price
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New refineries have not been built in the United States because building new refineries
would cost considerably more than expanding existing refineries, and would face much
greater permitting challenges. Thus, the industry has focused on incremental expansions of
existing refineries. In fact, continuous expansions and improved efficiency have enabled the
U.S. refining industry to increase crude runs nearly 30 percent since 1983, despite closures of
a number of small refineries. The number of operable refineries in the United States fell from
319 in 1980 to 149 in 2007,

Let me address why the number, but not the capacity, of refineries has decreased. According
to the FTC, the elosures typically involved small, relatively unsophisticated refineries.’
Between 1973 and 1981, federal government incentives enabled companies to own and
profitably operate these small and often inefficient refineries. However, these refineries could
not survive after the elimination of these incentives in 1981 as well as by the large capital
expenditures that were required to meet government-mandated product specifications (such
as clean fuels) and emissions reductions. The lack of economies of scale significantly
disadvantaged the small refiner. The average size of the current U.S. refinery is about
125,000 barrels per day, and some of the new global refineries being built are being sized at
about 400,000 barrels per day, and when it is completed there will be a refining complex in
India with a capacity of 1.2 million barrels per day.

ConocoPhillips is investing in our refineries. In 2008 alone, we plan to invest $2.8 billion in
our global refining, matketing and transportation operations, with 74 percent of that invested
in the United States. Over the next five years, we plan to invest $7.0 ~ $7.5 billion in our
base refining, marketing and transportation business and an additional $6.5 — $7.0 billion on
refinery projects that increase crude oil refining capacity, raise clean product yields or
enhance the ability to utilize low~-cost (and thus more difficult to refine) crude supply.

Even when the considerable economic hurdles for major expansions can be overcome, we are
finding it extremely difficult to obtain permits for expansions in the United States. For
example, ConocoPhillips applied in May 2006 for a permit to expand the Wood River
refinery (a 50 percent joint venture with EnCana) in Illinois, and still does not have a final
permit. At our refinery in Wilmington, California, local permit challenges and litigation have
threatened an ulira-low-sulfur diesel fuel project since 2004. An expansion at our Rodeo
refinery near San Francisco took 28 months to permit. U.S. refineries need to compete
against very large and efficient refineries being built around the world today. We will not be
able to compete successfully if we cannot complete our expansions and improvements in a
timely fashion.

7.8, Federal Trade Commission, Bureau of Economics, “The Petroleum Industry: Mergers, Structural Change, and
Antitrust Enforcement,” August 2004, page 7
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We are not familiar with the specific circumstances associated with Escanaba, Michigan but
industry data indicates that there were a number of disruptions to refining output in the
MidContinent region in July 2007 that temporarily increased gasoline prices in the region.
According to a trade publication, BP’s Whiting, Indiana refinery had a crude pipeline shut
down, Coffeyville Resources’ Kansas refinery flooded, Husky’s Lima, Chio refinery had a
fire and power loss and Sunoco’s Tulsa, Oklahoma refinery had a number of units down
during this period. The overall loss of gasoline supply was estimated at 110,000 barrels per
day.

ConocoPhillips does not condone or tolerate taking advantage of consumers under any
circumstance, However, we do not support price gouging legislation because of the potential
to exacerbate shortages during supply distuptions. Anti price~-gouging legisiation is a form of
price control, similar to that which resulted in long lines at the purps in the 1970s. Price
gouging legislation, just like price controls, does nothing to increase supply, and nothing to
decrease demand. Rather, it removes the price signal to consumers to conserve and to
producers and importers to bring forth additional supplies during a supply disruption.
Furthermore, “price gouging” is difficult to define. This creates legal uncertainty and could
produce adverse unintended consequences if suppliers decide not to sell a product in a tight
supply situation rather than face potential protracted litigation over pricing. Price caps will
very likely decrease supply and increasc demand - exactly the opposite of what is needed to
bring supply and demand into balance.

Markets are working. Repeated investigations, including those associated with Hurricanes
Katrina and Rita, have consistently found that petroleum markets operate competitively and
without manipulation. The industry’s supply response to the dual hurricanes in 2005 that
temporarily shut down nearly 30 percent of total U.S. refining capacity was so effective that
the average retail gasoline price returned to pre-hurricane levels within one month of the
landfall of Hurricane Rita. It is doubtful that such a supply response would have occurred if
price-gouging legislation was in effect that interfered with price signals,

27)In May 2004, the U.S. General Accounting Office released its report, “Effects of
Mergers and Market Concentration in the U.S, Petroleum Industry.” In this report,
GAQ found that over 2,600 mergers have occurred in the U.S. petroleum industry since
1996, The GAQ alse pointed to economic literature that suggests that firms sometimes
merged to enhance their ability to control prices. Each of your companies today is the
result of significant mergers in the industry. Do you see any more mergers taking
place?

Cne of the primary reasons for the merger between Conoco Inc. and Phillips Petrolenm
Company was a response to rising constraints on resource access both in the U.S. and abroad
and the growing competitiveness of national oil companies around the world. These trends
forced us to undertake increasingly large and complex projects that some national oil
companies did not have the financial strength, skills or technology to undertake on their
own. Only large companies with substantial financial capacity and technical resources can
effectively develop these mega projects, while sufficiently diversifying the number of
projects and geographies to manage the risk. If these conditions persist, it is possible
companies will need to become larger and more diverse in order to compete.
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We also believe that it is implausible that mergers have enabled oil and gas firms to control
prices, Global competition is much greater today than it was before these mergers, even
though there are fewer major integrated oil companies. In the 1980s, for example, there were
21 active global competitors dominated by publicly traded majors. In the 2000s, there are
more than 3 times the number of global competitors and the majors constitute a minority (see

figure below).

Global Competition: 1980s vs. 2000s
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Despite these mergers, the integrated major oil companies have a small market share of the
world’s oil and gas reserves as shown in the figure on the next page. Today, the top six major
integrated oil companies together hold only 4.5 percent of the world’s oil and gas reserves.
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Turning to the U.S. refining industry, the Federal Trade Commission (FTC) concluded that
“the refining industry remains relatively unconcentrated” and that “no refiner has a
substantial share of crude oil distillation refining capacity, either nationally or regicmally,”ﬂ
In addition, the refining industry is not very concentrated relative to many other industries in
the U.S. The chart below shows that the market share of the eight largest firms for refining is
much lower than for many other industries in the United States.

Eight Firm Concentration (2002)
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# Federal Trade Commission, “Investigation of Gasoline Price Manipulation and Post-Katrina Gasoline Price
Increases,” Spring 2006, page 16

25



287

We would also note that the FTC criticized the 2004 GAO study referred to for, “(1)
methodological mistakes that make the Report’s quantitative analysis wholly unreliable, (2)
critical factual assumptions that are both unstated and unjustified, and (3) conclusions that
lack any quantitative foundation.”” The study did not take into account the numerous other
factors besides mergers that caused gasoline prices to increase during the period studied (e.g.,
supply disruptions, seasonality, boutique fuels, higher cost of manufacturing clean fuels).

We believe that the efficiency improvements resulting from the mergers have probably
lowered consumer prices relative to what they would have been otherwise. In my written
testimony, I addressed in detail how the merger of Conoco Inc. and Phillips Petroleum
Company has benefited consumers by reducing costs, improving the efficiency of our
business, and increasing supplies of petroleum products for American consumers. In fact, we
estimated cumulative cost and efficiency savings of approximately $1.9 billion in 2004
resulting from this merger.

28) In your testimony, almost all of you mention “more domestic drilling” as your top
solution te high energy prices. What assurance can you provide that oil and gas from
the Arctic National Wildlife Refuge (ANWR), the Outer Continental Shelf (OCS), or
other domestic sources would stay in the United States? What is your response to
economists that tell us that the oil and gas will likely go to higher priced markets in
Japan and elsewhere?

The price for crude oil is determined by the extremely active global oil market, which
inctudes multiple buyers and sellers and ample liquidity. Since every country around the
world is essentially paying the same price for crude, the additional shipping cost provides a
substantial disincentive for domestic crude production to leave the U.S. Instead, this
additional production is likely to replace oil imports.

The situation for natural gas is different today because U.S. natural gas prices are lower than
the oil-indexed natural gas prices being charged in Asia and Continental Europe. It is true
that LNG has been bid away from U.S. markets by other countries that have shown a
willingness to pay higher prices than exist in the U.S. at any given time. However, the U.S.
generally does not export natural gas, with the exception of a small volume of LNG exports
from Alaska and some:small exports to Mexico and Canada via pipeline interconnects.
Furthermore, natural gas cannot be exported without the permission of the-U.S. government,

‘We have looked at options to developing the gas resources on the Alaska North Slope and
have concluded that the best option is to construct a pipeline to Notth American markets.
ConocoPhillips and BP recently announced a decision to advance development of the Denali
pipeline project.

® Federal Trade Commission letter to GAO, “Enérgy Markets: Effects of Mergers and Market Concentration in the
U.S. Petroleum Industry,” May 2004, Appendix IV, page 153
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29) In May 2006, the Energy and Commerce Committee held a hearing on gas prices, and
we discussed the erack spread, or the difference between a barrel of crude oil and the
refined product. At this hearing, the average crack spread for a refinery in 2006 was
estimated to be about $20 fo $30 a barrel by Howard Gruenspect, the Deputy
Administrator at the Energy Information Administration. Mr. Gruenspect testified
that a crack spread of 38 or 39 is sufficient te cover refining expenses and provide a
reasonable profit to the facility. What is your current crack spread at the refineries
your companies operate? Why have your companies sealed back their refinery
expansion plans to keep crack spreads high?

The Deputy Administrator appeared to be referring to a gasoline crack, which is the
difference between the spot or wholesale gasoline price and the crude price. A gasoline crack
does not deduct any refinery costs. Thus, it is an increasingly poor indicator of actual refining
margins during periods like we are in now when costs are rising rapidly. For example, the
Nelson~FarraI composite index of U.S. refinery operating costs increased by 54 percent since
2002.1

In addition, the usval simple indicator of refinery profitability is not a gasoline crack spread
as is being discussed but rather a 3:2:1 crack spread, which assumes a refinery takes in 3
parts of crude and produces 2 parts of gasoline and 1 part distillate (diesel fuel and heating
0il). But even that indicator can grossly overstate a specific refinery’s profitability because
refineries produce varying amounts of co-products other than gasoline and distillate that are
priced below the price of crude oil. The refinery can only run profitably when the gasoline
and diesel prices cover the losses incurred from selling those produets that are priced below
the cost of crude feedstock.

A gasoline crack of $8 - $9 per barrel will normally keep complex refineries running but it is
not sufficient to cover capital over a stay-in-business level. In a period of tight refining
capacity, when expansion is needed, you would expect the gasoline crack to rise above this
level to incent capital investment. :

‘While there were brief periods of elevated gasoline crack spreads during 2006 and 2007, the
average gasoline crack spread (Gulf Coast spot gasoline price minus West Texas
Intermediate or WTI crude oil price) for 2006 was about $10.60 per barrel. As a result of
strong oil demand growth in developing countries, global refining capacity utilization was
very tight and the U.S. found it more difficult to attract imports. Since then the supply /
demand balance for gasoline has loosened considerably due in part to:

& A decline in 1.8, gasoline demand caused by the higher gasoline price levels {in turn
caused by higher crude oil prices) and the slowdown in the U.S. economy,

® Refinery capacity expansions,

e The restoration of domestic refining capacity that was disrupted last year and

s The increased use of ethanol in gasoline.

0l and Gas Journal data base, “Nelson-Farrar refinery operating index,” monthly as of February 2008
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Evidence for the restoration of the balance in gasoline markets is the fact that gasoline price
increases are not keeping pace with crude oil price increases this year, On the week of May
30, 2008 versus May 30, 2007, the crude price doubled but spot gasoline prices only went up
by 45 percent. The average gasoline crack spread year-to-date in 2008 has been about $4.40
per barrel, which is significantly below the $8 - $9 per barrel to which Mr. Gruenspect
referred. The fundamentals for gasoline are weakening in the United States and Europe. The
surplus of gasoline is likely to grow over time as the U.S. ramps up ethanol use towards the
36 billion gallon mandate and vehicle fuel efficiency increases as required by the Energy
Independence and Security Act of 2007.

The refining industry is a highly cyclical industry as are other capital-intensive industries.
The few years of elevated refining margins that were high enough to justify new capacity
initiated a round of refinery expansions. The International Energy Agency estimates that 10.6
million barrels per day of global refining capacity is being added between 2007 and 2012.
Half of the additions are from incremental expansions in the United States and Asia and half
are from new refineries being built in the Middle East and developing Asian nations. In
addition to the 1.1 million barrels per day of expansions in distillation capacity planned in the
United States by 2012, there are also large~scale upgrading capacity additions that will
process increasing amounts of Canadian heavy, sour crude oil, and increase yields of clean-
fiels products, !

Certain projects have been scaled back largely because of:
e The lack of projected gasoline demand growth due to government policies that
increased ethanol usage and fuel efficiency standards for new vehicles,
The growing surplus of gasoline supplies in the U.S. and Europe,
Falling refining margins, ‘
Rapidly rising capital costs of construction, and
Rapidly rising operating costs.

If new gasoline production cannot be placed in the market, refineries will not be able to
operate at design capacity.

We are continuing to invest in our refineries. In 2008 alone, we plan to invest $2.8 billion in
our global refining, marketing and transportation operations. Of that amount, 74 percent will
be invested in the United States and 69 percent will be invested in refining,

Over the next five years (2008-2012), we plan to invest $7.0 - $7.5 billion in our base
refining, marketing and transportation business and $6.5 - $7.0 billion on strategic
investments, which are primarily refinery projects that increase crude capacity, clean product
yields or the ability to utilize low-cost crude supply.

" International Energy Agency, “Medium-Term Oil Market Report,” July 2007, pages 54 and 60
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We are finding it extremely difficult to obtain permits for expansions in the United States.
For example, we applied in May 2006 for a permit to expand the Wood River refinery (a 50
percent joint venture with EnCana) in Illinois, and still do not have a final permit, At our
refinery in Wilmington, California, local permit challenges and litigation have threatened an
ultra~low-sulfur diesel fuel project since 2004. An expansion at our Rodeo refinery near San
Francisco took 28 months to permit. Where infrastructure is cleatly needed to serve the
national interest, Congress should expedite federal and state permitting processes to ensure a
balance between federal, state and local and special interests.

30) Please provide a list of oil and gas leases currently in the possession of your company
and its subsidiaries, and give a status report as to the state of the production of each of
these leases.

ConocoPhillips held 3,723 federal leases in the United States at year-end 2007, including
offshore and onshore leases in the Lower 48 states and Alaska. Of these federal leases, 2,582
or 69 percent had already been developed by year-end 2007. While 1,141 or 31 percent were
undeveloped, subtracting leases currently suspended due to environmental or other
restrictions reduced the percentage of undeveloped leases to 26 percent. While we were not
able to provide the status of each of the 3,723 individual leases we hold in the timeframe
allotted, we believe the information we have provided addresses the substance of the
question.

There will always be a proportion of leases that are undeveloped. They represent “working
inventory,” since development typically requires a number of years from when a lease is
awarded, particularly offshore or in remote onshore areas. For example, the Gulf of Mexico
deep water trend is characterized by remote prospect locations, complex geology, massive
facility size and potentially hostile weather — all of which contribute to multi-billion-dollar
capital needs. Development requires thorough exploration, detailed engineering of site-
specific producing facilities, and lengthy periods of onshore construction and offshore
installation. Thus, it may take up to 10 years or more from initial leasing to first production —
a fact reflected in the length of federal leases.
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When ConocoPhillips bids for leases, we put a significant amount of capital at risk. We
therefore bid with the intent of discovering and producing hydrocarbons. Initial lease bonus
payments in the Gulf of Mexico can exceed $100 million for a particularly promising block,
which is paid to the federal government even if no hydrocarbons are ever discovered. There
is also an ongoing commitment to pay rental fees on the lease, and exploratory wells may
cost as much as $§180 million each. We would not expend such enormous amounts of capital
if we were not serious about developing our leases. If, despite our best efforts, we determine
that a lease lacks commercial hydrocarbons and cannot be developed, after the lease expires
the acreage reverts to the federal government and can be reoffered for leasing, We also
relinquish leases before they expire if we determine early on that they lack prospectivity.

The existence of undeveloped leases also reflects the fact that much of the acreage leased
will, after being studied and tested, be found to not contain sufficiently large accumulations
of hydrocarbons to be commercial. However, if a lease appears non-commercial after an
initial drilling campaign, rather than relinquish it immediately, a company may retain it to
determine if new technology or further geologic studies may make possible the discovery of
commercial hydrocarbons, or enable production from small accumulations. In addition, the
relatively small size of offshore leases often encourages companies to acquire adjacent
leases, since a hydrocarbon accumulation on one may extend into others. Conversely, when
one lease block proves unproductive, it may condemn the prospectivity of surrounding leases
as well,

ConocoPhillips would likely invest greater amounts and likely produce more oil and natural
gas in the United States if more federal acreage was opened in the nation’s remaining
unexplored areas. If new, less-explored and thus less-mature areas were available for leasing,
the liketihood of significant discoveries would increase.

ConocoPhillips has demonstrated its willingness to invest in additional federal acreage. This
year alone, we will invest more than $890 million for our high bids in Gulf of Mexico and
Chukchi Sea lease sales. We also have significant exploration and development investments
planned in North America. In 2008 alone, we plan to invest about $6.5 billion in North
America, with two-thirds of that amount earmarked for the United States.
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31) As fuel prices rose over the past 6 years, has American demand decreased? Why or why
not has this occurred? If gas taxes were increased, do you think demand would
decrease? Did this happen in European countries when they imposed large gas taxes?

U.S. gasoline demand grew by only 0.4 percent in 2007 and declined by 1.3 percent in the
first quarter of 2008, compared to growth of 2.8 percent in 2002 (before crude and therefore
gasoline price increases). This demand reduction is driven primarily by rising crude prices
which in turn drove a doubling of retail gasoline prices in the U.S. in real terms since 2002.
As a result of rising prices, the growth rate in total vehicle miles traveled in the U.S, first
slowed, and then went into decline in 2007, after growing at an average rate exceeding 2.0
percent per year since 1990. The slowing economy has also played a role in slowing the
growth in vehicle miles traveled this year. Consumers have also changed their vehicle
preferences and are now purchasing more fuel efficient cars. For example, the number of
light trucks (SUVs and pick up trucks) as a percent of new vehicle purchases has been
declining since 2004.

An increase in gasoline taxes would likely further decrease demand but it would also -
adversely impact the economy unless the revenues were recycled back to consumers. In
Europe, high gasoline taxes have contributed to total oil demand growing at about one-third
the rate of oil demand growth in the U.S. over the last 15 years, For example, in the United
Kingdom, gasoline taxes were two-thirds of the retail gasoline price last year. In contrast,
sales taxes represented only 15 percent of the U.S, gasoline pump price last year.

32) At current projections, when will your current reserves be depleted?

At ConocoPhillips’ current rate of global production and assuming no new reserves are added,
our company will produce as much hydrocarbons as we havc as reserves in about 12 years.
This is very similar to the United States' overall reserve-to-production ratio. However, the
company has an active exploration program to replenish its resource portfolio. In 2008 alone,
we are planning on spending over $2.3 billion on exploration. The cost of developing these
proven reserves is not insignificant. In future years, based on year-end 2007 costs, the
company projects expenditures of $52 billion to develop these reserves and bring them into
production.

Reserves-to-production ratios are often misinterpreted. They should probably be thought of
as a working inventory level. As long as you continue to add reserves at the same rate as
production, you can remain at the same reserves-to-production level for years. This will
require an enormous amount of capital and be challenging to do without additional resources
being made available for development.
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33) When do you expect underdeveloped countries will reach a level to where they will
begin to significantly buy oil for use? How will this affect supply and fuel prices?

Since 2005, almost all of the global oil demand growth has been in developing countries,
with two-thirds of that growth in developing Asia. Segments of the population in developing
Asian countries (e.g., China, India) have reached a per capita income level where they are
rapidly increasing their purchases of cars and appliances. Since 2000, new car sales in China
grew at an average rate of 37 percent per year. In contrast, oil demand in industrialized
countries (OECD) has declined by 1 million barrels per day since 2005.

Rising developing country demand growth has been a driving force in the increase in world
oil prices in recent years. Subsidies and price controls in many developing countties have
also made demand less responsive to higher oil prices. That means that oil prices have had to
rise to even higher levels to dampen demand such that the supply and demand balance is
restored. The International Energy Agency projects that oil demand will grow by more than
13 million barrels per day in China and India alone by 2030, which will continue to tighten
the world’s supply and demand balance and maintain pressure on oil prices.

About 1.6 billion people in developing countries, or a little over a quarter of the population in
the world, do not presently have access to electricity in their homes. About 2.6 billion people
in developing countries are relying on traditional biomass for cooking and heating. Energy is
a prerequisite to economic development. Success in making energy accessible to these people
will put even more pressure on global energy markets. The implications are that energy needs
to be used more efficiently in the U.S. and globally, and diverse sources of supplies need to
be developed to allow new and existing cnergy users, including the United States, access at
affordable prices.

