


Senator Hollis French

Capitol Room 504
465-3892
465-6595 fax

MEMORANDUM

Date: February 1,2006

To: Senator Thomas Wagoner, Chair
Resources Committee

From: Senator Hollis

RE: Request for Hearing - SB 239 - “An Act establishing minimum
rates of tax under the oil and gas properties production (severance)
tax for certain oil produced from North Slope reservoirs; and
providing for an effective date.”

This is a request that you schedule a hearing on SB 239 - “An Act
establishing minimum rates of tax under the oil and gas properties
production (severance) tax for certain oil produced from North Slope
reservoirs; and providing for an effective date” at the earliest possible date.

| have attached a copy ofthe hill, a sponsor statement and backup material.
Please let me know if I can provide any other information.

Attachments



A laska State Legislature

Senator Hollis French

SB 239 Windfall Profits Tax

Sponsor Statement

SB 239 requires an upward adjustment to the production tax when the price of oil reaches
S35 per barrel. The production tax formula will change to ensure that Alaska receives a
minimum production tax of 10 percent from North Slope]. I fields normally exempted

under the Economic Limit Factor (ELF).

Under the present tax structure, Alaska receives no production tax from most North Slope
oil fields, even when prices - and profits - are high. This bill, while leaving ELF
provisions in place, simply requiies that, starting at $35 per barrcl/ANS wellhead average
price for the month. ELF provisions will not work to reduce the lirst 10MA of current
production lax. Further, if fields currently pay more than 10\K (at this point, only the
Prudhoc Bay unit does so), the production tax increases to the statutory 159F maximum.

lleavy oil is exempted from these increases, and the bill provides for an appeal to the
Commissioner of Revenue if companies can show that field operation would be adversely

impacted by the increased tax.

If adopted, this bill would raise almost $500 million in FY2007 at projected prices,

according to the Alaska Department of Revenue.
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Windfall Tax Legislation
Impact on ANS Oil Severance Tax Collections

Heavy Oil Exempt, Windfall above $35/bbl ANS WC

1 What would be the change In revenue if the Windfall Tax Legislation had been in place the lirst 4 months of FY2006?

1st 4 Months FY20061

Crude Oil Price of ANS WC Severance Tax Collections
in Dollars per Barrel Millions of Dollars Effective Tax Rate
Status Quo Windfall Change % Change Status Quo Wiidfall Change

Actual Price First 4 Months 3902 580.9 190.7 49% 8.4% 12.6% 4.2%
S25 143.9 143.9 0.0 0% 8.4% 8.4% 0.0%
S35 215.9 319.5 103.5 48% 8.4% 12.6% 4.2%
S45 288.0 427.7 139.7 49% 8.4% 12.6% 4.2%
$55 360.0 535.9 175.9 49% 8.4% 12.6% 4.2%
$65 432.1 644.1 212.0 49% 8.4% 12.6% 4.2%

1June 2005 lhru September 2005

The Department ol Revenue is in the process ol reviewing and updating the data on which this analysis is based, As a result,
future analysis could have ditterent results.

2. What would be the change in revenue it the Windfall Tax Legislation were in place for all of FY2007?

FY2007
Severance Tax Collections
Crude Oil Price of ANS WC Millions«. Dollars Effective Tax Rate

in Dollars per Barrel Status Quo  Windfall Change %Change Status Quo Windfall Change

Forecast Price lor FY2007 892.5 1,388.2 495.7 56% 7.8% 12.3% 4.5%
S25 401.1 401.1 0.0 0% 7.8% 7.8% 0.0%
S35 604.1 935.1 331.0 55% 7.8% 12.3% 4.5%
$45 807.2 1254.2 147.0 55% 7.8% 12.3% 4.5%
$55 1010.2 1573.2 563 0 56% 7.8% 12.3% 4.5%
$65 1213.3 1892.3 679.0 56% 7.8% 12.3% 4.5%

The Department ol Revenue is in the process ol reviewing and updating the data on which this analysis is based. As a result,
future analysis could have dif'erent results.

DOR Revenue Estimates at S3S01 19 06 Analysis
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Exxon Makes U.S. Corporate History With High
Profits

Its Justin Blum
Washington Post Staff Writer

Monday. January 30. 2006; 12:57 PM

Exxon Mobil Corp. reported today that its 2005 earnings totaled $36. i3 billion, the largest annual profit
ever fora U.S. company.

The company's annual profit was up 43 percent from the year before.