34) If all conventional, alternative, and unconventional sources of oil in the U.S. were to be
developed, how long would the supply last based on current estimates of increased
usage?

[t is not possible to give a definitive answer to this question due to significant uncertainties
associated with estimating (1) the volume of hydrocarbons contained within the Earth’s crust,
(2) the pace and scale of technological advancements, including advancements that might
reduce the demand for oil or allow for oil to be produced from alternative sources, (3) the
rate of economic growth and its impacts on oil demand and (4) the impact of government
policies on resource development and demand.
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For discussion purposes, as shown in the table below, as of year-end 2005, 1,332 billion
barrels of oil-in-place!? had been discovered in the United States. Of this, 208 billion barrels
had already been produced, leaving 1,124 billion batrels in place. About 190 billion barrels
of this is estimated to be recoverable with conventional technologies (25 years of U.S.
demand at 2007 consumption levels of 7.6 billion barrels'®), and another 240 billion barrels is
estimated to be recoverable with enhanced recovery technologies' (32 years of 2007
consumption).

Original, Developed and Undeveloped Domestic Oil Resources*
Original Developed to Date Remaini Future Recovery**
OitIn- | Conventional EOR 0il Conventional | EOR***
Place Technology | Technology | Tu-Place Technology | Technology | Total
(BBbls) (BBbls) (BBbls) (BBbls) (BBbls) (BBbs) | (BBbIs) |
L Crude Oil Resources
1. Discovered 582 (194) (14) 374 i} 110 110
- Light Ofl 482 (187) @ 293 0 90 90
- Heavy Ol 100 e (12) 81 0 20 20
2. Undiscovered 360 0 0 360 119 60 179
3. Reserve Growth 210 0 0 210 71 40 111
4. Transition Zone 100 0 0 100 0 20 20
5. Tar Sands 80 0 0 80 0 10 10
TOTAL 1,332 {194) (14) 1,124 190 240 430

*Dees not include oil shale.

**Technically recoverable resources rounded to the nearest 10 billion barrels.

**% Based on ten basin-oriented asscssments and residual oif zone potential highlighted in reports released by the Department of Energy
Office of Fossil Energy in February 2006,

This table updates the table of U.S. oif resources recavery potential in the report entitled, Undeveloped Damestic Oil Resources: The
Foundation for I ing Oil Production and a Viable Domestic Oif Industry, February 2006.

The United States Geological Survey estimates that there are 48.5 billion barrels of
undiscovered, technically-recoverable oil within the United States. This would add another
6.5 years of production at 2007 U.S, consumption levels.

Another possible source of oil that is abundant in many parts of the world is “oil shale”,
which refers to a sedimentary rock that contains solid bituminous material that can be
converted into petroleum-like liquids when the rock is heated. The largest known oil shale
deposits are in the U.S., in Colorado, Utah and Wyoming. These deposits are estimated to
contain 1.5 to 1.8 trillion barrels of resource, of which between 0.5 and 1.1 trillion barrels
have been postulated as being recoverable with advanced technologies (between 66 and 146
years of U.S. consumption at 2007 rates).

As noted in response to Question 10, we believe that with the current and projected suite of
available technologies and crop yields that a substitution of 10 percent (15-17 billion gallons
per year) of biofuels in the transportation sector is feasible by 2015, Market penetrations
beyond this level will require substantial breakthroughs in crop types and yields and
conversion technologies. Given that biofuels may be able to be produced in perpetuity, they
would extend the above calculated “years of consumption” for oil extracted from the Earth’s
crust by whatever percentage of the total oil consumption they replace.

1 Includes domestic heavy oil and tar sands, but not oil shale
S DOE, E1A, http://tonto.eia.doe.gov/dnav/pet/pet_cons_psup_dc_nus_mbbl_ahtm
' National Petroleum Council, Facing the Hard Truth about Energy, Topic Paper #19, “Conventional Oil and Gas”,

page 3
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Summing up the above noted “years of consumption” estimates, this would yield a total of
between 130 and 210 years without biofuel contributions, with the total increasing to 142 to
230 years if biofuels meet 10 percent of current demand. Furthermore, as previously noted,
biofuels production could presumably extend beyond the cessation of oil production. This
estimate also does not include U.S. coal resources, which are considerable and can be
converted into natural gas or liquids. )

35) Please describe to this committee your short, middle, and long-term plans for oil and

renewable energy development.

ConocoPhillips has initiated, or is planning, a significant number of major projects to
develop oil and natural gas resources both domestically and internationally. In 2008, our
planned capital program of $15.3 billion includes $12.0 billion of investment in Exploration
and Production activities, In order to continue meeting current U.S. and global energy
demand, it is important that we retain the opportunity to invest sufficient capital in
economically viable traditional oil and natural gas development projects. The following table
provides publicly available information related to ConocoPhillips’ short-, middle- and long-
term plans for oil and gas development:
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Russia / Caspian (\?KZ];“ o Khylchuyn 301 150 Construction
Xgﬁe East/North Qatargas-3 30 263 Construction
Alaska North East West Sak 30 FEEP
Ugnu 162 Appraise
Canada Christina Lake C-F 112 FEED
Foster Creek 1F & 1G 50 54 FEED
Suban 3 59 Concept
Medium- s . Su Tu Trang 23 25 Appraise
term Asla Pacific Su Tu Nau 23 48 ApSraise
(2010-2012) Gumusut-Kakap 33 129 Construction
Jasmine 82 Appraise
North Sea Eldfisk 1 - 83 Concept
Russia / Caspian Kashagan Phase 1 8 430 Construction
Libya - North Gialo 16 85 Concept
Middle East / North Libya — Faregh 2 16 36 Construction
Aftica Algeria — Elmerk
(EMK) 17 54 FEED
Alaska Prudhoe Gas Cap 36 500 Concept
Mooses Tooth 52 Appraise
Surmont 2 80 FEED
Long-term Surmont 3&4 160 Concept
@i3H Thombury 1-2 89 Concept
Canada Clyden 1 44 Concept
FCCL other 220 Concept
Parsons Lake 56 FEED
Amaugliak 94 Appraise
Sunirise 220 Concept
Asia Pacific Caldita / Barossa 71 Appraise
Kebabangan 30° 145 Concept
Ekofisk South 72 Concept
North Sea Tor Rcd(_evelopment 30 Concept
Long-term Tomellten 57 Appra§se
(20134 Clair I 243 60 Appraise
cont’d West Africa Brass LNG supply 20 119 FEED
Kashagan Phase 2+ 8 1,050 Concept
: . Kalamkas 8 124 Concept
Russia/ Caspian Aktotc 8 100 Appraise
Kaijran 8 70 Appraise
Middie East / North Libya - NC98 16 90 Concept
Africa Libya - Dahra Jofra L 56 Concept
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Notes from table (previous page):
W1% = Working Interest
= ConocoPhillips-operated project
FEED = Front-end engineering design
!Includes direct working interest only
2 Jointly operated
*Represents equity in the upstream gas supply project. WI in liquefaction plant is 17%.

Conventional oil and natural gas are, and will generally remain for the near and medium
term, the lowest-cost feedstocks available for the production of transportation fuel. Despite
the relative economy of these conventional supplies, we are increasingly focused on
alternative and renewable energy sources. Development of alternative and unconventional
energy sources will be essential in the future, but it is important to recognize that new
technologies take time to commercialize and usually cost more than conventional supplies.
The following table provides publicly-available information on our short, medium and long-
term activities in renewable energy development.

Target Activity CanocoPhiilips Role
Ethanol blending e Large, rapidly expanding ethanol blending

« E-85 is marketed under our branded canopy in a
number of states - with over 2,500 potential sites -
Short-term provided the marketer meets certain image, safety and
(Clean/Unconventiounal Biofuels fuel-quality guidelines
Fuels) « Selectively adding biodiesel blending
» Producing vegetable oil-based diesel in Ireland
» Test manufacturing animal fat-based diesel with Tyson
Foods

« Joint agreement with Archer Daniels Midland to

Bi .
fomass fuels research development of fuels from agricultural waste

» Major relationship with Iowa State University to

Biofuels rescarch biofuels (advanced 26 projects in 2007-8)

Medium- / Long-term

(Research) s Created an intermal business organization dedicated to

evaluating opportunities to invest in solar, wind and

Renewable Power geothermal projects

¢ Reviewing opportunities to incorporate renewable
energy to support our operations

In addition to development of oil and renewable energy sources, we continue to invest in our
refineries and infrastructure to increase clean product yields, achieve better energy
efficiency, and enable use of lower-cost feedstock in our refining processes. The following
table provides a sample of some short- and medium-term projects in development or
execution:
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San Francisco Refinery Hydrocracker v v v U.S.

Los Angeles Refinery Conversion v v Us.
Ferndale Refinery Coker v v U.S,
Billings Refinery Fractionation Upgrade v v v U.S.
Bayway Refinery Fluid Catalytic Cracker v v U.S.
Keystone Pipeline Construction v U.S./Canada
Wilhelmshaven Refinery Upgrade v v Germany
WRB LLC project JV)’ v 4 4 US.
Melaka Refining Company (JV) v v Malaysia
Yanbu Export Refinery v v Saudi Arabia

*Certain investments noted here are pending approval and permitting, and thus may not move forward.
"WRB is a U.S. refining joint venture with EnCana Corporation, consisting of the Wood River and Borger refineries.

36) On Page 4 of your testimony, you specifically mention the Roan Plateau in Colorado as
a site that could have potential for natural gas production. Do yon have an estimate of
how much natural gas is estimated to lie in that area?

The U.S. Department of Interior Bureau of Land Management estimated in 2004 that there
were 15.4 trillion cubic feet of technically recoverable gas resources within the Roan Plateau
Planning Area, which is approximately 59 percent owned by the federal government
(remainder is private lands).

37)How do you think we could best find a balance between federal, state and local interests
as we work through the permit process?

ConocoPhillips is sensitive to the interests of all stakeholders who are potentially impacted
by our operations, including federal, state and local governments and citizens. While we
agree that all such viewpoints are entitled to be heard in the regulatory process, there are
certain critical infrastructure needs that merit expedited review and processing. As pointed
out in our earlier testimony, ConocoPhillips has encountered significant delays in such
critical projects, due to the length of the regulatory process. The most recent example is the
proposed expansion at the Wood River refinery, where the permitting process has been in
process since May 2006, and has delayed construction to this point. When it is in the national
interest, Congress should expedite federal and state permitting processes to ensure a balance
between federal, state and local and special interests.

38) On Page 5 of your testimony, you quote the National Petroleum Council’s report on the
need for increased rail, waterway, and pipeline transportation as we develop renewable
fuels. Do you have any idea what kind of investment is necessary to provide the
infrastructure that is necessary?
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We are not aware of any existing studies that focus on the costs of transportation
infrastructure required to expand biofuels use in the U.S. to 36 billion gallons as is presently
mandated. We believe this is an area that needs further study.

We are participating in a task force (along with other experts from industry, finance,
government, environmental organizations and academia) convened by the National
Commission on Energy Policy to examine ethanol distribution issues. This work will focus
on the distribution implications of a large increase in ethanol production and the policy and
regulatory measures that might facilitate an efficient ethanol distribution network.

39) You also mention the investment required to maintain the infrastructure for current oil
and gas production — do you have any figures on that investment?

According to the International Energy Agency, $9.6 trillion of investment will be required
between 2006 and 2030 to supply the required oil and natural gas production. About two-
thirds of this investment is for upstream or exploration, development and production
spending. Thus, about $3.3 trillion will be needed for downstream infrastructure.

40) With regard to your project using by-product animal fats and grease to make bio-fuel,
you note that this could potentially use the current pipeline system — is that because the
fuel would contain less water? Or what other factors come into play as you make that
decision?

The renewable diesel manufactured at our Borger refinery from animal fat feedstock is
chemically similar to ultra low sulfur diesel fuel. Therefore, it has no compatibility issues
with either the existing distribution infrastructure or vehicles.

In contrast, biodiesel is a chemically different fuel produced from similar feedstock. This fuel
contains oxygen groups which have an affinity for water and are not found in conventional
diesel fuel. This affinity for water presents infrastructure and vehicle concerns which have
limited biodiesel’s ability to be shipped in multi-product pipelines. The industry continues to
evaluate how to integrate biodiesel blends into pipelines.

41) Could you explain what the problem is with the language on blending tax that does not
allow you to compete with other renewable and biodiesel fuel producers?

The language in H.R. 5351 would reduce retroactively the credit for the co-production of
renewable diesel from $1.00 per gallon to 50 cents per gallon, rendering the process
uneconomic and also uncompetitive with biodiesel manufacture which utilizes similar
feedstock and has similar economics. The greater tax credit for biodiesel will allow biodiesel
manufacturers to pay more for feedstock than renewable diesel co-processors, and thereby
price renewable diesel processors out of the market.
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We believe that Congress should avoid picking technology winners and losers. This change
in tax code violates not only this principle, but also committee members’ own admonitions to
the oil industry to increase our investment in renewable fuels and other alternatives sources.

Renewable diesel offers outstanding greenhouse gas and criteria pollution reduction. It is
fully compatible with both the pipeline distribution system and vehicles. It allows for
biofuels production from non-food sources. Deployment of co-processing requires capital
investment in our refineries, but since it utilizes some existing reactor capacities it allows for
a more rapid deployment and better economic viability than a pure stand-alone option.
Finally, only the portion of the fuel directly created from rencwable feedstock qualifies for
the tax credit. No petroleum processing is subsidized.

Tax uncertainty has limited our deployment of the technology to a small test installation at
our Borger, Texas refinery. For the first five months of this year, our operation has co-
produced about 300 barrels per day of renewable diesel. Without the full tax credit this
operation would not have been economic, even before capital recovery. This tax change will
likely force us to cease renewable diesel production in the United States and focus on our
European refineries.

Finally, the retroactive nature of this change does little to encourage oil companies to
experiment with new, superior technologies.

42) You mention that recent tax proposals would reduce funds available to invest in
developing new energy supplies — do you have an estimate of how much that would be?

H.R. 5351 is estimated to increase taxes on our industry by $18 billion over ten years. That is
$18 billion less funds available for investment, including those for new supplies of oil and
natural gas.

43) On Page 8 of your testimony, you note that you are test marketing E-85 in a number of
states. What bave you learned from this experience?

The feedback we have received from most of our branded gas stations who have installed E-
85 dispensers is that there is insufficient demand to justify the expense of the conversion. The
problem is that only 3 percent of the U.S. passenger fleet possesses flexible fuel capability
today and consumers who own these vehicles are often unaware of it. In addition, consumers
are concerned about the roughly 25-percent reduction in gas mileage experienced when using
E-85 fuel versus conventional gasoline.
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44) What is it about the vegetable and animal fat feed stock that allows you to create a
better blend of diesel fuel that does not have the same performance issues as bio-diesel?

The superior properties of renewable diesel are not feedstock dependent but rather an
advantage of the chemical process used to create the end product. Renewable diesel is
chemically similar to ultra low sulfur diesel and therefore has no compatibility issues with
either the existing distribution infrastructure or vehicles. In fact, the specific diesel molecules
created actually improve certain performance characteristics of ultra low sulfur diesel.

In contrast, biodiesel is a chemically different fucl produced from the same feedstock. This
fuel contains oxygen groups which have an affinity for water and are not found in traditional
diesel fuel. This affinity for water presents infrastructure and vehicle concerns which have
limited biodiesel’s ability to be shipped in multi-product pipelines. The industry continues to
evaluate how to integrate biodiesel blends into pipelines.

45) What types of agricultural waste products look like they have the most potential for
bio-fuels production?

Assuming that there is no material difference in the ability of the conversion technology, the
highest potential feeds are those that can easily fit in the existing agricultural harvesting and
transportation infrastructure. Starting with already stranded items like corn fiber and wood
chips seems the most likely early sources to be commercially viable. The next most likely
sources are corn cobs and stover and wheat and rice straw as some of these products can be
sustainably removed from the field and can also leverage the existing gathering and
transportation infrastructure and firms,

46) Based on your experience with lithium-ion battery development, what do you think
needs to be done to develop more battery technology for cars and other high-energy use
applications?

We believe lithium-ion batteries are best suited for use in hybrid and other electrical vehicles
and are likely to become the battery of choice for vehicular applications in the foreseeable
future. There are many areas of development that could improve their performance for
application in autos. Material improvements need to be made to extend the operating
tempetature range of batteries so they can be used in winter in Minnesota and summer in
Arizona. These materials need to be safe and provide long cycle life for the battery to last as
long as the car does.

Research and development efforts should continue seeking reductions in battery material
costs and also cost reductions in near-zero defect manufacturing processes needed to ensure
safety. Progress in both areas is needed to make the batteries more economic. Data needs to
be collected on these new generation batteries to ensure safe and reliable operation in
automotive service, Today, most lithium-ion batteries are made in Asia. Enhanced battery
R&D and manufacturing infrastructure in the United States is needed to avoid over-reliance
on foreign supplies and imports.
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47) How would you rate your experience with the Freedom CAR and Fuel Partnership
initiatives? Is there more that we should be doing in those programs that would help
curb the demand for gasoline?

There is little that the FreedomCAR and Fuel Partnership program can do to reduce near-
term gasoline demand. Near to mid-term reductions in gasoline demand will be accomplished
with automotive technologies already being commercialized or close to commercialization.
Hybrid vehicle sales are now in the hundreds of thousands annually and many automakers
are developing plug-in hybrids and pure electric vehicles with serious commercial intent. The
auto industry is also rapidly introducing increasingly encrgy efficient non-hybrid advanced
gasoline and diesel-based powertrains and is shifting product mix toward higher fuel
economy vehicles in response to strong consumer demand.

The five energy partners, including ConocoPhillips, have staffed the hydrogen-related
technical teams with well-qualified senior scientists and engineers. As detailed in Chapter 5
of the National Research Council's recently released Review of the Research Program of the
FreedomCAR and Fuel Partnership - Second Report, formidable technical and economic
barriers must still be overcome before fuel cell vehicles and hydrogen fuel can be
commercialized. R&D directed at these difficult problems remains an appropriate role for the
federal government. High technical risk and long lead times to market tend to temper private
sector investment in fuel cell vehicle-related technologies.

The FreedomCAR and Fuel Partnership is appropriately focused on high technical risk, long
lead time R&D. Nevertheless, it is unlikely that fuel cells and hydrogen will significantly
reduce transportation energy demand within the next 25 years, It is also possible that fuel cell
vehicles may not be significantly commercialized if lithium-ion battery technology enables
successful commercialization of plug-in hybrids and pure electric vehicles delivering
consumer value and other benefits similar or superior to those that fuel cell vehicles might
offer.

48) What are the major benefits of syngas? Where are you in terms of scale deployment of
a syngas project?

Syngas or synthesis gas from the gasification of coal or petroleurn coke can be used directly
to fuel combustion turbines in Integrated Gasification Combined Cycle (IGCC) power plants.
Alternatively, the hydrogen that is the main component of syngas can be extracted for use in
conventional crude oil processing, for ammonia production in fertilizer plants or as a fuel for
power plants with advanced combustion turbines or fuel cells.

Syngas is also the intermediate feedstock for a number of different conversion processes such
as Fischer Tropsch coal-to-liquids (which produces diesel, jet fuel, and naphtha), SNG
(which makes Substitute Natural Gas or methane), and other processes that make DME,
methano! and gasoline.
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ConocoPhillips owns and markets the E-Gas™ technology for Solid Fuel Gasification, which
has been commercially proven at utility scale (200-300 MW per equipment train) on sub-
bituminous and bituminous coals and petroleum coke. The Wabash River IGCC facility in
Terre Haute, Indiana (one of the two IGCC plants in the U.S.) utilizes the E-Gas™
technology and has been operational since 1995. ConocoPhillips provides professional
services and technical expertise for operations and maintenance to the owners of that facility,
as well as using it as a base for continued technology research and development.

ConocoPhillips is now actively conducting feasibility studies on two gasification projects for
equity participation. The first one is in conjunction with Peabody Energy in Kentucky, which
would use the ConocoPhillips proprietary E-Gas™ technology to produce syngas from a
blend of coal and petroleum coke (approximately 10,000 tons per day) which would then be
converted into pipeline quality methane (natural gas, 50-70 billion cubic feet per year). The
second project is at the ConocoPhillips Sweeny refinery in the Texas Gulf Coast. This project
plans to produce syngas from refinery-sourced petroleum coke (about 5000 tons per day) for
use in the associated cogeneration power plant, or in producing methane and hydrogen.
These will be among the largest coal or coke-fueled gasification facilities in the world and
could both be operational in the 2014-2016 timeframe if the studies prove them to be
economically viable. Options for carbon capture and sequestration are being evaluated for
both of these projects.

ConocoPhillips is also marketing and ficensing the E-Gas™ technology to other companies,
with three executed licenses for new projects in the U.S. in the last five years (none of these
projects has entered construction at this time).

49) If you were going to propose a legal and regulatory framework for carbon capture and
storage, what would you propose as the key elements?

ConocoPhillips believes that CO, capture and storage (CCS) will play an important role in
reducing U.S. greenhouse gas (GHG) emissions. It will also strengthen U.S. energy security
by improving the acceptability of using the vast coal resources in the United States.
Widespread deployment of CCS will require national legislation that establishes a value for
carbon emissions, supports technology research and development, provides incentives for
early movers, and creates a regulatory and legal framework that provides the certainty
necessary for long-term investment while letting market forces drive the most cost-efficient
and environmentally effective CCS solutions.

CO2 Capture

While existing laws and regulations may be sufficient to handle the capture aspects of CCS,
certain issues remain to be addressed.
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Permitting

In general, permitting processes for CO, capture equipment and facilities must be
streamlined and efficient with clear lines of authority established as soon as possible in order
to enable new construction and modifications to existing plants. The government should
avoid establishing Best Available Control Technology (BACT) standards in the permitting
process for industrial and power CCS applications. The market price for GHG emission
allowances will determine the most cost effective GHG reduction investments.

CO; and criteria pollutants
Some CO; capture technologies may yield additional criteria pollutant emissions due to the

need for oxygen production for oxy-firing, steam for amine stripping, power use for CO,
compression, etc. Clear regulatory guidance on how to address these trade-offs will be
important.

CO2 Transport

Procurement and permitting of rights-of-way

A regulatory framework should be implemented to enable procurement and permitting of
rights-of-way for intrastate and interstate CO; pipelines, This could be done in a manner
analogous to natural gas pipelines. Regulation of the operation of CO; pipelines can be
effectively handled by existing Department of Transportation rules,

CO2 Storage

Access to pore space

e  Ownership of storage rights needs to be clarified.

e A mechanism should be established to enable consolidation of all of the storage interests
in a project area by the project operator.

¢ Rules should be established governing the area over which storage rights must be
acquired by the storage operator, taking into consideration CO; plume expansion and
pressure impacts.

¢ The pore space acquisition rules should contemplate modification of the storage area
during the operational phase of the project to account for unanticipated movement of
injected CO; and/or project expansion.

Permitting requirements
The U.S. EPA is currently developing regulations governing permitting, construction and

operation of CO; storage sites. We suggest that several principles guide development of

regulations for CO, storage sites:

s Regulations should be stringent enough to ensure responsible site selection, development
and operation that minimizes the risk of leakage of CO, into drinking water sources and
the atmosphere. In addition to minimizing risk to human health and the environment, this
principle should improve stakeholder acceptance of CCS as a elimate change mitigation
strategy.

» Regulations should be flexible enough to allow site-speeific implementation of
appropriate construction, monitoring, mitigation and verification techniques.

¢ Regulations should be adaptable to allow for modifications as experience is gained, given
that regulations are likely to take effect before many large CO; storage projects are in
operation.

43



305

Treatment of the various types of storage reservoirs
Future storage reservoirs for CO; are expected to include deep saline formations, depleted oil

and gas reservoirs, and deep unrineable coal seams. In some cases, injected CO, in addition
to being stored, may provide economic benefit by enhancing production of oil or natural gas
from the reservoirs. The enhanced production of hydrocarbon resources associated with CO,
storage provides a dual benefit by improving domestic production while enabling CCS
projects to occur at lower carbon prices; hence a lower cost to society.

We believe that a legal framework for CCS should ireat all forms of CO, storage equally. In
particular, CO; storage projects which enhance hydrocarbon production should not be
disadvantaged in terms of CO; credit allocation or application of early CCS incentives.
Critically, CO, credits should be awarded in a timely manner to all types of CO, storage
projects to avoid inflating the CO; price at which CCS projects become economically viable.

Long-term liability
Long-term liability issues associated with CO; injection can be managed with sound science,
sound project management, operation and monitoring, and sound/consistent regulation.

50) In your testimony, you mention international research that has been conducted in
several areas, Where do you think the United States ranks in terms of supporting
research for energy development? What about carbon footprint mitigation?

ConocoPhillips has not tracked research and development spending by governments around
the world. However, the International Energy Agency’s recent publication, “Energy
Technology Perspectives 2008: Scenarios and Strategies to 2050,” indicated that Energy
research development and demonstration (RD&D) budgets in many member countries
declined between the early 1980s and the 1990s from $18 billion (USD) in 1980 to $8 billion
(USD) in 1997. This decline was largely associated with the difficulties of the nuclear
industry and with the decrease in oil prices from 1985 to 2002. Since 1999, government
expenditures on RD&D have slightly recovered and stabilized; they were estimated to be $10
billion in 2006. However, over the same timeframe, energy RD&D as a share of total RD&D
declined from 11 percent in 1985 to 3 percent in 2005.

This report also showed that the U.S. spends a smaller percent of its GDP on energy RD&D
(3-4 percent) than France (~5 percent) and Japan (~9-10 percent). 5

Similarly, the figure below included in the National Petroleum Council study on “Facing the
Hard Truths about Energy,” shows U.S. government R&D funding for oil and natural gas has
declined significantly in recent years.'

' International Energy Agency, “Energy Technology Perspectives 2008: Scenarios and Strategies to 2050,” 2008,
age 172

Fﬁ Cited in National Petroleum Council, “Facing the Hard Truths about Energy,” page 176, with the original source

of Lawson, William F, “Who Will Fund America’s Energy Future?” Interstate Oil and Gas Compact Commission

Report, 2006
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In most OECD countries there is consensus that the government should invest in basic
science and technology research to complement the nearer-to~market technology investments
that the private sector will be prepared to make. However, the U.S. government proposal for
fiscal year 2007 to terminate the oil and natural pas program within the Department of
Energy leaves only $50 million in royalty receipts that were set aside in the Energy Policy
Act of 2003, The bulk of the funds (335 million) were set aside for ultra-deepwater and
unconventional-hydrocarbon research programs as part of the Research Partnership fora
Secure Energy America (RPSEA). The remainder ($15 million) is set aside for an internal
National Energy Technology Laboratory program and administrative funds.

Climate change is a global challenge that will require a suite of solutions including sound
policy, innovation and participation by governments, industry and consumers, A national
mandatory policy on climate change will provide the basis for the United States to assert
world leadership in environmental and energy technology innovation. The cost-effective
deployment of existing technologies to improve energy efficiency and reduce GHG
emissions should be a priority. Government should not try to pick “winners” among the-
competing technologies but should let the market choose the best, most-efficient energy
sources. The U.S. can demonstrate leadership by a multi-pronged technology approach that
encourages private investment in a variety of low-carbon energy sources while continuing
government-funded research and by increasing support of education - particularly in the
technical skills that are so critical to our energy future. '
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51) I applaud your efforts in recycling water in some of your operations. What, if anything,
can Congress do to help support water use policies such as this?

Our growing world must have water for human survival and reliable fresh-water supplies are
increasingly scarce. Recognizing this need, ConocoPhillips is committed to conserving and
protecting fresh-water resources, and to enhancing the efficiency of our water utilization.

Crude oil production on average produces three to four barrels of water for each barrel of oil.
This excess of produced water usually contains too much natural salt and minerals to be of
agricultural or residential use. In order to reuse as much as possible, we reinject much of this
to help maintain reservoir pressure and recover additional natural resources. We reuse some
of it in other applications and dispose of the rest as permitted by applicable law,

Efforts that are being undertaken by industry that have broad application should be supported
through financial support for research and development, regulatory support and financial
innovation. That support could be used to find alternative uses for water we process, develop
novel technologies to purify produced water, promote innovations to reduce water from
natural resource recovery, and explore partnerships with local agencies to look at water
management and municipal collaboration. In addition, sponsorship of programs to increase
awareness and encourage water conservation through exhibitions and workshops would be of
value.

To encourage quicker adoption of technologies or processes which can benefit the entire
watershed, incentives could be put in place to minimize the cost and other constraints.
Congress could consider various options to encourage quicker adoption through tax credits
for capital deployed to increase recycling, incentives for sponsoring research and
development efforts, or a simplified permitting process for technology prototypes. Finally,
reducing the cost and barriers to the reuse of treated municipal waste for industrial processing
should be encouraged in regions that are water stressed.

52) What would listing of the polar bear as an endangered species do to your potential oil
development in the Chukchi Sea? And do you believe that polar bears or their habitat
would be harmed by oil operations in that area?

ConocoPhillips has extensive experience on Alaska’s North Slope and has found that polar
bears can coexist with energy activities. Available scientific data indicates that the bear
population that is active near North Slope operations has been healthy and sustainable for
more than 20 years. Also, exploration in the Chukehi Sea would be conducted in open water
during the summer when polar bears have a limited presence, making it highly unlikely that
polar bears would be disturbed during the exploration activities, No bears were sighted
during a recent 90-day seismic survey.
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53) What kind of investment did Conoco-Phillips make in the Rockies Express pipeline?
Are other pipeline projects under consideration?

ConocoPhillips made an equity investment in the Rockies Express natural gas pipeline to
support our natural gas production in the San Juan Basin and other neighboring producing
areas. Additionally, ConocoPhillips has taken an equity position in the recently announced
Keystone pipeline which will transport heavy crude oil volumes from Western Canada's oil
sands region to U.S. refining centers. ConocoPhillips also has announced that it is currently
developing the Alaska North Slope pipeline as part of the Denali Joint Venture. Also,
ConocoPhillips continuously considers and evaluates the benefits and risks of taking an
ownership position in various crude oil, refined products, and natural gas pipelines along
with related infrastructure. With respect to existing pipeline systems within the
ConocoPhillips portfolio, ConocoPhillips regulatly evaluates opporttunities to optimize assets
which may include expansions, consolidations, facility upgrades or reconfigurations, and
ownership changes.

54) How does your experience with LNG terminals in the US differ from sites you are
developing around the world?

Many gas-consuming countries around the world recognize the value of natural gas to their
sustainable economic and environmental well-being and have embraced the benefits for
having a reliable and diversified gas supply. Accordingly, many have included importation of
LNG as a critical component of a policy or strategy for meeting their long-term energy
supply needs. Having the foundation of a strong energy policy which recognizes the
importance of a diversified energy portfolio, including LNG, creates an atmosphere that is
conducive to people wanting to be informed with facts and support projects from which they
and their country will benefit.

The acceptance of LNG receiving terminals in the U.S. and in other countries varies from
country to country and from location to location. In the U.S., we have found that
communities are divided on their acceptance of LNG terminals. Some members are being
swayed by inaccurate information when in fact the LNG industry has an excellent safety
record for more than 40 years, ConocoPhillips is committed to working with the federal, state
and local government and citizens where we live and conduct business to help find solutions
that meet our energy needs while maintaining our quality of life. We believe that as the
world’s largest natural gas-consuming country, the U.S. needs a comprehensive, long-term
energy policy and that LNG should be included in this policy.

ConocoPhillips has been or is involved in the development of a number of LNG receiving
terminals in the U.S., including the Freeport terminal in Freeport, Texas, the Golden Pass
terminal near Sabine, Texas, Compass Port off the coast of Alabama, Sound Energy
Solutions at the Port of Long Beach, California and a project in Harpswell, Maine.
Internationally we have been involved in projects in Teesside, U.K., the Port of Eemshaven
in the Netherlands and Singapore. :
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55) What kind of tax base does Conoco-Phillips provide for Alaska? And those funds could
be used for climate mitigation for native villages, couldn’t they?

ConocoPhillips Alaska, Inc. alone paid approximately $1.8 billion in taxes to the state of
Alaska and Alaska municipalities in 2007. This figure does not include the oil and gas
royalties ConocoPhillips paid to the state in 2007, a portion of which was deposited in the
Alaska Permanent Fund. The state of Alaska's decision to increase its petroleum profits tax
(PPT) rate in late 2007 significantly increased the Alaska state tax burden on our ongoing oil
and gas operations, and that increased tax rate will be reflected in our 2008 Alaska tax
payments.

Over the last four years, the state of Alaska has changed their tax structure to significantly
increase taxes on the oil and gas industry three different times. This not only increases the
costs associated with oil and gas production and developments, but also adds uncertainty to
the predictability of the fiscal structure in Alaska going forward. These tax increases have
had and will continue to have a chilling impact on investment in Alaska. Some major projects
have been cancelled or deferred in late 2007 and early 2008, due at least in part to tax
impacts.

In 2007, the state collected over $5 billion in revenues from the petroleum industry, primarily
through corporate income taxes, severance taxes, property taxes, royalties and lease bonuses.
The Alaska Department of Revenue projects petroleum revenues will rise to $8.9 billion in
2008. The Department of Revenue also estimates that petroleum revenues, which represent
about 87 percent of the revenues of the state’s general purpose unrestricted funds, have
provided cumulative revenues to the state of $66 billion since 1959, and they project it will
rise to $142 billion by 2017."

The distributions of Alaska's tax revenues, including decisions on whether to allocate them
for climate change mitigation for native villages, are decisions for the state of Alaska.

56) You briefly touched on the use of nanotechnology — what areas of energy exploration
and production hold the most promise for improvement through the use of
nanotechnology?

The oil industry is currently increasing our review and research of potential nanotechnology
applications in an effort to improve operational efficiencies and to increase total hydrocarbon
recovery from reservoirs. Nanotechnologies that appcar to have the greatest potential for
application in the oil industry fall into one of three major categories: (1) material science,
with strengthening and weight reduction applications, (2) use of nanosensors for increased
feedback from facilities, wells, and reservoirs, and (3) nanotechnology in oilfield chemical
delivery both in facilities and in downhole reservoir applications.

17 Alaska Department of Revenues, “Revenue Spring 2008 Forecast,” Figures 1 and 10, April 10, 2008
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Material science

The use of carbon nano tubes and nano "enhanced" engineering materials have resulted in
construction materials of super strength, low corrosivity and less weight. This makes these
materials ideal candidates for selective use in offshore construction and operations.
Applications of nano particles embedded into drill bits have resulted in longer lasting drill
bits, for example.

Nanosensors

Nanosensors will include new and improved methods of gathering downhole data, i.e.
pressures, temperatures, salinities and water cuts from oil wells, such that they can be
operated and managed in a more efficient manner to increase recoveries and improve
operations. Ultimately the industry would like to develop nano sensors that could be injected
into reservoirs such that spatial information about oil, water, and gas saturations, geology of
the reservoir including fractures, compartments, layering, and fluid injection patterns could
be determined remotely. In this manner, improvements in reservoir and geological models
could be implemented and reservoirs could be managed to increase ultimate hydrocarbon
recovery.

Downbhole delivery system

Nanotechnology is being applied in the development of new and improved methodologies
and products classified as "oil field chemical delivery systems." Some specific applications
currently include water-soluble polymers for application in injection water diversion and
formulations of nano-sized particles being tested for their ability to increase the recovery of
oil from reservoir rocks. Nanotechnology has the potential to increase the efficiency of
enhanced oil recovery chemicals, improve waterflooding operations, produce more effective
scale and corrosion chemicals, etc. Although nanotechnology is relatively new to the oil
industry, there is considerable research effort on-going by vendors, suppliers, universities and
major operators with the goal of accelerating the development of applications.

Our responses to the requests made by the Select Committee on Energy Independence and
Global Warming of the U.S. House of Representatives contain forward-looking statements
within the meaning of the "safe harbor" provisions of the Private Securities Litigation
Reform Act of 1995. Actual outcomes and results may differ materially from what is
expressed or forecast in such forward-looking statements. Economic, business, competitive
and regulatory factors that may affect ConocoPhillips' business are generally as set forth in
ConocoPhillips' filings with the Securities and Exchange Commission.

49
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1) How much did your company invest in renewable energy technologies by year and by project
over the last 10 years?

BP hereby provides the information for the last 5 years. It does not have 10-
years’ worth of this information available because of its various mergers and
acquisitions over that time period.

Aiternative Energy
Capex
$m

2003 2004 2005 2006 2007
Solar US 8 10 21 12 42
Solar non-US 16 5 33 56 87
Solar Total 24 15 54 68 130
wind US 0 0 0 410 246
Wind non-US 14 0 10 14 95
Wind Total 14 0 10 423 341
Hydrogen Energy US 0 0 0 0 0
Hydrogen Energy non-
us o] 0 0 18 18
Hydrogen Energy
Total 0 0 0 18 18
Biofuels US 0 4] 0 4] 4]
Biofuels non-US 0 0 0 0 76
Biofuels Total 0 0 0 0 76
Total US Capex 8 10 21 422 289
Total non-US Capex 29 5 43 88 276
Total Capex 37 15 64 510 565

2) How much does your company plan on investing in renewable energy technologies by year in
coming years?

To date, BP Alternative Energy has invested $3 Billion. This includes projects in
Wind, Solar, Hydrogen power, CCS and Biofuels. BP recently announced that it was
doubling its annual rate of investment in alternative energy to $1.5 Billion.

3) Based on the fundamentals of supply and demand, what does your company estimate the price of
oil should be were it not for speculation, and other factors? Mr. Simon from ExxonMobil
testified that their analysis of fundamental supply and demand suggests a price of oil in the $50-
55 range, and prices above that figure are due to speculation, weakening dollar and geopolitical
stability. Do you agree or disagree with that analysis?

BP agrees with the CFTC, which has concluded that “there is little evidence that
changes in speculative positions are systematically driving up crude oil prices.” In



312

his April 3, 2008 testimony before the Senate Committee on Energy and Natural
Resources, CFTC Chief Economist Jeffrey Harris stated:

Given the relative stability of the makeup of participants and their positions in the
markets and the absence of evidence that speculation has caused oil price
changes, it appears that fundamentals provide the best explanation for crude oil
price increases. These fundamentals can be either broad factors that affect
many markets—iike the value of the dollar or general inflation fears—or factors
particular to a market—such as strong demand from China and India for crude ol
and other commodities. In addition, geopolitical events, such as tensions
involving Venezuela, Nigeria, Iran, Iraq, Turkey and the Kurds have affected
commodity markets, especially the energy and precious metals markets.

The price of crude oil reflects the forces of supply and demand as they exist at any
given time - it is not possible to say what the price of crude oil “should be” apart
from those market forces of supply and demand.

4) What percentage of the current price of oil is a result of speculation?
See our answer to Question 3.
5) How much did your company invest last year in emerging energy technologies in North America
and what types of technologies would that include?

The chart below shows our research and development spend in alternatives for the
last five year period.

R&D Spend ($m)

2003 2004 2005 2006 2007 TOTAL
Solar 54 4.0 6.1 82 82 31.9
Renewables & Alternatives / AE
Technology (Wind, Hydrogen power) 94 83 277 454
Biofuels 50 72 143 26.5
Energy Biosciences Institute (CA
Berkeley, IL Urbana) 25 260 28.5
Hydrogen for Transport 0.0 10.0 100 100 100 50.0
TOTAL 154 140 305 36.1 862 1822

6) In 2030, what percentage of global energy demand will be met by fossil fuels?

Future energy demand growth is highly uncertain. It will be influenced by (among
other factors) economic growth, energy prices, technological innovation government
policy. The National Petroleum Council in its recently issued study, “Facing the Hard
Truths About Energy“, concluded that energy demand will grow by 50-60 percent by
2030, Further, it projects that more than 75 percent of future energy demand will be
met with fossil fuels (oil, gas, coal).

7) Do you think that it is important as an energy security issue, to use more of the US reserves of oil

and natural gas? What are the best policies to assure our energy independence?
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Policies that allow for the continued development of all US energy resources (oil,
gas, coal, nuclear, wind, solar, biofuels, alternatives) are essential to meeting the
future energy needs of US consumers. There is no single energy source that is
capable of supplying US energy needs. It will take a portfolio of options including
access to resources, legal and regulatory certainty, economy-wide carbon price and
transitional incentives to enable resources of all types to be adequately developed.

8) What percentage of your stock is own by pension plans and retirement accounts?

The chart below shows the ownership interests in BP stock by category.
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Beneficial Owner

Composition Threshold: 100,000 shares and above
Register Date: 31 March 2008 issued Share Capital: 19,039,435,263

BREAKDOWN BY CATEGORY

Type Sharehoiding % of ISC
ADR 5,399,242.422  28.36%
Unit Trusts 3,713,986,715 19.51%
Pensions 2,794,111,497 14.68%
Other 2,261,149,205  11.88%
Insurance 1,353,406,799 7.11%
Private Client Brokers 772,052,073 4.06%
Foreign Government 320,470,926 1.68%
Retail Investors 289,982,724 1.52%
Marketmaker 231,407,236 1.22%
inv Trusts 128,310,637 0.67%
Charities 127,668,152 0.67%
Directors 103,492,821 0.54%
Custodian 92,470,556 0.49%
Stocklending 46,115,000 0.24%
Arbitrage 36,797,556 0.19%
Clearing 28,730,636 0.15%
UK Government 21,677,633 011%
DBV Accounts 18,648,374 0.10%
Brokerage 11,342,356 0.06%
Employees Holdings 9,910,991 0.05%
Hedge Funds 1,168,024 0.01%
Family Holdings 403,932 0.00%
Below Threshoid 848,380,603 4.46%
Unidentified 428,508,395 2.25%
SHARES IN ISSUE 19,039,435,263  100%

9) Do you support the use of coal-to-liquids as an alternative to traditional petroleum? If not, why
not? As a follow up, wouldn’t the use of coal-to-liquids significantly increase our domestic
supply of fuel?