Exxon Mobil, the world's largest publicly traded oil company, also reported $10.71 billicr. profit for the
last quarter, an increase of 27 percent from the year before.

Those arc the largest reported net income numbers in U.S. history, according to Howard Silvcrblatt, an
analyst for Standard & Poor's in New York. He said the previous records were set by Exxon in the third

quarter of last year and in 2004.

Exxoti and other oil companies have benefited from unusually high prices for crude oil, gasoline and
natural gas - the result of light supplies and heavy demand. Hurricanes Katrina and Rita, which
disrupted domestic production and refining, contributed to those conditions and pushed prices higher.

Chevron Corp. last week reported that its fourth quarter profit was up 20 percent form the year before.
ConoeoPhillips reported a 51 percent increase in fourth-quarter profit. Marathon Oil Corp. reported that
its fourth quarter profit nearly tripled. Oil giants BP PLC and Royal Dutch Shell PLC have not yet

reported their profits.

Oil companies are trying to downplay their profits, partly because some members of Congress have been
calling for new taxes on oil companies. Exxon and the American Petroleum Institute, an industry trade
group, ran newspaper ads today saying oil companies' earnings per dollar of sales are below, or in line

with, those of other industries.

© 2006 The Washington Post Company
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ConocoPhillips e
NEWS RELEASE |

ConocoPhillips Reports Fourth-Quarter Net Income of $3.7 Billion
Income from continuing operations of $3.8 billion, or $2.69 per diluted share
Effectively reinvested 86 percent of 2005 net income

Earnings at a glance

Fourth Quarter Tvlelve months
2005 2004 2005 2004

Income from continuing operations S3,782 million 2,480 million $13,640 million 8,107 million
Income (loss) from discontinued operations 5 (15) (48) $ (23 22
Cumulative effect of changes in accounting
principles S (88) $ (88
Net income $3,679 2,432 $13,529 8.129
Diluted income per share

Income from continuing operations’ S 2.69 1.76 $ 9.63 579

Net income* S 261 172 $ 9.55 5.80
Revenues S 52.2 billion 40.1 billion $ 183.4 billion 136.9 billion

*Per-share amounts m all periods reflect the impact of a 2-for-1 stock split on June 1. 2005

HOUSTON. Jan. 25. 2006 — ConocoPhillips [NYSE:COP] today reported fourth-quarter net
income of $3,679 million, or $2.61 per share, compared to $2,432 million, or $1.72 per share,
for the same quarter in 2004. Total revenues were $52.2 billion, versus $40.1 billion a year

ago.

Income from continuing operations for the fourth quarter was $3,782 million, or $2.69 per
share, compared to $2,480 million, or $1.76 per share, for the same period a year ago.

“During the fourth quarter, our Gulf Coast operations continued to be impacted due to effects
from the hurricanes. Otherwise, our operations ran well," said Jim Mulva, chairman and chief
executive officer. "We produced 1.88 million BOE per day, including 1.59 million BOE per
day from our Exploration and Production segment and an estimated 0.29 million BOE per day
from our LUKOIL Investment segment. Our worldwide refining crude oil capacity utilization
rate was 88 percent, as the Alliance refinery remained shut down due to Hurricane Katrina
and the Lake Charles refinery returned to normal operations following Hurricane Rita.

“Our financial position continues to steadily improve, and our return on capital employed
remains strong and competitive. We ended the quarter with a debt-to-capitai ratio of 19
percent. During the quarter, we generated $4.7 billion in cash from operations, spent $3.0
billion in capital projects and investments, paid $429 million in dividends, reduced debt by
$981 million, and repurchased $759 million of ConocoPhillips common stock.

“For the year, we spent $11,620 million on capital expenditures and investments, which
effectively reflects an 86 percent reinvestment of 2005 net income. This represents a
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ConocoPhillips Reports Fourth-Quarter Net Income of $3.7 Billion

significant reinvestment into the growth and development of our businesses. In addition, we
paid $1,639 million in dividends, reduced debt by $2,486 million and repurchased $1,924

million of ConocoPhillips common stock."

For the twelve months of 2005, net income was $13,529 million, or $9.55 per share, versus
$8,129 million, or $5 80 per share, for 2004. Income from continuing operations was $13,040
million, or €9.63 per share, compared with $8,107 million, or $5.79 per share, for the same
period a year ago. Total revenues were $183.4 billion, versus $136.9 billion a year ago.

The results for ConocoPhillips' business segments follow.

Exploration & Production (E&P)

Fourth-quarter financial results: E&P income from continuing operations was $2,430
million, up from $2,288 million in the third quarter of 2005 and $1,671 million in the fourth
quarter of 2004. The increase from the third quarter of 2005 primarily was the result of higher
realized natural gas prices and higher volumes, partially offset by lower realized crude oll
prices; higher exploration expenses; higher depreciation, depletion and amortization; and
higher operating expenses. Improved results from the fourth quarter of 2004 primarily were
due to higher crude oil and natural gas prices, partially offset by the negative impact of mark-
to-market valuation on certain natural gas contracts in the United Kingdom; higher
depreciation, depletion and amortization; higher exploration expenses; and the impact of

higher commodity prices on production taxes.

As expected, ConocoPhillips’ E&P daily production, including Canadian Syncrude and
excluding LUKOIL, averaged 1.59 million barrels of oil equivalent (BOE) per day, up from
1.52 million BOE per day in the prior quarter. Compared with the previous quarter, output
from the United Kingdom and Alaska was approximately 66,000 BOE per day greater,
primarily due to less maintenance and seasonality. Production in the fourth quarter of 2005
was relatively flat compared to the fourth quarter of 2004.

Twelve-months financial results: E&P income from continuing operations in 2005 was
$8,434 million, up from $5,702 million in 2004. This primarily was due to higher realized
prices, partially offset by higher operating expanses; higher depreciation, depletion and
amortization; the negative impact of mark-to-market valuation on certain natural gas contracts

in the United Kingdom; and reduced income tax benefits.

Midstream

Fourth-quarter financial results: Midstream income from continuing operations was $147
million, up from $88 million in the prior quarter and up from $100 million in the fourth quarter
of 2004. The primary reasons for the improvement over the previous quarter were higher
natural gas liquids prices and the associated impact on inventory. Operating expenses also
were lower for the quarter. The increase over the fourth quarter of 2004 primarily was due to
higher natural gas liquids prices and increased ownership in DEFS, partially offset by the
impact of the disposition ofthe Canadian Empress system.

Twelve-months financial results: Midstream income from continuing operations in 2005
increased to $688 million, from $235 million in 2004. The increase primarily was due to a net
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gain of $300 million to ConocoPhillips in the first quarter of 2005 associated with the DEFS
restructuring, as well as the company's increased ownership in DEFS and higher natural gas
prices. This increase was partially offset by the impact of the disposition of the Canadian

Empress system.
Refining and Marketing (R&M)

Fourth-quarter financial results: R&M income from continuing operations was $1,056
million, down from $1,390 million in the previous quarter and up from $753 million in the
fourth quarter of 2004. The decrease from the third quarter of 2005 primarily was the result
of lower worldwide refining margins; continued hurricane-related volume and cost impacts;
higher utility and turnaround costs; and increased taxes, partially offset by higher worldwide
marketing results. The increase from the fourth quarter of 2004 primarily was a result of
improved refining margins and marketing results, partially offset by ongoing hurricane-related

volume and cost impacts, as well as higher utility costs.

Domestic fourth-quarter refining market crack spreads decreased relative to the third quarter,
moderr led by the company’s refining configuration, which is more heavily weighted toward
distillates. U.S. refineries operated at 85 percent of crude oil capacity utilization as hurricane-
related downtime impaired fourth-quarter throughputs. Excluding the Alliance and Lake
Charles refineries in Louisiana, the company's domestic crude oil capacity utilization rate
improved 2 percent. Compared with the prior quarter, U.S. marketing results improved. U.S.
marketing margins for the quarter were slightly higher than pre-hurricane levels.

International fourth-quarter realized refining margins were lower, while crude oil capacity
utilization was slightly improved from the prior quarter.

Worldwide, R&M's refining crude oil capacity utilization rate averaged 88 percent, compared
with 95 percent in the previous quarter and 94 percent in the fourth quarter of 2004. Before-
tax turnaround costs were $86 million in the fourth quarter of 2005, versus $53 million in the
previous quarter and $73 million in the fourth quarter of 2004. Fourth-quarter hurricane-
related maintenance expenditures were $90 million, before-tax, reduced for accrued

insurance recoveries.

The 247,000-barrel-per-day Alliance refinery has restored partial operations, with full
operations expected around the end of the first quarter.

Twelve-months financial results: R&M income from continuing operations in 2005
increased to $4,256 million, compared with $2,743 million in 2004. The increased earnings
were driven by higher worldwide refining margins, partially offset by hurricane-related volume
and cost impacts, higher utility costs, and foreign exchange losses.