BP is not actively pursuing coal to liquids technologies but does support its inclusion
in the future US energy portfolio. We believe it will take the development of ali
economic energy sources to meet the future needs of US consumers and thus no
option should be removed from consideration.

10) How much bio-fuel and ethanol do you think realistically can be substituted for traditional

petroleum?

We believe that biofuels have the potential to make-up 25 to 30% of the US
transportation fuels pool by 2030.
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11) Are you involved in developing production in Canada’s oil sands or Western oil shale? Do you
believe those alternatives will become more viable if the price of oil continues to rise?

BP recently completed a joint venture with Husky Energy to jointly develop its
Sunrise oil sands field in Alberta, Canada. Oil from this field will supply our JV
refinery in Toledo, OH which will undertake a modernization and expansion over the
next several years. This expansion will result in the incremental supply of more than
600,000 gallons/day of transportation fuels to the Midwest market.

BP expects development of Canadian oil sands to accelerate in the coming years as
safe, stable and secure resource to the US.

12) The American Jobs Creation Act provides a tax credit of up to $1.00 per gallon for the sale and
use of “agri-biodiesel" -- biodiesel from virgin agricultural products. The credit is $0.50 per
gallon for biodiesel from recycled grease. In addition, the law provides an excise tax credit for
biodiesel blends (i.e., biodiesel and conventional diesel). Producers are eligible for one credit or
the other, but not both. The Energy Policy Act of 2005 extends these credits through 2008. Do
you support making these credits permanent? Do you support increasing these credits?

BP is not actively engaged in bio-diesel research or manufacture. However, BP
supports the use of transitional incentives to enable the development and
deployment of alternatives of all kinds. Properly structured, they should enable
scale, reduce manufacturing costs and help achieve market competitiveness over
time.

13) Do you support suspending or reducing the number of “boutique fuel mixes” that each state

mandates in order to reduce gas prices in the near future?

Yes, boutiques add complexity to the supply and distribution of transportation fuels
across the US and make response to supply disruptions difficuft. The impact of
these policies may be higher prices for the consumer.

14) Do you believe that the Energy Independence and Security Act of 2007 went far enough to access
US oil and natural gas resources?
No. EISA 2007 did very little to enhance the opportunities to develop new oif and
gas resources in the US.
15) Are you actively pursing carbon sequestration and Enhanced Qil Recovery in your oil fields and
has that work been successful? What more needs to be done in this area?

BP is actively pursuing carbon capture and sequestration {CCS) technologies as part
of its alternative energy portfolio. CCS is being used in our CA Hydrogen power
project that will convert petroleum coke into hydrogen and use the resulting CO2 for
enhanced oil recovery and sequestration in mature oil fields in California. In order for
CCS to develop further, a fiscal, regulatory and legal framework is necessary that
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will outline the measurement, monitoring and environmental requirements
associated with future projects.

16) What is a ballpark figure of how much your company pays in taxes each year?

Over the last several years BP has paid an average of $13 billion in taxes. This figure
includes income taxes, property taxes, excise taxes and production royalties. If in-
kind royalties are included, this amount increases to $14 billion/year.

17) A couple of you mentioned the National Petroleum Council repot “Facing the Hard Truths about
Energy” do any of you disagree with the findings of that report?

No, the NPC report is the most in-depth, comprehensive review of the entire energy
sector and benefited from the participation and support of a diverse group of
stakeholders. BP endorses its findings.

18) Several of you mentioned the increasing cost of materials, difficulty in finding labor and
specifically difficulty in finding engineers and scientists in oil and gas development. What
policies do you think would help get the materials and people that you need?

Infrastructure investment (human, financial, industrial) typically follows clear, stable,
long-term policy direction. Students won't enter energy fields, investors won't back
energy investment, and major manufacturing and energy firms won't expand
capacity if they can't be assured that their investments won't be rewarded over the
long-term. Policymakers need to signal that it embraces not only access to
conventional oil and gas resources but also the timely development required to bring
them to market. Once this inventory of opportunity is clear, the market will respond
as it always has to the challenge.

19) Is there something in the manufacturing sector that we need to do to help insure that you get the
supplies that you need?

Policymakers need to signal long-term support for energy development of all kinds
to provide the market with the confidence necessary to stimulate investment.

20) The International Energy Agency estimates that $22 trillion — in new energy investments will be
needed by 2030. Where would that money come from?

We have not evaluated the IEA estimate and cannot comment on the amount, but
agree that a lot of investment is needed. That investment will and is coming from
companies like BP. Governments can play a roll in supporting investment, but it is
companies that will make almost all of the expenditure. And, BP is doing more than
its share of the investing.! BP had capital expenditures of $18 billion in oif and gas
globally. BP reinvested every dollar it made in the US right back into US operations
to provide energy.

! BP represents 3% of global oil and gas. Of the IEA's $22 trillion estimate, $9.6 triflion is for oil and gas,
which is about $400 billion a year. BP's capital expenditure in E&P and Refining last year was $19 billion
or 6% of the IEA's estimate. BP is investing disproportionately more — by 70% — relative to its share of
the market to increase energy supply.
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21) What would be required to get biofuels to a commercial scale that they could replace oil in the
United States?

BP does not believe that biofuels can replace oil in the US. We believe that
development of non-food feedstocks, cellulosic technologies and improved
molecules may allow biofuels to meet as much as 30% of the US transportation
fuels needs by 2030.

22) In your testimony, several of you point to speculation as a contributing cause of high crude oil
prices. I have introduced legislation, the Prevent Unfair Manipulation of Prices (PUMP) Act (HR
594), which would improve oversight of “dark markets” which are currently unregulated by the
Commodity Futures Trading Commission. In our December 2007 Oversight and Investigation
Subcommittee hearing, we heard testimony that this could reduce the cost of oil by $30 a barrel.
Do you believe that speculation in the market is driving up the price of 0il? Would you support
this legislation?

Regarding the role of speculation in the market, see our answer to Question 3. BP
believes that the market oversight and enforcement powers exercised by the CFTC,
as described in the April 3, 2008 testimony of Mr. Harris, are effective tools to
protect the public from unlawful manipulation of prices. In addition, BP generally
supports regulatory proposals that make the markets we trade in more efficient,
more liquid and more transparent.

23) What is the average number of barrels of oil your companies trade each day on NYMEX? On the
InterContinental Exchange?

In 2008, BP's U.S. trading company has traded an average of 9.9 million barrels per
day of Light Sweet Crude Oil contracts on NYMEX. This includes buys and sells,
spread trading, and front month as well as future months contracts. The average
daily total market volume of Light Sweet Crude Oil contracts on NYMEX for 2008
has been 558 million barrels per day.

In 2008, BP's U.S. trading company has traded an average of 11.4 million barrels per
day of WTI and Brent crude on ICE, which also includes buys and sells, spread
trading, and front month as well as future months contracts. The average daily total
market volume of WT! and Brent crude contracts on ICE for 2008 has been 504
million barrels per day.

This data is competitively sensitive and BP requests that it not be disclosed to the
public.

24) During the April 1, 2008 hearing, you each spent most of your time complaining about taxes,

specifically that the Rencwable Energy and Energy Conservation Tax Act (H.R. 5351) passed by
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the House would repeal $18 billion over ten years in subsidies to your companies. Several times
during the hearing, you also said that your companies do not support mandates and subsidies for
renewable fuels. Over the next ten years, your companies are expected to make $14.6 trillion.
H.R. 5351 would only account for approximately one tenth of one percent of your gross income!
How can you insist on retaining these subsidies and tax breaks for your companies while
opposing assistance for renewable energy?

BP supports the inclusion of renewable energy incentives in HR 5351, but we
belfeve it is unfortunate that the funding source used is new taxes on the oil and
gas industry. BP is committed to developing alternative energy and has recently
increased its plans to nearly double its investment in the alternative energy
business —and we believe that government support through tax incentives is
critical to the viability of these energy resources. Imposing new taxes on the oil
and natural gas industry to fund that goal, however, does not help supply the
stable and affordable supplies of energy necessary to meet the needs of the US.
BP supports a balanced energy policy that encourages development of
alternative energy sources but also allows us to continue to responsibly develop
our investments in all forms of energy in the US.

25) At the American Society of Newspaper Editors Convention on April 14, 2003, the President said,
“I will tell you, with $55 [a barrel] oil we don't need incentives to oil and gas companies to
explore. There are plenty of incentives. What we need is to put a strategy in place that will help
this country over time become less dependent. It's really important. It's an important part of our
economic security, and it's an important part of our national security.” Today, crude oil prices are
double the President’s example! Do you agree with President Bush that oil and gas companies do
not need incentives to explore when oil is more than $55 a barrel? Do you agree with President
Bush that we should instead be investing in renewable energy that will help this country become
less dependent on 0il?

We agree with the President that new incentives are not necessary to stimulate
exploration and development for oil. Further, promoting the use of alternative
energy resources is a worthy energy policy goal, but imposing new taxes on the
oil and natural gas industry, as has been suggested, to fund that goal does not
help supply the stable and affordable supplies of energy necessary to meet the
needs of the United States. BP supports a balanced energy policy that
encourages development of alternative energy sources but also alfows us to
continue to responsibly develop our investments in all forms of energy in the US.

26) I have attached internal memos from Chevron, Texaco, and Mobil. The Chevron memo quotes a
*“senior energy analyst at the recent API convention,” stating “if the US petroleum industry

doesn’t reduce its refining capacity it will never see any substantial increase” in profits. The

Texaco memo complains that “supply significantly exceeds demand” leading to “very poor
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refinery margins and very poor refinery financial results.”” The Mobil memo advocates keeping a
smaller refiner, Powerine, from reopening, stating that a “full court press is warranted in this
case.” From 1995 to 2002, more than 30 refineries have been closed in the United Statcs. Have
any of your companies applied for permits to build new refineries? If yes, how long did it take to
obtain the necessary permits? In July 2007, gas prices increased 30 cents overnight in Escanaba,
Michigan. There were no supply disruptions or other major events that would influence the price
this significantly. Is there any logical explanation why prices would increase 30 cents in that
short of time? On May 23, 2007, the U.S. House of Representatives passed H.R. 1252, the
Federal Energy Price Gouging Prevention Act by an overwhelming vote of 284 to 141. Please
explain why this legislation is not needed, given the significant price increases consumers
continue to face.

BP has not applied for any permits to build a new refinery since its predecessor
company, Atlantic Richfield Company built its Cherry Point refinery in
Washington State in the 1970s.

BP supports market based pricing that insures an adequate supply from local and
global markets at all times. During times of emergency, it is important that
supply can be moved to the areas that need it. We should not inhibit this.

BP is not opposed to price gouging legislation that prohibits excessive charges
for essential goods during periods of declared disaster, where excessive charges
are defined as prices significantly higher than competitive sellers are charging in
the same general geographic area for the same goods and take into account
increased cost due to the disaster and the seller’s prices prior to the disaster, It
is further BP's policy that all existing price gouging laws be strictly observed.

The majority of BP’s branded gasoline is distributed by independent business
people — franchisees, dealers, or jobbers. BP cannot set the retail price for these
independent business people. If a court of law determines that one of these
distributors violated any price gouging laws, then BP can act to discipline it. BP
does not price gouge at its company owned and operated sites.

27) In May 2004, the U.S. General Accounting Office relcased its report, “Effects of Mergers and
Market Concentration in the U.S. Petroleum Industry.” In this report, GAO found that over 2,600
mergers have occurred in the U.S. petroleum industry since 1990. The GAO also pointed to
economic literature that suggests that firms sometimes merged to enhance their ability to control
prices. Each of your companies today is the result of significant mergers in the industry. Do you
see any more mergers taking place?

BF agrees with the Federal Trade Commission that the GAQO report should not
be relied upon in making policy. As stated by the FTC:
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The GAO report still contains major methodological mistakes that make
its quantitative analyses wholly unreliable. It relies on critical factual
assumptions that are both unstated and unjustified, and it presents
conclusions that lack a quantitative foundation. Simply stated, the GAO
report is fundamentally flawed.?

Even if you take the conclusions of the GAO Report at face value, the GAQ
concluded that two of the transactions studied led to decreases in wholesale
prices and the results from one of the transactions was inconclusive. This
suggests that in at least some cases, integration can lead to lower prices. In the
absence of any clear metric as to which transactions will lead to lower prices and
which will lead to higher prices, any disincentive for further integration has the
potential to lead to economic inefficiencies and higher costs for consumers.

As to consolidation and concentration in the market place, consolidation has
allowed BP to compete in this global environment. Even after mergers such as
BP's, the FTC has determined that the U.S. domestic oil and natural gas industry
remains highly competitive, highly regulated and unconcentrated because retail
gasoline is sold largely through independent dealers who face stiff competition.

The price of gasoline is largely dependent on the price of crude oil. And, current
sources of crude oil are expensive and challenging to obtain. In the last five
years, BF has invested more than $30 billion dollars into energy investments in
the United States. BP’s size and scale alfows the company to continue to
increase both its crude oil production and long-term reserve base in the United
States, while also investing in new alternative and renewable energy
technologies.

BP’s consolidation with Amoco and ARCO has allowed significant investment
into its facilities and infrastructure at approximately $700 million a year. Finding
and producing oif and gas today requires greater scale to meet the challenges
posed by greater technical, logistical, financial and permitting hurdles. For
example, BP is currently working with others to invest in a pipeline to bring
Alaska natural gas to consumers in the US Midwest.

BP is also using investment to find new oil and gas reserves in the deep water -
Guif of Mexico; this exploration would most fikely have overwhelmed a smaller
company. These projects are extreme in every way — extremely risky, extremely
large, extremely deep and extremely costly — and present unprecedented
technical challenges.

Finally, BP remains a small player in this global business. Foreign national oil
companies control more than 50 percent of global oil and gas production and

2Prcpared Statement of the Federal Trade Commission titled “Market Forces, Anticompetitive Activity, and
Gasoline Prices: FTC Initiatives to Protect Competitive Markets, presented by William E. Kovacic, General
Counsel, Before The Subcommittee on Energy Policy, Natural Resources and Regulatory Affairs Committee on
Government Reform United States House of Representatives (July 7, 2004) at 8.
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more than 80 percent of the world’s oil and gas reserves. By comparison, BP
represented roughly 3 percent of global oil and gas production, and less than one
percent of global oil and gas reserves.

It is impossible for BP to predict whether any further consolidation is
contemplated among its competitors.

28) In your testimony, almost all of you mention “more domestic drilling” as your top solution to
high energy prices. What assurance can you provide that oil and gas from the Arctic National
Wildlife Refuge (ANWR), the Outer Continental Shelf (OCS), or other domestic sources would
stay in the United States? What is your response to economists that teil us that the oil and gas

will likely go to higher priced markets in Japan and eisewhere?

The export of crude oil to any destination requires a license from the Department
of Commerce {see the provisions of 15 CFR Part 754 Short Supply Controls).
Energy is traded on global markets. In general, increasing the supply, wherever
sourced, of oil and gas can be expected to have downward pressure on prices.

It is not advisable to interfere with supply and demand and liquidity by artificially
restricting where energy commodities can be sold. Such artificial restrictions
can cause price dislocations and disincentives to increased production.

29) In May 2006, the Energy and Commerce Committee held a hearing on gas prices, and we
discussed the crack spread, or the difference between a barrel of crude oil and the refined product.
At this hearing, the average crack spread for a refinery in 2006 was estimated to be about $20 to
$30 a barre! by Howard Gruenspect, the Deputy Administrator at the Energy Information
Administration. Mr. Gruenspect testified that a crack spread of $8 or $9 is sufficient to cover
refining expenses and provide a reasonable profit to the facility. What is your current crack
spread at the refineries your companies operate? Why have your companies scaled back their
refinery expansion plans to kecp crack spreads high?

The crack spread at a refinery references the cost of crude used at a refinery as
compared to the market price for the refined petroleum products - it is often also
referred to as a refining margin. The crack spread necessarily changes based on
the market price of crude oil and refined products, these market prices are set
by supply and demand. Crude properties vary as does the ability of different
refineries to efficiently crack the crude to produce refined product. The various
crudes have different prices and so BP publishes a Global Indicator Refining
Margin (GIM). The GIM is defined in BP's March 2008 20-f at page 26 and was
$9.94 per barrel,

BP has not scaled back refinery expansion to keep crack spreads high. In fact,
BP intends to spend more than 85 billion at its Whiting and Toledo refineries to
increase capacity at each plant.
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30) Please provide a list of oil and gas leases currently in the possession of your company and its
subsidiaries, and give a status report as to the state of the production of each of these leases.

The following outlines BP lease maintenance practices and federal leases held by BP in
the US.

BP lease maintenance practices
s BP has no “inactive leases, ” are all under active review ~ seismic (acquisition,
processing), or drilling (exploration or appraisal).
e BP continuously manages its federal lease portfolio to determine if we have the
appropriate activity underway and if we want to continue to pursue prospects.
* [f we decide not to pursue a prospect on a federal lease, our options are to:
o make the acreage available to others in industry (sale/farm-out);
o relinquish leases to the US Government.

Gulf of Mexico/Offshore Federal Leases
In 2007, BP had an interest in 704 federal leases in the Gulf of Mexico—the Quter
Continental Shelf and in Deep Water (>1200 feet). Of that total:

e 124 leases are producing or are under active development.

e 458 leases are in the exploration phase. BP is currently working these leases
through its ‘prospect maturation process,’ where seismic programs are being
developed; data is being acquired, processed, reprocessed; or prospects are
under active exploration/appraisal drilling.

s 37 leases were relinquished to MMS.

s 84 leases were assigned, in part or in whole, to a third party, or expired.

e QOver the period from 2000 to 2007, in the Guif of Mexico, we either made
available to industry orreturned to MMS an average of 75 federal leases per
year.

e Over the next five years 200 of BP's current federal leases in the Guif of Mexico
will expire if we, or others, choose not to pursue them further.

Onshore (lower 48} Federal Leases

Of the approximate half million federal net acres (708 leases) held by BP, onshore, in
the Lower 48, only about 5% of the total net acres {~40 leases) are still within their
primary terms, meaning they are under review for possible development, sale or
relinquishment. The other 95% of the federal acres are held by production. Most of
BP’s activity onshore focuses on active development drilling of this existing acreage
which is held by production.

Alaska Federal Outer Continental Shelf (OCS} Leases
BP has six federal OCS leases in Alaska.
e Three feases in the Northstar Unit are held by production.
o Three federal leases are associated with the Liberty Unit. We expect to begin
drilling the first production well in 2010 and anticipate first oil production in 2011.
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31) As fuel prices rose over the past 6 years, has American demand decreased? Why or why not has
this occurred? If gas taxes were increased, do you think demand would decrease?
Did this happen in European countries when then imposed large gas taxes?

Yes, US demand is now declining: May 2008 consumption was 1.1% lower than
a year ago. This is an economic response to higher prices. Increasing the price
further with a tax would likely contribute to consumption being lower than it
would otherwise be. Petroleum taxes in Europe increased after the oif shocks of
the 1970s. Since 1990, European oif demand increased by 0.5% a year on
average compared to 1.2% p.a. in the US. However, economic and population
growth, key drivers of energy consumption, have also been lower in Europe.

32) At current projections, when will your current reserves be depleted?

At 2007 average rates of production, BP’s year-end reserves for oil and gas
would last 11 years and 15 years respectively. However, BP has a track record
over the last 10 years of adding to its reserve base each year through
investment in exploration and development.

33) When do you expect underdeveloped countries will reach a level to where they will begin to
significantly buy oil for use? How will this affect supply and fuel prices?

Consumption from developing countries is already significant; it constitutes 40%
of the global oil market. Recent oil consumption growth has been largely
concentrated in developing countries. While OECD demand fell by 390 kb/d in
2007, consumption in developing countries grew by 1.4 Mb/d. The moderating
effect of high prices, which in the developed world is reducing consumption, is
being overwhelmed in developing countries by rapid economic growth,
Industrialization, price subsidies and rising populations.

34) If all conventional, alternative, and unconventional sources of oil in the U.S. were to be
developed, how long would the supply last based on current estimates of increased usage?

We do not know. We track global proven reserves in the BP Statistical Review
of World Energy {www.bp.com/statisticalreview), where conventional US proven
reserves would last 12 years based on current rates of production. The US data
comes from EIA

thitp//www.eia.doe.gov/oil_gas/natural gas/data_publications/crude oil natural
gas_reserves/cr.html). It does not include undiscovered oil, potential recovery
rate improvement, or unconventional resources.

More reserves are discovered and added to proven reserves every year. For the
world as a whole, the reserves to production ratio has remained near 40 years
for a long time despite growing annual production. How much conventional oil is
ultimately recoverable or alternatives/unconventional produceable is determined
by changing commercial, technical, and legal conditions. Also, significant
promising acreage in the OCS and Alaska have not been explored, at least not
with modern technology and equipment, so we cannot say how much is there.
In addition, on consumption, it is by no means certain that it will always rise. In
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fact, consumption has been falling in 2008 and could fall further depending on
economic conditions, as people purchase more efficient cars, or if a carbon price
is instituted, etc. A carbon price could also affect the production of
unconventional resources, some of which are carbon intensive.

35) Please describe to this committee your short, middle, and long-term plans for oil and renewable
energy development.

BP expects to spend $30 billion over the next five years to maintain production
of natural gas from the Rocky Mountains, to renew critical infrastructure in
Alaska, to continue development of the deepwater Gulf of Mexico, to increase
gasoline production from Midwest refineries, double the capacity of our
integrated solar manufacturing plant and aggressively develop our 15 gigawatt
wind portfolio. BP is investing in a portfolio of options to increase energy
production both now and into the future. Because of the scale and complexity
of our investments, their timing and impact will be felt across a 10-15 year
planning cycle. The partial list below provides an indication of scope of our
investments and the expected timing of their completion:

Energy Biosciences Institute - $500 million (1-10 years)

The institute is a joint collaboration with the University of California Berkeley,
University of lllinois — Urbana Champaign and the Lawrence Berkeley National
Lab. The project will look at the entire biofuels value chain ~ from feedstock to
enzymes to process and on through to advanced biofuels molecules.

Colorado Natural Gas - $2.4 billion (13 years)

Increase ultimate recovery of coalbed natural gas from the San Juan Basin of
southwestern Colorado by an estimated 1.9 trillion cubic feet. The 13-year
development program would increase current BP net production of 425 million
cubic feet per day by more than 20 percent, and maintain production above
present levels for more than a decade.

Whiting refinery modernization - $3.8 billion (3-4 years) }
Upgrade and expand the Whiting refinery to increase Canadian heavy crude oil
processing capability by about 260,000 barrels per day. The project also has the
potential to increase motor fuels production by about 15 percent, or about 1.7
million additional gallons of gasoline and diesel per day.

Wind Power - $700 million (1-2 years)

BP and its partners invested about $700 million in 2007 to develop wind capacity
throughout the US, including California, Colorado and Texas. During 2008, BP
will construct 5 US wind farms with a total generating capacity of 700 MW and a
total value of over $1.5 Billion. This will bring our total installed capacity of wind
generation to over 1,000 MW by the end of 2008. By 2010, we expect to have
2,400 MW installed. This is enough power to meet the needs of 720,000
households.

Solar Manufacturing Expansion - $97 million (1 year)
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BP is expanding the BP Solar manufacturing facility in Maryland, nearly doubling
its capacity. When completed in 2009 the plant will have a manufacturing
capacity of 150 MW in its casting and sizing processes.

Deepwater Gulf of Mexico - $20 billion (1-10 years)

BP is increasing exploration and production of oil and gas from deepwater
reservoirs in the U.S. Gulf of Mexico. BP will continue development plans to
explore new lease area and bring producing areas on-line. BP’s Atlantis platform
just began production at the end of 2007 and our Thunderhorse platform will
begin production by the end of 2008. At capacity, these platforms will supply an
incremental 400,000 bbl/day of ofl.

Alaska renewal - $685 million (ongoing)

BP is investing hundreds of millions of dollars in Alaska each year to
commercialize and produce the billions of barrels of known oil resources in our
Alaska portfolio. We have enough known oil and gas resources to sustain
production for the next 50 years but this will require billions of dolfars in new
investments.

Wyoming Natural Gas - $2.2 billion (1-15 years)

Over the next 15 years BP will double our natural gas production in Wyoming.
Several hundred new wells are planned in the Wamsutter Field, BP's largest
onshore development drilling program.

Husky Energy Joint Venture - $5.5 billion (5-7 years)

BP and Husky will jointly develop Canadian oil sands resource and upgrade and
modernize BP’s Toledo, OH refinery. When fully operational the project is
expected to deliver an incremental 200,000 bpd of oil to the US market and
allow Toledo to produce 600,000 gpd more product to Midwest consumers.

Denali - The Alaska Gas Pipeline - $30+ billion (10 years)

BF and ConocoFhillips have launched this project to bring 4 Bcf of Alaska gas to
markets in the lower 48 states. The project is expected to cost in excess of $30
billion and will be the largest private sector construction project ever built. Near
term spending will be to advance the project to an open season within the next

36 months.

36) Please provide the Committee with any and all documents related to BP’s participation in Vice
President Cheney’s energy task force .

Please see the attached pdf files for the material provided to A. Lundquist on VP
Cheney's staff for consideration in the drafting of the Administration’s energy policy.
37) On Page 7 of your testimony, you say “‘As we look to the future, the US investment climate is
deteriorating” and that “stumbling blocks exist across the energy profile and are not just confined
to oil and gas activities.” Could you tell us what you think the biggest causes of the investment

problem and what kind of ripple effect we can expect to see in our economy?
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There is no single policy option that applies equally to the development of all energy
sources. However, there are several overriding principles that are essential to every
investment decision — fiscal, legal and regulatory certainty. Uncertainty in any one of
these areas increases project risk and ultimately leads to higher development costs.
For this reason, policymakers should go to great lengths to create a long-term,

stable energy policy that will provide the proper confidence and guidance for
investors to make the huge investments necessary to supply the nation’s growing
energy needs into the future.

An example of one such policy is the need to create a national climate change
framework. Absent this policy, energy providers, power producers, manufacturers
and consumers won't have the ability to adequately price carbon and make the
necessary investments and operational changes required to reduce the potential
impacts of climate change. Furthermore, existing laws (Clean Air Act, Endangered
Species Act) are being used by NGOs and others as surrogates for climate policy.
These laws are not well suited for this purpose and could significantly curtail needed
energy investment in the US.

38) What do you see as the most interesting prospect for non-food biofuel production?

BP’s $500 million investment in the Energy Biosciences Institute (EBI} will research
alternative feedstocks, enzymes and processes for the manufacture of biofuels.
Early results suggest that an energy grass called miscanthus holds great promise.
Our EBI partner, University of lllinois ~ Urbana Champaign has been studying
miscanthus for several years. Itis a low-input, fast growing, high yielding crop that
can deliver up to 3 times the amount of biofuel per acre as conventional corn-based
ethanol. More work is necessary to further unlock this potential but we are
confident that the EB! work will deliver a commercial application in next several
years.

39) On Page 8 of your testimony, you say “Our nation, with 5% of the world’s population, demands
25% of the daily world production. I don’t think this is sustainable.” What do you think the best

policy is for sustainable development of our oil and gas resources?

Policies that allow for the continued development of all US energy resources (of,
gas, coal, nuclear, wind, solar, biofuels, alternatives) are essential to meeting the
future energy needs of US consumers. There is no single energy source that is
capable of supplying US energy needs. It will take a portfolio of options including
access to resources, legal and regulatory certainty, economy-wide carbon price and
transitional incentives to enable resources of all types to be adequately developed.

40) On Page 8 of your written statement, you note the non-financial opportunities that you think
would be effective in stimulating additional investment. What do you think the most important

non- financial opportunities are for all areas of energy devclopment?

There is no single policy option that applies equally to the development of all energy
sources. However, there are several overriding principles that are essential to every
investment decision ~ fiscal, legal and regulatory certainty. Uncertainty in any one of
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these areas increases project risk and ultimately leads to higher development costs.
For this reason, policymakers should go to great lengths to create a long-term,
stable energy policy that will provide the proper confidence and guidance for
investors to make the huge investments necessary to supply the nation’s growing
energy needs into the future. An example of one such policy is the need to create a
national climate control framework. Absent this policy, energy providers, power
producers, manufacturers and consumers won't have the ability to adequately price
carbon and make the necessary investments and operational changes required to
reduce the potential impacts of climate change.

41) On Page 9 of your testimony, you note that if biofuel producers can’t supply and if bio-fuel
manufacturers can’t produce — it is the fuel retailers that will pay the penalty — have you
estimated how much this scenario could increase the cost of fuel for the consumer?

The penalty is nominally based on the price differential between gasoline and
ethanol prices, not to be less than $0.25/gallon.

42) In your opinion, does the US have an energy policy that forces oil and gas companies to seek
foreign resources while at the same time politicians complain about how much foreign oil we
import? What do you think the right policy is to increase domestic production?

Energy infrastructure development relies upon the ability to explore and develop a
resource base. Thus, having access to resources provides confidence to the
marketplace to invest for the long-term development opportunities. Energy
investment lagged for nearly a decade beginning in the mid-1980's largely due to
low energy prices and restricted opportunities. Energy hiring stalled, skilled workers
redeployed, interest in technical study at universities lagged and manufacturing
capability went overseas. These trends take years to reverse and concerted policy
support to correct. Thus a clear, comprehensive, long-term approach to energy
development is necessary to provide the proper signal to stimulate increased
productive capacity.

43) You note on Page 12 of your testimony that many countries subsidize prices in their domestic
energy markets - what notable countries have such practices and how would that compare to so-

called US oil subsidies?

The subsidies | referred to on page 12 are consumer subsidies. Many oil exporting
countries have such subsidies which reduce the amount individual consumers pay
for energy. The highest rates of subsidies tend to be found in oil exporting countries,
like OPEC members including Venezuela and Iran. Many rapidly-developing oil-
importing Asian countries also have consumer subsidies, though they have been
reducing the amount of subsidies in 2008 as their fiscal burden or distortionary
effects increase, examples include China and India. The US has no similar consumer
subsidies for oil and gas.
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44) On Monday, March 31, 2008, litigation was settled with the result that Delaware can deny BP the
ability to build the Crown Landing LNG terminal. What federal/state regulations are needed to
mitigate such issues?

BP was disappointed in the Supreme Court's decision, however, it is important to
note, while the Supreme Court's decision allows Delaware to block the construction
of an LNG unloading pier in Delaware waters as initially proposed, it does not allow
Delaware to block the construction of the facility on New Jersey's shore. Therefore,
BP is committed and continues to evaluate its options to construct the Crown
Landing terminal and pier project.

Any LNG project applicant seeks statutory and regulatory certainty throughout the
process. The statutory and regulatory framework, both on the Federal and State
levels, must provide a clear and predictable path forward for the applicant so that if
the applicant is aggrieved by a particular action by a governmental agency, the
applicant can have the matter ultimately resolved in a timely manner and not face
the uncertainty of seemingly endless delays in rendering a decision by ejther the
agencies or the courts. Ultimately, the US needs one federal agency, with final
authority, that takes into consideration the national interest and input from state and
local, and determines whether or not these energy infrastructure projects are in the
public interest.

45) Mr. Malone (BP), in your testimony you mentioned the Whiting, Indiana refinery modernization
as one of BP’s major investments. I was one of several Great Lakes members that raised
concerns after BP convinced the Indiana Department of Environmental Management to allow BP
to dump an additional 1,584 pounds of ammonia, an increase of 54 percent; and an additional
4,925 pounds of suspended solids, an increase of 35 percent, into the lake each day. With record
profits, why do you have to pollute the Great Lakes as you refine o0il?

BP continuously strives to run its operations against the standard of “do no harm to
the environment.” This practice requires BP and its operators to rely upon the laws,
regulations and standards passed and adopted by policymakers at the Federal and
State level. The original Whiting refinery water discharge permit met all State and
Federal requirements and with the exception of the amounts for ammonia and
suspended solids, at levels at or below the previous permit limits. However,
because of community and policymaker concerns we agreed to limit our discharge
levels of ammonia and suspended solids to the previously permitted levels as well.
We are confident that we will be able to apply new technology in a way to minimize
these discharge levels but this commitment does pose a risk to the viability of the
Whiting refinery upgrade.

Policymakers rightfully ask and expect the industry to make the investments
necessary to supply the growing energy needs of the consuming public. BP has
responded by investing its profits dollar for dollar in energy projects in the US. Itis
our hope and expectation that policymakers will stand-by the laws and regulations it
enacts so that industry has the certainty it needs to support these investments.
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Chevron Technology Ventures

Bringing Cellulosic Biofuels to Large-Scale Commercial Production: Partnership is Key.

The scientific, technical, and
logistical challenges of bringing
cellulosic biofuels to large-scale
commercial production are too large
for any one organization or industry
to tackle alone.

A strong, sustainable hiofuels
industry can emerge only through

the combined efforts of industry,
university and national laboratories,
and governments. That’s why
Chevron has formed strategic research
afliances with leading organizations

in each of these groups.

Catchlight Energy LLC

In February 2008, Chevron and
Weyerhaeuser Co., one of the
nation’s largest forest products
companies, formed a 50-50 joint
venture — Catchlight Energy LLC

-~ to develop the next generation of
renewable transportation fuels from
nonfood sources.

Catchlight’s initial focus is developing
and demonstrating novel technologies
for converting celluiose and lignin
from a variety of sources inro
economical, low-carbon biofuels.

The venture leverages Cheyron’s

technology capabilities in molecular
conversion, product engineering,
advanced fuel manufacturing, and
fuels distriburion with Weyerhaeuser’s
expertise in collection and
transformation of ceflulosics into
engineered materials, land stewardship,
crop management, biomass conversion,
and capacity to deliver sustainable
cellulose-based material at scale.

National Renewable Energy
Laboratory (NREL)

In September 2006, Chevron
Technology Ventures {CTV) entered
into a five-year agreement with
NREL to research and develop

new production technologies for
biofuels. Researchers from CTV and
NREL are collaborating on projects
to develop the next generarion of
process technologies that will convert
cellulosic biomass, such as forestry
and agricultural wastes, into biofuels
such as ethanol and renewable diesel.
They are also working to identify

and develop algae strains that can be
economically harvested and processed
into finished transportation fuels such
as jet fuel.

Georgia Institute of
Technology

In June 2006, CTV and the Georgia
Institute of Technology formed a
strategic research alliance to pursue
advanced technology aimed at making
cellulosic biofuels and hydrogen
viable transportation fuels. Chevron
will contribute up to $10 million

over five years for research into and
development of these emerging energy
technologies.

The alliance is focusing its research
on four areas: production of
cellulosic biofuels, undersranding the
characteristics of biofuel feedstocks,
developing regenerative sorbents

and improving sorbents used to
produce high-purity hydrogen.
(During hydrogen production, sorbent
materials are used to remove gases
such as carbon monoxide, carbon
dioxide, and nitrogen.)

Another focus area is understanding
the characteristics of biofuels
produced from different feedstocks
and their effects on hiofuel production
processes. Defining the properties of
various biofuels will help in the design
of equipment and procedures to
accommodate different feedstocks.



University of California

at Davis

In September 2006, CTV and

UC Davis executed a five-year
research agreement for collaborative
R&D directed at the development of
technology for production of liquid
transportation fuels from biomass
feedstocks. Chevron will contribute
up to $25 million over five years for
research into and development of
these emerging energy technologies.

The objective of the Chevron-

UC Davis research is to develop
commercially viable processes for the
production of transportation fuels
from renewable resources such as new
energy crops, forest and agricultural
residues, and municipal solid waste.
The collaboration calls for research

in biochemical and thermochemical
conversion, as well as a demonstration
facility to test the commercial
readiness of these technologies.

Chevron and UC Davis formed the
collaboration because their research
and development goals related to
emerging energy technologies are
closely aligned.

The collaboration is expected to focus
irs research on four areas:

= Understanding the characteristics
of current California biofuel
feedstocks;

» Developing additional feedstocks
optimized for features such as
drought tolerance, minimal land
requirements, and harvesting
technology;

= Production of cellulosic biofuels;

= Design and construction of
a demonstration facility for
biochemical and thermochemical
production processes.

Chevron

e

Chevron Technology Ventures
3901 Briarpark
Houston, TX 77042

www.chevron.cam/technotogyventures
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Texas A&M University

In May 2007, CTV and the Texas
A&M Agriculture and Engineering
BioEnergy Alliance {Texas A&M
BioEnergy Alliance) announced

a strategic research agreement

to accelerate the production

and conversion of crops for
manufacturing ethanol and other
biofuels from cellulose. Over a
four-year period, CTV will support
research initiatives that will focus on
several technology advancements to
produce biofuels including:

1dentifying, assessing, cultivating,
and oprimizing production

of second-generation energy
feedstocks for cellulose and
bio-oils with a focus on non-food
crops;

Characterizing and optimizing
the design of dedicated bioenergy
crops through advances in
genomic sciences and plant
breeding;

= Developing integrated logistics
systems associated with the
harvest, transport, storage, and
convetsion of bioenergy crops;

= Developing advanced biofuels
processing technologies.

Colorado Center for Biorefining
and Biofueis

Chevron is a founding corporate
member of the Colorado Center for
Biorefining and Biofuels (C2B2).
The research focus of the center

is on the identificarion of biomass
energy crops and the development of
advanced conversion technologies.
Participating research institutions
in C2B2 include the University of
Colorado at Boulder, Colorado
School of Mines, Colorado State
University and NREL.

Chevren Technology Ventures, a division of Chevron LL.S.A, Inc. identifies, develops
and commercializes emerging technoipgies and new energy systems.

-~ x Identify, assess, cultivate,

Chevron's Biofuels:
“Researchand =

Development
Objective‘si~ s

© and optimize production
“ofenergy feedstocks for
- cellulose and bio-oils; with -
afocus onhonfood crépsf :

. Characterize and:
optimize the design of
dedicated biognergy
cro‘p‘s‘through advances:
“in'genomic sciences and

plant breeding.

Createintegrated
©logistics systems for
- the harvest, transport,
. storage, and conversion
of bioenergy crops.

: Develop édvah;éd
- biofuels processing
echnologies:.

2008 Chievron Technology Vertures, All rights reserved
CBRESADC Houstan 064642 04/08
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April 17, 2001

Mr. Andrew Lundquist

Director

National Energy Policy Development Group
Vice President’s Office

281 OId Executive Office Building

17" Street and Pennsylvania Avenue, NW
Washington, DC 20504

Dear Andrew:

It was good to see you again the other day, and I promised to revert with some more
specific ideas as you finalize the task force energy framework.

Natural Gas

Firstly, it seems that it would be very powerful for the administration to make the point
that the overall energy policy is better for the environment than the prior situation. The
key to this is gas — it is much cleaner than any of the options, and to the extent that the
policy positively encourages gas use and production, you will be able to make this
important claim. You mentioned that there is some concern over the long term gas
supply situation, and Attachment 1 contains some data which I think you might find
helpful in understanding our view of the long and short-term gas supply situation. In
short, we believe we are now beginning to see supply side responses to recently increased
drilling. Getting the gas into the U.S., and transporting it, can be assisted as noted below.

Some specific measures would be helpful to encourage the supply into the U.S., and the
transportation of gas around the U.S. Increased gas imports also helps in energy security
for the U.S., since we believe the security is related directly to the diversity of sources.
There are two specific areas to look at:

a) LNG
There is a need to facilitate investment into LNG import terminals. If LNG
regasification facilities were treated as equivalent to processing facilities,
consistent with their production-related function and, therefore, not regulated as a
Jurisiticional facility under NGA Section 7, investment would be facilitated. As
you know, we, and others, are considering investment into regasification facilities.
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Mr. Andrew Lundquist
April 17,2001
Page Two

in order to import LNG into the country. Our estimates suggest up to 3bcf/day of
incremental LNG supply into the U.S. could be facilitated with the right policy
incentives. Additional detail is contained in Attachment 2.

b) Pipeline Allocation and Rate Making Policies
To facilitate efficient investments in infrastructure, a number of changes would be

proposed to existing allocation and rate-making procedures as summarized in
Attachment 3.

Fuels

With respect to fuels and the distribution around the United States, it is clear we need to
move toward a more fungible system to reduce price volatility. As a general principle,
policy actions should mandate the required outcome, rather than the specific chemistry as
is currently the case. RFG currently presents an issue with regard to the oxygen mandate;
it is possible there will be multiple requests for oxygen waivers from individual states as
they seek to ban MTBE. This situation will get complex, and cries out for federal pre-
emptive action.

Strictly, our view is that we don’t actually need oxygenates in gasoline at all. To the
extent that they are mandated for whatever reason, the industry should be phasing out
MTBE. That leaves ethanol. Ideally, if the objective is to encourage ethanol production,
this should be handled under the right statute. That may be politically infeasible, but to
the extent that it is mandated in gasoline, this must be done under a national pooling and
trading program if gasoline price volatility is not to be increased.

This recommendation will improve the fungibility of the gasoline system and, in any
event, is a clear answer to a problem which seems inevitable without some federal action.

Renewables
You also asked for some ideas about how to encourage renewables without offering
specific tax breaks. Two particular suggestions come to mind:

a) Net Metering Nationwide
Implement net metering systems in all states to allow distributed power systems to

be connected to the power grid. This would increase the incentive for consumers
to implement a variety of distributed power systems.

b) Facilitate and Promote Incentives for Residential Solar Energy Systems
Where state funded programs have been implemented, demand for residential
solar power systems has increased dramatically — a $3.00 per watt subsidy direct
to the consumer is the approximate order of magnitude.
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Fiscal

Lastly, we talked about direct tax incentives. Clearly, one must tread carefully here, but
it might be helpful to outline some specifics to the extent that they would have positive
and measurable impact on production.

o Extending Section 29 credit to new wells will clearly encourage drilling and
enhance production.

» Extending Section 29 relief to cover heavy oil would result in specific actions in
Alaska to increase production. Our estimates are that 60-70MBD could be

facilitated in the near term.

As you noted, this would have to be specific and measurable, but I have no doubt the
industry could provide such specifics.