LUKOIL Investment

Fourth-quarter financial results: Income from continuing operations in the iourth quarter of
2005 was $189 million, down from $267 million in the prior quarter. This represents
ConocoPhillips’ estimate of the company's 15.5 percent weighted average equity share of
LUKOIL's income for the fourth quarter, based on market indicators and historical production
trends for LUKOIL. The decrease from the prior quarter was attributable to lower realized
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price estimates, partially offset by an increased equity ownership position. At the end of the
fourth quarter, the company’s equity ownership in LUKOIL was 16.1 percent.

For the fourth quarter of 2005, ConocoPhillips estimates its equity share of LUKOIL
production was 293,000 BOE per day and its share of LUKOIL daily refining crude oil

throughput was 156,000 barrels per day.

Chemicals

Fourth-quarter financial results: The Chemicals segment, which includes the company’s
50 percent interest in Chevron Phillips Chemical Company LLC (CPChem), reported income
from continuing operations of $114 million, compared with $13 million in the third quarter of
2005 and $83 million in the fourth quarter of 2004. Improved results in the fourth quarter
largely were due to higher margins, primarily from olefins and polyolefins, as well as recovery
from hurricane-related impacts in the third quarter. All CPChem hurricane-affected facilities
resumed normal operations during the quarter, with all but two of the facilities fully operational
in the first week of October. The increase from the fourth quarter of 2004 also reflects higher
margins, mainly from olefins and polyolefins, partially offset by higher utility costs and higher

maintenance costs.

Twelve-months financial results: During 2005, the Chemicals segment had income from
continuing operations of $323 million, compared with $249 million for the same period a year
ago. The improvement primarily was due to higher margins, primarily from olefins and
polyolefins, partially offset by higher utility costs, higher maintenance costs and lower overall

volumes.

Emerging Businesses

The Emerging Businesses segment incurred a loss from continuing operations of $4 million in
the fourth quarter of 2005, compared with slightly positive results in the third quarter of 2005
and a loss of $24 million in the fourth quarter of 2004.

Corporate and Other

Fourth-quarter after-tax Corporate expenses from continuing operations were $150 million,
compared with $242 million in the previous quarter and $177 million in the fourth quarter of
2004. The decreased charges in the fourth quarter primarily were driven by reduced benefit-
related charges, lower net interest expense and positive foreign exchange impacts. The
decrease from the fourth quarter of 2004 primarily was the result of reduced benefit-related

charges, partially offset by negative foreign exchange impacts.

Total debt at the end of the fourth quarter was $12.5 billion, down approximately $1.0 billion
from the previous quarter and $2.5 billion below the year-end 2004 level. At the end of the
fourth quarter, the company’s debt-to-capital ratio was 19 percent, down from 21 percent at

the end of the third quarter.

The company's tax provision for the fourth quarter of 2005 was $2.8 billion, resulting in an
effective tax rate of 42.9 percent. This is compared with 42.0 percent in the previous quarter

and fourth quarter of 2004.
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Discontinued Operations

Fourth-quarter financial results: Fourth-quarter losses from discontinued operations were
$15 million, compared with losses ot 34 million in the third quarter and $48 million in the

fourth quarter of 2004.

Twelve-months financial results: During 2005, discontinued operations had a loss of $23
million, compared with income of $22 million for the same period a year ago. The decrease

is attributable primarily to 2004 asset sales.
Cumulative Effect of Change in Accounting Principle

Net income in the fourth quarter of 2005 includes a $88 million charge related to the
cumulative effect of a change in accounting principle associated with the adoption of
Financial Accounting Standards Board (FASB) Interpretation No. 47, "Accounting for
Conditional Asset Retirement Obligations, an interpretation of FASB Statement No. 143."

Outlook

Mr. Mulva concluded:

"We had another good quarter, which contributed to a solid year in terms of operating
performance. This performance, combined with favorable commodity prices and margins,

enabled us to achieve strong financial results,

"We are very pleased to have reached an agreement with Burlington Resources and are
confident in the opportunities it provides our respective companies and shareholders.
Integration teams composed of employees from both companies currently are working
transition details, and we anticipate completing the transaction in the first half of 2006. With
this transaction, ConocoPhillips will expand its portfolio of high-quality, low-risk, long-livea
gas reserves and become a leading producer of natural gas in North America. Additionally,
the transaction enhances ConocoPhillips’ North American natural gas supply position in
projects involving conventional and unconventional resources, as well as long-term LNG and

Arctic gas projects.

“We also are pleased to resume our productive partnership with the people and state of
Libya. This relationship provides a strong basis for us to invest in our aligned goals for
increased reserves and production, and in the training and development of our Libyan work

force.

"In December, we announced our participation in the Qatarga * 'G project. When fully
operational, this 7.8-million-gross-tons-per-annum facility will heip us meet the growing global
energy demand. This project comprises upstream production facilities to produce
approximately 1.4 billion gross cubic feet per day of natural gas, containing an average of

approximately 70,000 gross barrels per day of liquids.
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"The Darwin LNG plant has commenced production and is on target for its initial LNG lelivery
In the first quarter of 2006. This facility is anticipated to meet gross contracted sales o
approximately 3 million tons of LNG per year for a period of 17 years.

“In downstream, we expect worldwide utilization rates in the first quarter to be consistent with
the previous quarter due to scheduled turnaround activity. Our incremental U.S. investment
program of $4 billion to $5 billion over the next five to six years will result in expanded
capacity and increased refining flexibility. In addition, the recently announced acquisition of
the Wilhelmshaven refinery in Germany, which is anticipated to close in the first quarter,
provides a unique opportunity to further enhance our strategic position in Europe and
strengthens the company's ability to supply products to key export markets.

“We continue to grow and develop the business lines of our company with plans to invest
approximately $14 billion in 2006, including the investment necessary to bring our ownership
in LUKOIL to 20 percent. We have positioned ourselves to provide long-term value for our

shareholders."”

ConocoPhillips is an integrated petroleum company with interests around the world.
Headquartered in Houston, the company had approximately 35,600 employees, $107 billion
of assets, and $183 billion of revenues as of Dec. 31, 2005. For more information, go to

www.conocophillips.com.

-H#HH#HH -

ConocoPhillips' quarterly conference call is scheduled for 11 a.m. Eastern today.
To listen to the conference call and to view related presentation materials, go to
www.conocophillips.com and click on the "Investor Information" link.

For financial and operational tables and detailed supplemental information, go to
http://www.conocophillips.com/investor/reports/index.htm

CONTACTS:
Laura Hopkins (media) 281-293-6030
Gary Russell (investors) 212-207-1996

CAUTIONARY STATEMENT FOR THE PURPOSES OF THE “SAFE HARBOR” PROVISIONS
OF THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995

This update contains forward-looking statements within the meaning of the "safe harbor" provisions of the Private Securities
Litigation Reform Act of 1995 The forward-looking statements including statements as to the expected benefits ol the
Burlington Resources acquisition such as efficiencies, cost savings, market profile and financial strength, and the competitive
ability and position of the combined company, and other statements identified by words such as "estimates," "expects,"”
“projects." "plans,"and similar statements, such as “The 247,000-barrel-per-day Alliance refinery has restored partial
operations, with full operations expected around the end of the first quarter”, "we anticipate completing the [Burlington
Resources] transaction in the first half of 2006"; “when fully operational, this 7.8-million-gross-tons-per-annum facility will
help us meet the growing global energy demand"; “This project comprises upstream production facilities to produce
approximately 1.4 billion gross cubic feet per day of natural gas, containing an average of approximately 70,000 gross
barrels per day of liquids"”; “The Darwin LNG plant has commenced production and is on target for its initial LNG delivery n.
the first quarter of 2006"; “This facility is anticipated to meet gross contracted sales of approximately 3 million tons of LNG
peryear fora period of 17 years"; “In downstream, we expect worldwide utilization rates in the first quarter to be consistent
with the previous quarter due to scheduled turnaround activity"; “the recently announced acquisition of the Wilhelmshaven
refinery in Germany, which is anticipated to close in the first quarter’; "We continue to grow and develop the businass lines of
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our company with plans to invest approximately $14 billion In 2006, including the investment necessary to bring our
ownership in LUKOIL to 20 percent’, Involve certain risks, uncertainties and assumptions that are difficult to predict Further,
certain forward-looking statements are based on assumptions as to future events that may not prove to be accurate.
Therefore, actual outcomes and results may differ matenally from whatis expressed or forecast in such forward-looking
statements. Economic, business, competitive and regulatory factors that may affect ConocoPhillipslbusiness are generally
as set forth in ConocoPhillips' filings with the Securities and Exchange Commission (SEC). Unless legally required,
ConocoPhillips undertakes no obligation (and expressly disclaims any such obligation) to update or alter its forward-looking
statements whetheras a result of new information, future events or otherwise.