As a principle we prefer the use of market forces, development of competition, and light
handed regulation, using traditional regulation only when monopoly market power exists.

We also talked about technology and NSR. I have sent these under separate cover and
hope that they are useful to your deliberations. I will also send you our current ideas on
climate change, along with biographies for Charles Nicholson and Jeff Morgheim as
discussed.

I hope we’ve pitched these recommendations with sufficient specificity to be helpful to
you.

I look forward to seeing you soon.

Sincerely,

JAM/jw

Attachments
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U.S. drilling/production

12 Month Averages
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Attachment 2

Policy to Encourage International Production and Importation of
Liquefied Natural Gas (LNG)

Summary of Proposed Policy

The construction of new LNG import terminals is needed in the U.S. to help meet the growing
demand for natural gas. A sound national energy policy should encourage producers of LNG
to construct new LNG terminals in the U.S. To accomplish this goal, two specific policy
initiatives are key:

- Allow the capacity at new LNG import terminals constructed by LNG producers to be
utilized by the LNG producer, as needed, for its LNG supply.

- Expedite permitting by FERC and other governmental agencies having jurisdiction, by
simplifying the process and appropriating sufficient personnel and other resources to
these agencies.

Proprietary Use of Terminal Capacity by LNG Producers/Terminal Owners
FERC has historically invoked the Natural Gas Act (NGA) to regulate LNG terminals under:

a) NGA Section 7 relating to construction of facilities used to transport gas in interstate
commerce, and

b) NGA Section 3 relating to construction, operation and siting of facilities used to
import or export gas from foreign countries.

Existing LNG terminals, the majority of which are owned and operated by pipeline
companies, have been, or are expected to be, operated under open access regulations
appropriate to their status and function as pipeline-owned and operated extensions of the
pipeline system. While pipeline companies are likely to look with continuing interest toward
the development of new LNG terminals, it will be important to implement policies that also
will encourage LNG producers to invest in and operate such facilities. The existing idle LNG
import capacity built in the 1970°s is now fully contracted with deliveries expected to
commence by mid-2002. It is expected that up to 3 BCF per day of incremental LNG supply
can be delivered to the U.S. market by 2010 with the appropriate policy initiatives. To
facilitate' and encourage construction of producer-owned/operated LNG terminals, FERC
should adopt a policy that it will assert only its jurisdiction under NGA Section 3 (i.e. not
under NGA Section 7) and will not impose an open access obligation. The reasons for this are
as follows:

- LNG terminals built by LNG producers are a critical part of the integrated production
process needed to treat and deliver gas into the U.S. pipeline grid. Producer-owned
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terminals are analogous to gas processing plants or other traditionally
nonjurisdictional production-related facilities for which an open access requirement is
considered unnecessary.

- International LNG development is extraordinarily <complex with numerous
partnership, host government, technical and commercial risks. Lack of assured
terminal capacity for proprietary use will make it difficult for producers to justify the
major investment needed for integrated LNG projects (i.e. wells, liquefaction,
shipping and terminals), greatly reducing the likelihood that sufficient LNG terminals
will be built in the U.S., and thus reducing the availability of LNG to meet U.S. energy
needs.

- Proprietary utilization of LNG terminal capacity by LNG producers will not impede
competition or consumer access to the supplies, as interested paities will have open
access 10 the capacity of the pipelines into which the regasified LNG flows.

- Producer-owned LNG terminals will be constructed at the producer’s risk, unlike
pipeline-owned terminals where the cost is included in the pipeline company’s rate
base and captive pipeline customers become exposed to the risk of the investment.

- The assertion of Section 3 jurisdiction only, with no open access requirement, is
within the scope of FERC’s discretion and authority and consistent with its obligation
to protect consumer interests.

With such a policy in place, international LNG producers would be able to invest with a high
level of assurance that their supplies can access U.S. terminals and utilize terminal capacity
with the operational flexibility that international LNG projects require. This policy will not
preclude pipelines or gas traders from constructing “merchant” LNG terminals that may also
attract LNG supplies available on the world market, nor preclude LNG producers from
offering interruptible service to others using excess proprietary capacity in producer
owned/operated LNG facilities.

Simplification and Expedition of Permitting

Before construction of a new LNG terminal in the U.S. can be commenced, FERC currently
requires that certain authorizations be issued. This process has historically been very
burdensome and time consuming. Under current permitting procedures, preparation of
requests for authorization for a new LNG terminal and approval by the FERC would likely
require 2 to 4 years for completion. With the critical need for new sources of energy to be
brought on line quickly for U.S. consumers, it is imperative that the federal government
reduce permitting delays by simplifying the application and approval process to the maximum
extent possible consistent with appropriate safety and environmental concerns. The allocation
of sufficient governmental agency resources for the review of permit applications will also be
critical to expediting the overall permitting process. As FERC is not the only agency
involved, the review and approval process at all other agencies involved should also be
simplified and expedited. Expedited governmental approvals for LNG terminals are a
prerequisite if LNG producers are to proceed quickly with the tremendous investments
required for overall integrated LNG projects, and if LNG is. to achieve its potential as an
important and timely source of energy for U.S. consumers.
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Attachment 3

Policy Modifications Necessary To Facilitate the Expeditious Development and Efficient
Operation of Federally Regulated Natural Gas Pipeline Infrastructure

Summary of Proposed Policy

The flow of natural gas to meet America’s growing energy needs would be facilitated through
federal level natural gas pipeline related policies that:

1) Facilitate the expeditious construction of natural gas pipeline transportation and
storage infrastructure,

2) Result in a more market-oriented and efficiency enhancing pipeline ratemaking
process,

3) Prevent the exercise of monopoly market power, whereby promoting more
competitive markets, and

4) Promote, unlike current policies, the development of new offshore natural gas
supplies.

The adoption of such policies is necessary to meet, in a low cost and timely manner, the
Nation’s growing natural gas demand

In support of these objectives, the following modifications to existing Federal regulation,
particularly to the policies and procedures of the Federal Energy Regulatory Commission
(FERC) are needed:

1. Expedited and coordinated environmental review by all involved Federal and State
agencies is required to speed up the certification and construction of new natural gas
pipeline facilities.

Currently, the environmental review process, including the review of landowner impacts,
is the longest lead time variable in the approval process for new interstate pipeline
facilities. As such, administration directives which require high priority, coordinated and
non-duplicative agency actions with regard to environmental review will lead to a more
expeditious, but never-the-less comprehensive, environmental assessment.

Similarly, regarding the minimization of land-owner impacts, a proactive forward looking
regional planning process among states should be encouraged, which seeks to identify
intra-regional corridors for utility siting. This regional planning process should seek to
minimize aggregate impacts by utilizing existing rights of way to the maximum practical
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extent, while seeking to reserve from development, land that may be necessary to facilitate
the future growth of energy delivery systems.

Of particular importance is to prevent delays in infrastructure development associated
with the construction of new facilities which pass through one state in order to provide
expanded service in other states. This regional planning approach should be encouraged
for the siting of both natural gas pipelines and electric transmission facilities.

The development of Alaskan gas and its possible transportation by pipeline to the L48 is
being actively worked by us, and our partners. The scale and complexity of this project
should it proceed will be greatly assisted by expeditious decision making at both the
Federal and State levels

. The introduction of performance-based incentive mechanisms into the FERC's
pipeline ratemaking methodology is necessary to increase the efficiency of natural
gas markets.

The FERC's pipeline ratemaking methodologies should be modified to more effectively
promote efficient natural gas markets. Although current practices encourage pipelines to
become lower cost operators, they do little to facilitate the pass through to customers of
pipeline efficiency gains. In competitive markets, service providers have to continuously
pass efficiency gains on to customers, or lose their business.

As such, the FERC’s current ratemaking methodology should be modified to better align
the economic interests of pipelines and shippers through the adoption of incentivized
ratemaking, which rewards both pipelines (through the potential for achieving higher rates
of return) and shippers (through lower rates).

There is no need for the FERC to offer enhanced (above market) rates of return to
pipelines in exchange for expedited capacity expansions. The record of proposed pipeline
projects clearly indicates that extraordinary rates of return are not necessary to induce the
timely expansion of pipeline infrastructure.

. To enhance competition in natural gas markets, the FERC should require that
pipelines adopt a standardized capacity allocation procedure, which minimizes the
opportunity for anti-competitive affiliate preferences and speculative capacity
acquisitions made with the intent to manipulate natural gas prices.

The FERC should require natural gas pipelines to adopt capacity allocation procedures
which eliminate the structural advantage that companies affiliated with the pipeline
currently enjoy in obtaining capacity. Current FERC policies which favor affiliate
transactions lead to market distortions, are anti-competitive in their effect, and exacerbate
natural gas price volatility by facilitating the ability of the pipeline and its affiliates to
manipulate the price of the gas commodity by constraining capacity availability.
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Similarly, the FERC should be encouraged to minimize the opportunity for pipelines to
enter into speculative profit sharing contracts with non-affiliates which eliminate the
incentive for the pipeline to compete with the shipper. Such speculative contracts result in
increased price volatility by reducing the level of competition.

. Modification of the FERC’s new, and potentially disruptive policies, with regard to
offshore pipelines and production related facilities is necessary to continue the long
standing orderly and efficient development of new OCS natural gas supplies.

The FERC should be encouraged to return to the highly effective OCS regulatory policies
in effect prior to its recent (1999-2000) orders. These new policies, which have been
opposed by producers, have the potential to undermine decades of orderly and expeditious
development in the Gulf of Mexico.

In a recent order involving Sea Robin pipeline (1999), the FERC unreasonably decided to
allow the partial deregulation of monopoly pipeline systems in the OCS. This order has
the potential to result in unjustified and confiscatory price increases for captive shippers,
In fact, the FERC issued the Sea Robin order without making any attempt to determine
whether Sea Robin was operating in a competitive environment, or whether captive
shippers had a meaningful choice of service providers. As a result the Sea Robin order
has the potential to add great cost, uncertainty and delay to the development of offshore
natural gas resources.

In Order No. 639 (2000), the FERC has inexplicitly and without any evidence of need,
decided to depart from over 50 years of regulatory stability in the OCS, by extending its
reach to previously unregulated offshore production related facilities, including non-
pipeline facilities such as production and processing platforms. It is ironic that in a period
when the FERC is attempting to exercise more light-handed regulation of pipelines, that it
would impose regulations on offshore producers operations, without the showing of any
public benefit to be gained by doing so.



346

April 30, 2001

Mr. Andrew Lundquist

Director

National Energy Policy Development Group
Vice President’s Office

281 Old Executive Office Building

17" Street and Pennsylvania Avenue, NW
Washington, DC 20504

Dear Andrew:

When last we spoke, we discussed the need for technology related examples to
facilitate the communication of the national energy policy recommendations. [am
sending the following set of slides:

1.

Oil Field Imaging. The state of seismic and reservoir imaging technology has
significantly improved through the use of computer technology. Underground
reservoi- details are displayed quicker and with greater clarity. The comparison
of conventional techniques with enhanced technology is illustrated in the first two

figures.

Drilling Technology. Advances in drilling techniques have greatly improved
productivity. Today’s drilling methods allow the targeting of specific structures
leading to fewer surprises, lower costs and greater overall hydrocarbon recovery.
Two examples are illustrated in the slides 3 and 4.

Field Development. The merging of drilling technology with enhanced imaging
leads to even greater production efficiency. Ihave included a slide showing a
North Sea development example.

Fuel Cells. Fuel cell vehicles are at the cutting edge of technology. While these
vehicles are not in production, current designs are based on existing vehicle
platforms using current hybrid design characteristics. 1 have attached two slides
to show the process and a proposed vehicle design.

T hope these examples are helpful and I look forward to seeing you again soon.

Sincerely yours,

FH/JP
Attachments
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Advances in Drilling Technology

Fewer Drilling Surprises

The Future: Intelligent Wells

Actual Experience
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Lisa B. Barry Policy, Government and
Vice President and Public Affairs

‘ General Manager Chevron Government Affairs
1401 Eye Street, NW
Suite 1200

Washington, DC 20005
Tel 202 408 5800
Fax 202 408 5845

fbbarry@chevron.com
Jupe 7, 2006
Via Facsimile Via Facsimile
202 2253052 202 226 0371
The Honorable Joe Barton ' The Honorable John D. Diungell
Chairman Ranking Member
Committee on Energy and Commerce Committee on Energy and Commerce
U.S. House of Representatives U.S. Honse of Representatives
2125 Rayburn House Office Building 2328 Rayburn House Office Building
Washington, DC 205154306 Washington, DC 20515-2215

Dear Chairman Barton and Ranking Member Dingell:

In two recent Energy and Commerce Committee hearings, and in a recent letter addressed to Chairman
Barton, various Members of the Committee have referred to and commented on what has been described
as a “Chevron document” dated November 30, 1995. The document has been used to create the
inaccurate impression that the oil industry in general, and Chevron in particular, have pursued a strategy
of closing refineries and reducing refining capacity in order to increase profits. Because the document at
issue has never been quoted in full and in context, and because it certainly does not reflect either
Chevron’s policy or activities, 1 am writing in an effort to make clear both the document’s origins and
Chevron’s own expansions of refining capacity in the United States during the last decade.

While only a fragment of the document has been quoted by Members in the recent letter and hearings, the
paragraph of which that fragment is a part makes clear that the employee who wrote it was neither
offering his own advice nor describing Chevron’s business plans. The full paragraph reads:

“Refining/Marketing/S&D: A senior energy analyst at the recent API convention wamed that if
the U.S. petroleum industry doesn’t reduce its refining capacity, it will never see any substantial
increase in refining margins, pointing out the recent volatility in refining margins over the past 12
months. U.S. average refining margins were sitting at the break-even point of $3/bbl in March,
surged to $6/bbl in May, then dropped to 50cts/bbl in September before crawling up to the present
margin of $2/bbl. In the last nine months, gasoline demand has been healthy and inventories have
remained close to record lows, factors that should normaily lead to higher prices. However,
refining utilization has been rising, sustaining high levels of operations, thereby keeping prices
low. Implication: in what alternate modes can the refinery operate given low-margin
economics?”
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The Honorable Joe Barton The Honorable John D. Dingeli
Committee on Energy and Commerce Committee on Energy and Commerce
June 7, 2006

Page 2

The “senior energy analyst” being paraphrased here was not an employee of API, Chevron or any other
oil company. His remarks were heard not only by industry representatives but by all other attendees at his
speech, including the trade press, which later reported on the speech.

The remarks, offered near the end of 1995, make appatent that for several months of that year, the U.S.
refining industry on average lost money on every barrel of oil it refined. In fact, Chevron’s 1995 U.S.
downstream carnings were down by 77% compared to 1994. By comparison, our U.S. downstream
capital expenditures in 1995 were nearly 12 times what we made that year in that segment of our
business, and nearly three times what we had made in the preceding year. . Indeed, during 1994 and 1995,
we spent approximately $1 billion on new facilities at our two California refineries, in El Segundo and
Richmond, to make a unique blend of cleaner-burning gasoline mandated by the California Air Resources
Board (CARB).

More to the point, in the ten years since that memo was written, and contrary to the analyst’s remarks in
November 1995, Chevron has not closed a single refinery. We operated six U.S. refineries at that time —
in El Segundo and Richmond, California; Pascagoula, Mississippi; Salt Lake City, Utah; Honolulu,
Hawaii and El Paso Texas. We still operate the first five refineries, and sold our interest in the sixth (El
Paso) to a third party which is still operating it. In addition to the CARB gasoline investments mentioned
above, we have also invested substantial sums to expand gasoline production capacity. Most recently, in
2005, we completed a modification at El Segundo to increase its ability to produce more gasoline and
other light products. We have also begun a similar modification at our Pascagoula, Mississippi refinery,
to increase its ability to produce gasoline — a project we hope to complete by the end of 2006.

During the Committee’s September 7, 2005 hearing entitled “Hurricane Katrina’s Effect on Gasoline
Supply and Prices,” in an exchange with a witness from the Department of Energy, Rep. Markey stated:

“Chevron said that in its document in 1995, they said, we will never see any substantial increase in
refining margins if we don’t reduce—if we don't reduce, that is, Chevron doesn’t reduce its
refining capacity.” (Emphasis added.)

Rep. Stupak made a similar reference to the 1995 document in the Committee’s hearing on May 10, 2006.
Even more recently, in a letter addressed to you, several Members characterized the document as follows:

“In this Chevron document, the author described how the refining industry would not be able to
increase its profits unless it reduced its refining capacity.” (Emphasis added.)

Contrary to the inference about Chevron’s business plans or conduct that Members and other listeners
might draw from the inaccurate characterizations of this document recently bandied about, Chevron
pointedly did not take the course advocated in the analyst’s remarks ten years ago. We respectfully
believe that in the interest of honest and fair debate of these important and complex issues, our company
should not be incorrectly labeled as either an author, advocate, or participant in that suggested market
strategy.

In 2001, the California Supreme Court had the opportunity to consider some of these very issues in
connection with a class-action lawsuit that had been brought against Chevron and several other California
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refiners and marketers in 1996. The plaintiffs alleged violations of California’s state antitrust and unfair
competition statutes, claiming that the companies had entered into an unlawful conspiracy to restrict the
output of CARB gasoline and thus to raise its price. The California Supreme Court, in a unanimous 7-0
decisions authored by the late Justice Stanley Mosk, affirmed summary judgment in favor of Chevron and
the other defendants. Aguilar v. Arlantic Richfield Co., 25 Cal.4th 826, 24 P.3d 493 (2001). Contrary to
any insinuation that Chevron might have followed the energy analyst’s opinion following the November
1995 API convention, the California Supreme Court noted:

“It is impossible to summarize the petroleum companies’ evidence within a scope that would be
appropriate to this opinion. The Court of Appeal’s recounting itself fills 38 pages. With that said,
the petroleum companies’ evidence showed independence rather than collusion as to their most
fundamental strategies with respect to CARB gasoline. For example, at one end of the range,
there was Chevron's altogether active plan, which was to ‘gain an advantage over its competitors
by becoming the largest producer of CARB gascline in the world.* At the other end, there was
Union Oil’s relatively passive stance, which would put it at a disadvantage vis-&-vis its
competitors in this regard, and would lead it to exit the market completely.” 24 P.3d at 518
{emphasis added).

In addition to the lower court’s finding that “the ‘actions’ of the petroleum companies ‘were a pro-
competitive response to a regulatory requirement,’ id. at 503 It should be obvious that the only way in
which Chevron could execute the business strategy described above was to maintain and ultimately to
expand its capacity to produce gasoline in California — something we in fact did, and at great expense.
Chevron fully recognizes that energy will be one of the defining issues of this century. Now more than
ever, we need to work together to determine how we will meet the energy needs of the entire world in this
century and beyond. Whatever actions we take, we must look not just to next year, but to the next 50
years. Innovation, collaboration and conservation are the cornerstones on which our energy future must
be built, and we want to work with you and all Members of Congress to help be part of the solution. We
hope that by bringing greater clarity to recent discussions of our company’s U.S. downstream efforts over
the past decade, we will help to advance that dialogue. We remain ready to work in good faith with you
and all Members of the Committee to achieve those goals.

Thank you for your consideration.

Sincerely,

= f—

Lisa B.

cc: Members of House Energy & Commerce Committee
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Instructions for navigating
this electronic version of the report

This National Petroleum Council report contains various hyperlinks to
pages within the report as well as Topic Papers and websites. Text in brick red
and headlines followed by “4” indicate hyperlinks. To return to the page in
this report prior to a hyperlink, please use the following commands:

PC users
Right-click on mouse and select “Previous View”

MAC users
Hold control key and click mouse, select “Previous View”

This action can be repeated to return to an earlier page if you have
moved several pages since clicking on the hyperlink.

If clicking on the hyperlink takes you to a Topic Paper or website,
simply close the linked window to return to this NPC report.

Links to websites were active at the time of publication.
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NATIONAL PETROLEUM COUNCIL

An Oif and Nararal Gas Advisory Conemitice to the Seervtary of Energy

1625 K Street, N.W. Phone: (202) 393-6100
Washington, D.C. 20006-1656 Fax:{202) 331-8539

July 18, 2007

The Honorable Samuel W. Bodman
Secretary of Energy
Washington, D.C. 20585

Dear Mr. Secretary:

In response to the questions posed in your letter of October 5, 2005, the National Petroleum Council conducted
a comprehensive study considering the future of oil and natural gas to 2030 in the context of the global energy
system. The complexity of today's integrated energy markets and the urgency surrounding today's energy issues
demanded a study that included:

* Anintegrated view of supply, demand, infrastructure, technology, and geopolitics
= Acomprehensive review of public and aggregated proprietary energy outlooks

« In-depth analysis of technology trends and opportunities

* Policy options viewed through economic, security, and environmental lenses

*  Morethan 350 participants from diverse backgrounds and erganizations

+ Dialogue with more than 1,000 persons and groups actively involved in energy.

The Council found that total global demand for energy is projected to grow by 50-60 percent by 2030, driven by
increasing population and the pursuit of improving living standards. At the same time, there are accumulating risks
to the supply of reliable, affordable energy to meet this growth, including political hurdles, infrastructure
requirements, and availability of a trained work force. We will need all economic, environmentally responsible
energy sources to assure adequate, reliable supply.

There is no single, easy solution to the global challenges ahead. Given the massive scale of the global energy
system and the long lead-times necessary to make material changes, actions must be initiated now and sustained
over the long term.

Over the next 25 years, the United States and the world face hard truths about the global energy future:

» Coal, oil, and natural gas will remain indispensable to meeting total projected energy demand growth.

* The world is not running out of energy resources, but there are accumulating risks to continuing expansion
of oil and natural gas production from the conventional sources relied upon historically. These risks create
significant challenges to meeting projected total energy demand.

* To mitigate these risks, expansion of all economic energy sources will be required, including coal, nuclear,
biomass, other renewables, and unconventional oil and natural gas. Each of these sources faces significant
challenges including safety, environmental, political, or economic hurdles, and imposes infrastructure
requirements for development and delivery.

¢+ "Energy Independence” should not he confused with strengthening energy security. The concept of energy
independence is not realistic in the foreseeable future, whereas U.S. energy security can be enhanced by
moderating demand, expanding and diversifying domestic energy supplies, and strengthening global
energy trade and investment. There can be no U.S. energy security without global energy security.
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A majority of the U.S. energy sector workforce, including skilled scientists and engineers, is eligible to retire
within the next decade. The workforce must be replenished and trained.

Policies aimed at curbing carbon dioxide emissions will alter the energy mix, increase energy-related costs,
and require reductions in demand growth.

The Council proposes five core strategies to assist markets in meeting the energy challenges to 2030 and beyond.
All five strategies are essential—there is no single, easy solution to the multiple challenges we face. However, we are
confident that the prompt adoption of these strategies, along with a sustained commitment to implementation, will
promote U.S. competitiveness by balancing economic, security, and environmental goals.

The United States must;

Moderate the growing demand for energy by increasing efficiency of transportation, residential,
commercial, and industrial uses,

Expand and diversify production from clean coal, nuclear, biomass, other renewables, and unconventional
oil and gas; moderate the decline of conventionat domestic oil and gas production; and increase access for
development of new resources.

Integrate energy policy into trade, economic, environmental, security, and foreign policies; strengthen
global energy trade and investment; and broaden dialog with both producing and consuming nations to
improve global energy security.

Enhance science and engineering capabilities and create long-term opportunities for research and
development in all phases of the energy supply and demand system.

Develop the legal and regulatory framework to enable carbon capture and sequestration. In addition, as
policymakers consider options to reduce carbon dioxide emissions, provide an effective global framework
for carbon management, including establishment of a transparent, predictable, economy-wide cost for
carbon dioxide emissions.

The attached report, Facing the Hard Truths about Energy, details findings and recommendations based on
comprehensive analyses developed by the study teams.

The Council locks forward to sharing this study and its results with you, your colleagues, and broader
government and public audiences.

Respectfully submitted,
Lee R. Raymond Andrew Gould John]. Hamre
Chair Vice Chair, Technology Vice Chair, Geopolitics
& Policy

i |

‘

David]. O'Retlly Dan#¢l H. Yergin
Vice Chair, Supply Vice Chair, Demand

Attachment
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EFACE

NATIONAL PETROLEUM COUNCIL

he National Petroleum Council (NPC) is an organi-
Tzation whaose sole purpose is to provide advice to

the federal government. At President Harry Tru-
man’s request, this federally chartered and privately
funded advisory group was established by the Secre-
tary of the Interior in 1946 to represent the oil and gas
industries’ views to the federal government: advising,
informing, and recommending policy options, Dur-
ing World War 11, under President Franklin Roosevelt,
the federal government and the Petroleum Industry
War Council had worked closely together to mobilize
the oil supplies that fueled the Allied victory. Presi-
dent Truman’s goal was to continue that successful
cooperation in the uncertain postwar years. Today,
the NPC is chartered by the Secretary of Energy under
the Federal Advisory Committee Act of 1972.

About 175 in number, Council members are selected
by the Energy Secretary to assure well-balanced
representation from all segments of the oil and gas
industries, all sections of the country, and from large
and small companies. Members are also selected
from outside the oil and gas industries, representing
academic, financial, research, Native-American, and
public-interest organizations and institutions. The
Council provides a forum for informed dialogue on
issues involving energy, security, the economy, and the
environment in an ever-changing world.

STUDY REQUEST

By letter dated October 5, 2005, Secretary of Energy
Samuel W. Bodman requested that the National
Petroleum Council undertake a study on the ability
of global oil and natural gas supply to keep pace with

Preface

growing world demand. Specifically, the Secretary
stated that key questions to be addressed in the study
may include:

* What does the future hold for global oil and natural
gas supply?

Can incremental oil and natural gas supply be
brought on-line, on-time, and at a reasonable price
to meet future demand without jeopardizing eco-
nomic growth?

What oil and gas supply strategies and/or demand-
side strategies does the Council recommend the
U.S. pursue to ensure greater economic stability
and prosperity?

(Appendix A contains a copy of the Secretary’s
request letter and a description of the NPC.)

STUDY ORGANIZATION

Responding to the Secretary’s request, the Coun-
cil established a Committee on Global Oil and Gas to
study this topic and to supervise preparation of a draft
report for the Council’s consideration. The Council
also established a Coordinating Subcommittee and
four Task Groups—on Demand, Supply, Technology,
and Geopolitics & Policy—to assist the Committee in
conducting the study. These study groups were sup-
ported by three dozen Subgroups focused on specific
subject areas. The box on the next page lists those
who served as leaders of the study.

The members of the various study groups were
drawn from NPC members’ organizations as well
as from many other U.S. and international indus-
tries, U.S. and international governments, non-
governmental organizations, financial institutions,
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consultancies, academia, and research groups. More
than 350 people served on the study’s Committee,
Subcommittee, Task Groups, and Subgroups. (Appen-
dix B contains rosters of these study groups.)

In addition to these study group participants, many
more people were involved through outreach activi-
ties. These efforts were an integral part of the study
with the goal of informing and soliciting input from
a broad range of interested parties. More than two
dozen sessions were held with staff of U.S. execu-
tive branch agencies, U.S. congressional committees,
and state and local governments; non-governmental
organizations; academia; professional societies; and
industries. The outreach process also included key
consuming and producing countries. Secretary Bod-

man contacted 19 energy ministries around the world
to encourage supply and demand data from govern-
ments and national energy companies. Many coun-
tries provided constructive responses.

The data and feedback provided by the global energy
community and other interested parties involved in
thé outreach sessions were documented and used to
develop the insights for the future of the energy sector
and to ensure that the study was addressing the critical
issues associated with energy. This stakeholder input
represented a wide range of views/opinions. This
information was an integral part of the data sets ana-
lyzed and considered to develop the key findings and
recommendations. (Appendix C provides a descrip-
tion of the study's outreach process and sessions.)

Facing the Hard Truths about Energy
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Figure P-1 illustrates the diversity of participation
in the study process.

Study group and outreach participants contributed
in a variety of ways, ranging from full-time work in mul-
tiple study areas, to involvement on a specific topic, to
reviewing proposed materials, or to participating solely
in an outreach session. Involvement in these activities
should not be construed as endorsement or agree-
ment with all the statements, findings, and recommen-
dations in this report. Additionally, while U.S. govern-
ment participants provided significant assistance in
the identification and compilation of data and other
information, they did not take positions on the study’s
policyrecommendations. As afederally appointed and
chartered advisory committee, the National Petroleum
Council is solely responsible for the final advice pro-
vided to the Secretary of Energy. However, the Council
believes that the broad and diverse study group and
outreach participation has informed and enhanced its
study and advice. The Council is very appreciative of
the commitment and contributions from all who par-
ticipated in the process.

STUDY SCOPE AND APPROACH

The study’s primary focus was on oil and naturai gas,
However, all energy forms were assessed as they are ele-
ments of an interrelated and competitive global energy
market. In fact, an understanding of all energy forms
was necessary in order to provide meaningful advice
on oil and natural gas. The study was conducted with
a set of guiding principles that the study would:

® Not create another “grassroots” energy forecast
of demand, supply, or prices, but rather focus on
analysis of existing projections to identify underly-
ing assumptions, understand why they differ, and
thereby identify important factors governing the
future of oil and gas

Gather and analyze public data (from government,
academia, and others) and aggregated proprietary
data (from international oil companies and
consultants}

Solicit input from a broad range of interested par-
ties including non-governmental organizations
and foreign countries

Emphasize long-term conditions to 2030 and
beyond, not near-term energy market volatility

Preface

65% PARTICIPANTS FROM OUTSIDE
OF OiL AND GAS INDUSTRY

350+ PARTICIPANTS, PLUS INPUT
FROM 1,000+ OTHERS

FIGURE P-1. Broad Participation

Make recommendations supported by data and sci-
ence, and develop policy options and recommen-
dations only after completing the study analyses,
interpretation, and findings phase to guard against
predetermined conchisions

Frame detailed questions to ensure all study teams
work within their scope and on time

Comply fully with antitrust laws and regulations,
and the Federal Advisory Committee Act. While the
Council recognizes the important role price plays
in both demand and supply actions, antitrust sen-
sitivities precluded the study from addressing such
impacts or accessing future price levels.

A large, broad, and diverse group of other studies
and projections served as the underpinning of the
NPC analyses. The NPC attempted to examine and
use the full range of available projections:

» Data were provided hy the International Energy
Agency {IEA) and U.S. Energy Information Admin-
istration (EIA}—the two most widely used and
respected sources of energy projections.

,_M; ]
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* A broad survey of proprietary energy projections
was also conducted. As an integral part of this pro-
cess, the NPC engaged the public accounting firm
Argy, Wiltse & Robinson, P.C. to receive, aggregate,
and protect proprietary data responses.

A Wide-Net process collected additional publicly
available projections from academia, governmen-
tal organizations, non-governmental groups, and
other interests.

A DataWarehouse was developed to store and assist
in analysis of all collected projections. The ware-
house data are included on the CD accompanying
printed copies of this report,

A Parallel Studies process examined numerous
other recent reports regarding aspects of energy
policy to inform the work of the NPC study’s Co-
ordinating Subcommittee. {(Appendix D provides
summaries of the studies.)

The Demand and Supply Task Groups focused pri-
marily on the analysis and interpretation of the range
of projections for world energy demand and supply to
2030 and the key assumptions/drivers underlying those
projections. The Technology Task Group examined the
range of technology assumptions in the projections sur-
veyed and how these technologies might affect world
energy supply/demand over the next 25 years. The
Geopolitics & Policy Task Group had two focus areas. Its
geopolitical analyses assessed how sovereign national,
regional, and global policy decisions might affect global
supply and demand outlooks. Its policy work involved
the integration of options from the various study groups
into a concise set of recommendations for the Secretary
of Energy reflecting the tradeoffs among the economy,
security, and the environment. In addition to the work
of the Task Groups, the study addressed several over-
arching themes: energy efficiency, carbon management,
and macroeconomic issues.

The output from these multiple efforts underpin
the NPC’s recommended supply- and demand-side
strategies, and form the basis for its policy recom-
mendations to the Secretary of Energy.

(See the Report Chapters and Topic Papers for more
detailed descriptions of the scopes of work, framing
questions, and approaches used by the various study
groups.)

STUDY REPORT

In the interest of transparency and to help readers
better understand this study, the NPC is making the
study results and many of the documents developed
by the study groups available to all interested parties
as follows:

* Executive Summary provides insights on energy
market dynamics as well as advice on an integrated
set of actions needed immediately to ensure ade-
quate and reliable supplies of energy, while assur-
ing continued expansion of prosperity including
economic growth, global security, and environ-
mental responsibility.

® Report Chapters contain summary results of the
analyses conducted by the Demand, Supply, Tech-
nology, and Geopolitics & Policy Task Groups; a
discussion on Carbon Management; a full listing
of the study’s recommendations; and a description
of the study’s methodology. These chapters pro-
vide supporting data and analyses for the findings
and recommendations presented in the Executive
Summary.

Appendices contain Council and study group ros-
ters, a description of the study’s outreach process,
and other information.

Topic Papers, which can be found on the CD inside
the back cover of this report, include detailed, spe-
cific subject matter papers and reports prepared by
the Task Groups and their Subgroups. These Topic
Papers formed the basis for the analyses that led
to development of the summary results presented
in the report’s Executive Summary and Chapters.
The Council believes that these materials will be
of interest to the readers of the report and will help
them better understand the results. The members
of the National Petroleum Council were not asked
to endorse or approve all of the statements and
conclusions contained in these documents but,
rather, to approve the publication of these materi-
als as part of the study process. (See the descrip-
tion of the CD in Appendix E for abstracts on topic
papers and a list of other documents included.)

(Published copies of the report and the CD can be
purchased from the NPC or viewed and downloaded
from its website: www.npc.org)

Facing the Hard Traths about Energy
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energy—its availability, reliability, cost, and envi-

ronmental impact. Energy also has become a sub-
ject of urgent policy discussions. But energy is a com-
plex subject, touching every part of daily life and the
overall economy, involving a wide variety of technolo-
gies, and deeply affecting many aspects of our foreign
relations. The United States is the largest participant
in the global energy system—the largest consumer,
the second largest producer of coal and natural gas,
and the largest importer and third largest producer of
oil. Developing a framework for considering Ameri-
ca’s oil and natural gas position now and for the future
requires a broad view and a long-term perspective;
both are provided in this study.

The American people are very concerned about

During the last quarter-century, world energy
dernand has increased about 60 percent, supported
by a global infrastructure that has expanded to a
massive scale, Most forecasts for the next quarter-
century project a similar percentage increase in
energy demand from a much larger base. Oil and nat-
ural gas have played a significant role in supporting
economic activity in the past, and will likely continue
to do so in combination with other energy types. Over
the coming decades, the world will need better energy
efficiency and all economic, environmentally respon-
sible energy sources available to support and sustain
future growth.

Fortunately, the world is not running out of enetgy
resources, But many complex challenges could keep
these diverse energy resources from becoming the
sufficient, reliable, and economic energy supplies
upon which people depend. These challenges are
compounded by emerging uncertainties: geopolitical
influences on energy development, trade, and secu-

Executive Summary

rity; and increasing constraints on carbon dioxide
(CO,) emissions that could impose changes in future
energy use. While risks have always typified the energy
business, they are now accumulating and converging
in new ways.

The National Petroleum Council (NPC) examined
a broad range of global energy supply, demand, and
technology projections through 2030. The Council
identified risks and challenges to a reliable and secure
energy future, and developed strategies and recom-
mendations aimed at balancing future economic,
security, and environmental goals.

The United States and the world face hard truths
about the global energy future over the next 25 years:

* Coal, oil, and natural gas will remain indispensable
to meeting total projected energy demand growth.

The world is not running out of energy resources,
but there are accumulating risks to continuing
expansion of oil and natural gas production from
the conventional sources relied upon historically.
These risks create significant challenges to meeting
projected energy demand.

To mitigate these risks, expansion of all economic
energy sources will be required, including coal,
nuclear, renewables, and unconventional oil and
natural gas. Each of these sources faces significant
challenges—including safety, environmental, polit-
ical, or economic hurdles—and imposes infrastruc-
ture requirements for development and delivery.

“Energy Independence” should not be confused
with strengthening energy security. The concept
of energy independence is not realistic in the fore-
seeable future, whereas U.S. energy security can
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be enhanced by moderating demand, expanding
and diversifying domestic energy supplies, and
strengthening global energy trade and investment,
There can be no U.S. energy security without global
energy security.

A majority of the U.S. energy sector workforce,
including skilled scientists and engineers, is eligi-
ble to retire within the next decade. The workforce
must be replenished and trained.

Policies aimed at curbing CO, emissions will alter
the energy mix, increase energy-related costs, and
require reductions in demand growth.

Free and open markets should be relied upon wher-
ever possible to produce efficient solutions. Where
markets need to be bolstered, policies should be
implemented with care and consideration of possible
unintended consequences. The Council proposes five
core strategies to assist markets in meeting the energy
challenges to 2030 and beyond. All five strategies are
essential—there is no single, easy solution to the mul-
tiple challenges we face. However, the Council is con-
fident that the prompt adoption of these strategies,
along with a sustained commitment to implementa-
tion, will promote U.S. competitiveness by balancing
economic, security, and environmental goals, The
United States must:

* Moderate the growing demand for energy by
increasing efficiency of transportation, residential,
commercial, and industrial uses.

Expand and diversify production from clean coal,
nuclear, biomass, other renewables, and uncon-
ventional oil and natural gas; moderate the decline
of conventional domestic oi! and natural gas pro-
duction; and increase access for development of
new resources.

Integrate energy policy into trade, economic, envi-
ronmental, security, and foreign policies; strengthen
global energy trade and investment; and broaden
dialogue with both producing and consuming
nations to improve global energy security.

Enhance science and engineering capabilities and
create long-term opportunities for research and
development in all phases of the energy supply and
demand system.

Develop the legal and regulatory framework to
enable carbon capture and sequestration (CCS).
In addition, as policymakers consider options to
reduce CO, emissions, provide an effective global

framework for carbon management, including
establishment of a transparent, predictable, econ-
omy-wide cost for CO, emissions.

The Council identified these strategies by drawing
upon more than 350 expert participants with wide-
ranging backgrounds to provide analysis, informa-
tion, and insight. Additionally, extensive outreach
efforts involved more than 1,000 people actively
engaged in energy. Task Groups for this study
reviewed a broad range of public and aggregated
proprietary studies in order to understand and eval-
uate the many assumptions and forces behind recent
global energy projections.

Given the massive scale of the global energy system
and the long lead times necessary to make significant
changes, concerted actions must be taken now, and
sustained over the long term, to promote U.S. com-
petitiveness by balancing economic, security, and
environmental goals. The Council’s findings and rec-
ommendations are summarized below and explained
in detail in the report chapters.

THE GROWING DEMAND
FOR ENERGY

Over the coming decades, energy demand will grow
to increasingly higher levels as economies and popula-
tions expand. This will pressure the supply system and
require increased emphasis on energy-use efficiency.

Energy is essential to the economic activity that
sustains and improves the quality of life. Projections
for future energy needs generally assiume expanding
cconomies and populations, which drive continued
energy demand growth. Over tine, the efficiency of
energy use has improved, thanks to the combined
effects of technological advancement, education of
consumers, and policy initiatives. These develop-
ments have allowed growth in economic activity to
outpace growth in energy use. Differing assump-
tions for the world’s population, economic activity,
and energy efficiency result in varying projections for
future energy demand, as shown in Figure ES-1.

Historically, energy consumption has been con-
centrated in the developed world, where economic
activity has been centered. Today, the developed
world, represented by the Organjsation for Economic
Co-operation and Development (OECD),' uses half of
the world’s total energy to produce half of the world’s

Facing the Hard Truths about Energy
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FIGURE ES-1. World Energy Demand — Average Annual Growth Rafes

Gross Domestic Product.? However, over 80 percent
of the world’s population is projected to live in devel-
oping countries by 2030, as shown in Figure ES-2.

Many developing countries are just reaching the
point where individual wealth and energy consump-
tion start to accelerate. For example, while the num-
ber of cars in China more than doubled between
2000 and 2006, there remains just one car for every
40 people® whereas the United States has one car for
every two people,* Thus, dramatic further growth in
vehicle sales and demand for fuel in China are very
likely. As this accelerating consumption combines
with large and growing populations, it becomes likely
that most new energy demand growth will occur in
the developing world, with one projection shown in
Figure ES-3.

THE ENERGY SUPPLY
LANDSCAPE

The world uses a wide variety of energy sources today.
0il and natural gas now provide nearly 60 percent of

Executive Summary
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2004 - 445 QUADRILLION BTU PER YEAR 1980 ~ 288 QUADRILLION BTU PER YEAR

2004 - 445 QUADRILLION BTU PER YEAR

2030 - 678 QUADRILLION BTU PER YEAR

2030 - 678 QUADRILLION BTU PER YEAR

Source: IEA, Worid Energy Outlook 2006,

FIGURE ES-3. World Energy Demand Growth
from 2004 to 2030

world primary energy,® as shown in Figure ES-4, and it
isahard truth that oil and natural gas will remain indis-
pensable to meeting the projected growth in energy
demand.

OiL & COAL % NUCLEAR I WIND/SOLAR/

Itis another hard truth that a rapidly growing world GAS % miomass M HYDRO GEOTHERMAL
economy will require large increases in energy sup- Source: IEA, World Energy Outlt;nk 2006,
plies over the next quarter-century. Expansion of all
econamic energy sources will be required to meet FIGURE ES-4. World Energy Supply -
dernand reliably, including coal, nuclear, renewables, Historical and Projected
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and unconventional oil and natural gas. All energy
sources have their own challenges that must be over-
come to be produced, delivered, and used on an ever-
increasing scale.

Current assessments for both oil and natural gas
indicate large in-place volumes of resource. The
natural gas resource appears more than adequate to
meet the increased natural gas production typically
anticipated by energy outlooks over the study period.

Future oil supply will come from avariety of sources,
including existing production capacities, development
of existing reserves, application of enhanced oil recov-
ery, expansion of unconventional liquids, and devel-
opment of new discoveries. Figure ES-5 is an illustra-
tive example of these sources as depicted by the 1EA
in its World Energy Outlook 2004. There is uncertainty
about the potential of the oil resource base to sustain
growing oil production rates. Additional uncertainty
surrounds the industry’s potential to overcome mul-
tiple increasing risks, including access to promis-
ing areas for development, and the rate and timing

of investment, technology development, and. infra-
structure expansion. This study observed. a range of
oil projections from less than 80 to 120'million barrels
per day in 2030. This wide range results from differing
assumptions about these uncertainties.

Biomass, mainly wood and dung burned for heat, is
today's largest non-fossil energy source. Liquid fuels
from biomass, such as ethanol from corn and sugar-
cane, have grown rapidly in recent years, but given the
scale of total oil consumption, liquids from biomass
contribute only about 1 percent of the energy provided
by oil. Potential cellulosic biomass. resources; from
wood, energy crops, and food crop waste; are large in
the United States; the U.S. Departments of ‘Agricul-
ture and Energy estimate that the United States could
generate sufficient biomass to produce up to 4 mil-
lion barrels per day of oil-equivalent liquids.® As with
the expansion of any energy source, challenges must
be overcome before biofuels production can achieve
significant volumes. For example, technology does
not yet exist to convert cellulosic material economi-
cally at scale to liquid fuels. Ethanol expansion in the

125~

~
%]

50

MILLION BARRELS PER DAY

1971 1980

Source: {EA; World Energy Outlook 2004,

YEAR

FIGURE ES-5. Illustrative Total Liguids Supply
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United States faces compound challenges: increas-
ing rail, waterway, and pipeline transport capacity;
scaling up distribution systems; and balancing food
uses and water requirements.

Wind and solar energy have also grown rapidly, now
contributing about 1 percent to the world's energy
mix. Wind and solar energy are expected to continue
their rapid expansion, with associated challenges that
include economics, intermittent availability, land-use
considerations, and the need for grid interconnection
and long distance transrnission lines.

Hydroelectric power supplies about 2 percent of
today’s energy. It is not generally expected to grow
significantly, except in developing Asia-Pacific areas,
since the most suitable locations in developed coun-
tries are already in use.

Nuclear power contributes about 6 percent of
world energy today, and its use is generally expected
to increase outside the United States. Nuclear power
expansion faces concerns about safety and security,
the management and disposal of radioactive waste,
and weapons proliferation. Further expansion of
nuclear power could be promoted to limit CO, emis-
sions or bolster energy security through diversifica-
tion. On the other hand, additional restrictions on
the nuclear industry, such as early plant retirements
or limits on projected new installations, would raise
demand for alternatives to generate electricity, such
as natural gas, coal, wind, and solar.

Coal supplies the second largest share of world
energy today, after oil. In forecasts where CO, emis-
sions are not constrained, coal is generally expected
to increase its share. Projected increases in coal use
are driven mainly by growing electricity demand in
developing countries. Remaining coal resources are
far larger than for oil and natural gas; at current con-
sumption rates, the United States has economically
recoverable resources for at least another 100 years.”
China also has large coal resources, although major
deposits are far from consuming areas, and transpor-
tation infrastructure is limiting. In addition to the
logistical challenges of rail, water, and power lines,
coal combustion also produces more CO, per unit
of energy than natural gas or oil from conventional
sources. The cornbination of coal, natural gas, and
oil is generally expected to provide over 80 percent of
global energy needs in 2030, exacerbating the chal-
lenge of constraining CO, emissions.

| 10

THE CHANGING WORLD
ENERGY MAP

Growthin energy production has been supported by
global trade and open markets, combined with capi-
tal investment to produce and deliver energy. Lnergy
consumption in the developing world is projected
to increase dramatically, while oil and natural gas
production in the United States and Europe decline.
This combination will require a substantial increase
in international oil and natural gas trade, profoundly
redrawing the world energy map.

Forecasts for growth in oil and liquefied natural gas
(LNG) shipments place greater emphasis on reliable
transport, trade, and delivery systems while raising
geopolitical, environmental, and security concerns.
Today, more than half the world’s inter-regional ojl
movements pass through a handful of potential
“choke points,” including the Suez Canal, the Bospo-
rus, and the Straits of Hormuz and Malacca.?

Figure ES-6 shows one projection of significant
changes in regional oil imports and exports between
now and 2030. Natural gas supply and demand are
projected to make similar shifts.

In addition to increases in the international trade
of oil and natural gas, the world energy map is chang-
ing in another dimension. Conventional oil and nat-
ural gas resources are increasingly concentrated in
a handful of non-OECD countries. The national oil
companies and energy ministries in these countries
play central roles in policy decisions about how to
develop and produce their resources. Producers may
increasingly leverage their assets when dealing with
oil companies and consumer nations, either to gain
commercial benefits or to further national or foreign
policy objectives. The trend of market liberalization
that expanded global energy trade and investment in
the 1990s has come under renewed pressure.

UNITED STATES AND GLOBAL
ENERGY SECURITY

U.S. and global energy security depend upon reli-
able, sufficient energy supplies freely traded among
nations. This dependence will rise with the growth
required in international oil and natural gas trade,
and may be increasingly influenced by political goals
and tensions. These trends are prompting renewed
concerns about U.S, energy security.

Facing the Hard Truths about Energy
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Note: Numbers shown are
miltion barrels per day.

Source: 1EA, World Energy Outlook 2006, Reference Case.

IMPORTS  EXPORTS

' 2030

FIGURE ES-6. Net Regional Oil Imports and Exports

These energy security concerns have spurred
calls for the United States to become totally self-
sufficient in energy supply, often referred to as
“energy independence.” This concept is unrealis-
tic in the foreseeable future and incompatible with
broader foreign policy objectives and treaty obliga-
tions, Policies espousing “energy independence”
may create considerable uncertainty among inter-
national trading partners and hinder investment in
international energy supply development.®

It is a hard truth that energy independence is
not necessary for energy security. Rather than
pursuing energy independence, the United States
should enhance its energy security by moderat-
ing demand, expanding and diversifying domes-
tic energy supplies, and strengthening global
energy trade and investment. Indeed, even if
the United States could become physically self-
sufficient in energy, it could not disengage from
global energy activity, trade, and finance. There can
be no U.S. energy security without global energy
security.

Executive Summary

INVESTMENT IN GLOBAL ENERGY
DEVELOPMENT

Building new, mutti-billion-dollar oil platforms in
water thousands of feet deep, laying pipelines in dif-
ficult terrain and across country borders, expanding
refineries, constructing vessels and terminals to
ship and store liquefied natural gas, building rail-
roads to transport coal and biomass, and stringing
new high-voltage transmission lines from remote
wind farms—all will require large investments over
decades. Higher investment in real terms will be
needed to grow production capacity. Future projects
are likely to be more complex and remote, result-
ing in higher costs per unit of energy produced.® A
stable and attractive investment climate will be nec-
essary to attract adequate capital for evolution and
expansion of the energy infrastructure,

The United States should actively engage energy
suppliers, encouraging open trade and investment
to expand international energy production and
infrastructure. International trade and diplomatic
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negotiations should routinely incorporate energy
issues to promote the rule-of-law, fiscal stability,
equitable access, and the environmentally respon-
sible development of all energy resources.

TECHNOLOGY
ADVANCEMENTS

Human ingenuity and technological advances
create the potential to develop new energy sources,
to further develop existing resources, and to use
energy in more efficient and environmentally
friendly ways. The oil and natural gas industry
has a long history of technological advancement,
and today it operates using materials, chemistry,
engineering, computing, and sensing techniques
well beyond anything envisioned several decades
ago. Technology has led to large savings in energy
demand and additions to supply while reducing
the industry’s environmental “footprint.” Technol-
ogy advances are expected to continue, although
broad-ranging technology impact can take over a
decade from initial concept to large-scale imple-
mentation."!

There is no single technology capabie of ensuring
that the world’s future energy needs will be met in an
economical and environmentally responsible way.
Many advances and breakthroughs will be required
on numerous fronts. To do this, significant financial
and human resources must be engaged over a sus-
tained period. Meanwhile, the U.S. energy industry
faces a dramatic human resource shortage that could
undermine the future development of technological
advances needed to meet the demand for increas-
ingly diversified energy sources. A majority of the
industry’s technical workforce is nearing retirement
eligibility, and the number of American graduates in
engineering and geosciences has dropped substan-
tially during the last quarter century, compromising
future delivery of technology advances.

The Council’s findings echo many in the National
Academy of Sciences report “Rising Above the Gath-
ering Storm: Energizing and Employing America for a
Brighter Economic Future,” which calls for a focus on
mathematics and science education, long-term-basic
research, and ensuring that the United States is the
premier place in the world for research and techno-~
logical innovation.

Facing the Hard Truths about Energy
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ADDRESSING CARBON
CONSTRAINTS

Constraints on CO, emissions are emerging, with
profound implications for energy supply and demand.
Worldwide CO, emissions from energy use are gener-
ally predicted to grow, as shown in Figure ES-7. Rising
concerns about climate change may lead to further
limits on these emissions. It is a hard truth that poli-
cies aimed at curbing carbon emissions will alter the
energy mix, increase energy-related costs, and require
reductions in demand growth.

Significantly reducing CO, emissions will require
major changes in energy production, infrastructure,
and use: reducing demand, substituting low-carbon
or carbon-neutral fuels, and capturing and sequester-
ing the emissions from burning coal, oil, and natural
gas. Implementing effective changes on a sufficient
scale will require time, money, and technology. It
can take over two decades for newly commercial-
ized vehicle technology to be incorporated into the
vehicle fleet actually on the road. Improvements in
building efficiency are made slowly—because build-
ings can stand for many decades, and retrofitting

efficiency steps such as increased insulation and bet-
ter windows can be difficult and costly. : Power plants
and industrial facilities often last fifty years or more,
limiting-the rate of capital turnover ini these sectors.

-Achieving any significant increase ‘in efficiency, shift

irt fuels used, and capture of CO; emissions for stor-
age will require major changes over decades to: vehi-
cles, buildings, industrial plants, electric generation
facilities, and infrastructure.

STRATEGIES FOR
U.S.ENERGY POLICY

No single, easy solution can solve the world’s energy
challenges. The world will need all thie economic, envi-
ronmentally tesponsible energy. sources ‘that can be
found to support and sustain prosperity in'the com-
ing decades. To assure this, actions on muiltiple fronts
must be taken now, and sustained over the long term.
The NPC study participants developed recommenda-
tions to achieve the following five strategic goals:

* Moderate demand by increasing energy efficiency
* Expand and diversify U.S. energy supply
¢ Strengthen global and U.S. energy security
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© Reinforce capabilities to meet new challenges

» Address carbon constraints.

While the focus of this report has been concen-
trated on identifying key findings and relevant and
effective recommendations, it is prudent to be mind-
ful of the lessons of the past. The prospect of unin-
tended consequences or the adverse impacts of poor
policy choices should not be underestimated.” Poli-
cies aimned at penalizing industry segments may have
political appeal but often undermine security goals
and broader national objectives.

Moderate Demand by Increasing
Energy Efficiency

Improve Vehicle Fuel Economy

Nearly haif of the 21 million barrels of o1l products
that the United States consumes each day is gasoline
used for cars and light trucks. The Reference Case in
the U.S. Energy Information Administrations (EIA}
Annual Fnergy Outlook 2007 projects that gasoline
constmption will increase by an average of 1.3 per-
cent per year, totaling an increase of 3 million barrels
per day between 2005 and 2030.

The Corporate Average Fuel Economy (CAFE) stan-
dards have heen thé primary policy used to promaote
improved car and light-truck fuel economy in the
United States over the last three decades. The original
standards created one economy requirement for cars,
and another less stringent one for light trucks to avoid
penalizing users of work trucks. At the time, light-
truck sales were about one-quarter of car sales. Since
then, sport utility vehicles and minivans classified as
light trucks have increased their share of the market.
Now, these light-truck sales exceed car sales, and the
increase at the lower truck fuel economy standard has
limited overall fuel economy improvement.

Cars and trucks sold today are more technically
efficient than those sold two decades ago. However,
the fue! economy improvements that could have
been gained from this technology over the last two
decades have been used to increase vehicle weight,
horsepower, and to add amenities. Consequendly, car
and truck fuel economy levels have been about flat for
two decades, as shown in Figure ES-8.
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and anticipated technologies, assuming vehicle per-
formance and other attributes remain the same as
today.® This economy improvement will entail higher
vehicle cost. The 4 percent annual gain in CAFE stan-
dards starting in 2010 that President George W. Bush
suggested in his 2007 State of the Union speech is not
inconsistent with a potential doubling of fuel econ-
omy for new light duty vehicles by 2030. Depend-
ing upon how quickly new vehicle improvements are
incorporated in the on-road light duty vehicle fleet,
1.8, 0il demand would be reduced by about 3-5 mil-
lion barrels per day in 2030, Additonal fuel economy
improvements would be possible by reducing vehicle
weight, horsepower, and amenities, or by developing
more expensive, step-out technologies.

Reduce Energy Consumption in the
Residential and Commercial Sectors

Forty percent of U.S. energy is consumed in the resi-
dential and comumercial sectors, including the energy lost
while generating and distributing the electricity used.
The EIA projects that U.S. residential and commercial
energy use will increase almost one-third by 2030.

Significant efficiencyimprovements havebeenmade
in buildings over the last several decades. Improve-
ment areas include the building structue itself; heat-
ing, cooling, and lighting systems; and appliances.
However, these improvements have been partly offset
by increased building sizes and by use of larger and
multiple appliances. Cost-effective energy efficiency

Executive Sumnmary

building technologies have outpaced current U.S.
federal, state, and locat policies. If applied, currently
available efficiency technology would reduce energy
use an additional 15-20 percent®

Buildings typically last for decades. Many of the fea-
tures of buildings that affect their energy consumption,
such as wall thickness, insulation, structural tightness,
anst windows, will go largely unchanged throughout

“the life of the building. Technologies and practices

affecting these long-lived systems will be slow to pen-
etrate the building stock and affect their overall effi-
ciency, making it important to implement policies
early to achieve significant long-term savings.

Major barriers to energy efficiency investmuents
include initial costs, insufficient energy price signals,
split incentive (where the consumer is different from
the facility provider}, and individual consumer’s im-
ited information. To reduce energy consumption sig-
nificantly below the projected baseline will require
policy-driven improvements in energy efficiency.

Building Energy Codes

Building energy codes have proved to be asignificant
policy ol to encowrage increased energy efficiency
in new buildings, and in buildings undergoing major
renovations. Building codes are administered by the
50 states and by thousands of local authorities. To help
state and local governments, national model energy
codes are developed and updated every few years.
Under federal law, states are not obligated to impose
energy codes for buildings, although at least 41 states
have adopted some form of building energy code.

Adopting a building code does not guarantee energy
savings. Code enforcernent and compliance are also
essential. Some jurisdictions have reported that one-
third or more of new buildings do not comply with
critical energy code requirements for windows and air
conditioning equipment, which are among the easi-
est energy saving features to verify.?

Building ‘energy codes typically target only new
buildings and major renovations. Additional policies
are needed to encourage incremental, significant sav-
ings in existing buildings.

Appliance and Equipment Standards

Standards for appliances and other equipment
are major policy measures that reduce energy use in
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existing buildings. These products may not consume
much energy individuaily, but collectively they repre-
sent a significant portion of the nation’s energy use.”

Energy efficiency standards currently do not apply
to many increasingly common products, including
those based on expanded digital technologies. Prod-
uct coverage must be continuously evaluated and
expanded when appropriate to assure inclusion of
all significant energy consuming devices. In addi-
tion, industry and other stakeholders have negoti-
ated standards for other products, such as residentiat
furnaces and boilers. Implementing and enforcing
expanded and strengthened standards would reduce
energy consumption below the levels that will result
from current Department of Energy requirements.®

Residential and commercial efficiency gains are
partially consumed by increased use of the services
and products that become more efficient. For exam-
ple, U.S. house sizes have increased steadily over
the years, offsetting much of the energy efficiency
improvements that would have resulted had house
sizes not swelled. Simdiarly, household refrigerators
have increased in number and size, consuming much
of the reduced energy use per refrigerator gained by
efficiency standards. Energy efficiency programs

should consider steps to avoid increasing the demand

for energy services.

Increase Industrial Sector Efficiency

The industrial sector consumes about one-third
of 1.5, energy, and contributes to a large share of
the projected growth in both oif and natural gas use
globally and in the United States. Worldwide, indus-
trial demand for natural gas is expected to double by
2030. Worldwide, industrial sector demand for oil is
expected to increase by 5 million barrels per day, or
15 percent of total oil demand growth through 2030,

The industrial sector is a price-responsive energy
consumer. U.S. energy-intensive indusiries and
manufacturers rely on internationally competitive
entergy supplies to remain globally competitive. In
recent years, 11,5, natural gas prices have risen faster
than those in the rest of the world. As a resuit, US.
enefgy-intensive manufacturers using natural gas as
a fuel or feedstock have responded by increasing the
efficiency of their operations and/or by shifting more
of their operations to lower energy cost regions out-
side the United States.

Across the industrial sector, there are opportunities
10 Increase energy cieniey by about 15 percent®
Areas for energy savings include waste-heat recov-
ery, separation. processes, and combined heat and
power.® While 40 percent of that opportunity could
be implemented now, further research, development,
demonstration, and deployment are required before
the remaining savings can be achieved. Providing
programs that encourage deployment of energy effi-
ciency technologies and practices will hasten their
implementation. - Making the federal research and
development tax credit permanent is one way 1o
encourage private investment in these areas. How-
ever, a lack of technically trained workers can impede
the implementation of efficiency projects while the
uncertainty from price volatility can make justifying
those projects difficult,

Facing the Hard Truths about Energy
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Generation of electricity uses a significant amount
of energy. Inthe United States, about 30 percent of pri-
mary energy is used by the electric power generaiing
sector. Only modest generation efficiency improve-
ments appear economically feasible in existing plants
{2 to 6 percent), as efficiency improvements are incor-

porated during routine maintenance. The maijor
potential for efficiency improvement comes when
existing generation plants are replaced with facilities
using updated technology and designs. Retirement of
existing facilities and selection of replacement tech-
nology and design is driven by econormics affected by
fuel cost, plant reliability, and electricity dispatching
considerations.

Expand and Diversify
11.S. Energy Supply

01, natural gas, and coal—the fossil fuels used for
transportation, heating, power, and industrial uses—
are by far the largest energy sources in industrial
economies. - While alternative sources, particularly
fuel from biomass and other renewables, are likely to
contribute increasingly to total energy supply, these
three fossil fuels are projected to dominate through
at least 2030.

The prospects for ofl and natural gas production
raise complex questions. Itisahard truth that the global
supply of oil and natural gas from the conventional
sources relied upen historically is unlikely to meet pro-
jected 50-60 percent growth in demand over the next
25 years. There are accumulating risks to replacing
current production and increasing supplies of cornven-
tional off and natural gas. They involve a growing set of
global uncertainties ranging from production capabiii-
ties through environmental constraints, infrastructure
needs, and geopolitical complications.

While risks have always typified the energy busi-
ness, they are now accumulating and converging in
new ways. Geopolitical changes coincide with in-

Executive Summary

creasingly large and complex technical challenges.
Environmental concerns that limit access to. some
U.8. resources may compete with security concemns
that would promote expanded access. Carbon issues
challenge coal use while energy security. consider-
ations may encourage it. Carbon constraints would
require huge capital investments to maintain energy
production. These uncertainties, and the risks they
generate, describe the background for understanding
energy supply prospects during the next few decades.

Endowment and recoverable resources are funda-
mental concepts in any discussion of fossil fuel sup-
plies. Endowment refers to the earth’s physical store
of potential energy sources: barrels of oil, cubic feet of
natural gas, and tons of coal. The endowment of fossil
fuels is fixed: it can be depleted but not replenished.
Recoverable vesowrces are a subset of the endow-
ment—the. portion that can be produced and con-
verted to fuel and power.

The total global fossit endowment estimates appear
huge, but only a fraction of these estimated volumes
can be technically produced. The total endowinent of
oil is estimated at 13-15 trillion barrels, natural gas at
50 quadriflion cubic feet, and coal at 14 trillion tons.

Renewable resources such as biomass, wind, and
solar represent huge additional energy endowments
that are continuously replenished, unlike fossil fuels.

Understanding the Range
of Production Forecasts

This study examined a comprehensive range of oil
production forecasts including integrated supply/
demand studies from EIA and 1EA; publicly available
projections from a diverse range of other sources;
and a unique set of aggregated proprietary forecasts
from international oil companies (I0Cs) and energy
consulting groups. The diversity of this range of pro-
jections is shown in Figure ES-9, which highlights the
ElAreference; the Association for the Study of Peak Oit
(ASPO) ~ France, and the average of the 10C forecasts
for 2030. The-distribution of production forecasts,
spanning a range from less than 80 million to more
than 120 million barrels per day, highlights the effect
of assigning different levels of risk and uncertainty to
both resource and above-ground factors. This distri-
bution of cutcomes, along with evaluation of assess-
ments of the total resource base, indicates that the key
consideration for energy supplies is not endowment
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FIGURE ES-S. Understanding the Range of G