Cautionary Note to U.S. Investors - The SEC permits oiland gas companies, in their filings with the SEC, to disclose only
proved reserves that a company has demonstrated by actual production or conclusive formation tests to be economically
and legally producible under existing economic and operating conditions. Production is distinguished from oil ana gas
production because SEC regulations define Syncrude as mining-related and not part of conventional oil and natural gas
reserves. We use certain terms in this release, such as "including Canadian Syncrude" that the SEC's guidelines strictly
prohibit us from including in filings with the SEC. U.S. investors are urged to consider closely the disclosure in the
company's periodic filings with the SEC, available from the company at 600 North Dairy Ashford Road. Houston, Texas
77079 and the company's Web site at www.conoconhillios.com/investoiisec. This information also can be obtained from the

SEC by calling 1-800-SEC-0330.

ADDITIONAL INFORMATION AND WHERE TO FIND IT

Conr :oPhillips will file a Form S-4, Burlington Resources will file a proxy statement and both companies will file other
relevant documents concerning the proposed merger transaction with the Securities and Exchange Commission (SEC).
INVESTORS ARE URGED TO READ THE FORM S-4 AND PROXY STATEMENT WHEN THEY BECOME AVAILABLE
AND ANY OTHER RELEVANT DOCUMENTS FILED WITH THE SEC BECAUSE THEY WILL CONTAIN IMPORTANT
INFORMATION. You will be able to obtain the documents free of charge at the Web site maintained by the SEC at
www.sec.gov. In addition, you may obtain documents filed with the SEC by ConocoPhillips free of charge by contacting
ConocoPhillips Shareholder Relations Department at (281) 293-6800, P.O. Box 2197, Houston, Texas, 77079-2197. You
may obtain documents filed with the SEC by Budington Resources free of charge by contacting Burlington Resources

Investor Relations Depart; ant at (800) 262-3456, 717 Texas Avenue, Suite 2100, Houston, Texas 7/002, e-mail: IR@br-

inc.com.

ConocoPhillips, Burlington Resources and their respective directors and executive officers, may be deemed to be
participants in the solicitation of proxies from Burlington Resources' stockholders in connection with the merger. Information
about the directors and executive officers of ConocoPhillips and their ownership of ConocoPhillips stock will be set forth in
the proxy statement for ConocoPhillips' 2006 Annual Shareholders Meeting. Information about the directors and executive
officers of Burlington Resources and their ownership of Burlington Resources stock is set forth in the proxy statement for
Burlington Resources ‘2005 Annual Meeting of Stockholders. Investors may obtain additional information regarding the
interests of such participants by reading the Form S-4 and proxy statement for the merger when they become available.

Investors should read the Form S-4 and proxy statement carefully when they become available before making any voting or

investment decisions.

Page 7 of 7


http://www.conoconhillios.com/investoiisec
http://www.sec.gov

Oil doesn't Want Focus on Big Profit Page 1of3

¢

washlngtonpost.com

Oil Doesn't Want Focus on Big
Profit

Companies Stepping Up Advertising

By Frank Ahrens
Washington Post Staff Writer
Wednesday. October 26. 2005; D01

Gigantic oil companies generally do not enjoy the best
PR.

Pick your poison: Oil companies have caused tanker
spills, proposed drilling into the Arctic wildlife ranges,
crafted tics to shady nations and meddled in the affairs
of others, and produced products that pollute.

ow, even a high gasoline prices continue to anger motorists and aggravate financial problems at
General Motors Corp. and Ford Motor Co., the oil companies have bhegun to report record quarterly
profit. Yesterday, British energy giant BP PLC reported a $6.53 billion third-quarter profit, up from
$4.87 billion in the same period last year. And tomorrow, analysts expect Exxon Mobil Corp. to show
that it earned nearly $9 billion over the past three months - the largest corporate quarterly profit ever.

Grumbling already has begun on Capitol Hill: Last month, one senator proposed ; wirdfall-profit tax on
oil conglomerates, and yesterday. House Republicans warned energy companies against price gouging.

To deflect the damage, the energy industry is relying on an ad campaign that was escalating even before
hurricanes Katrina and Rita blitzed Gulf Coast petroleum refineries. The print and televisu n ads are
designed to educate consumers and lawmakers with a "we're all in this together" tone.

In the pages of The Washington Po.t, for example, according to the paper's ad executives, BP has taken
out seven large issue ads so far this year, compared with zero through the same lime last year. Exxon
Mobil has had 19 so far this year, compared with 12 last year. For Chevion Corp., it's 17 ads so far this
year, compared with six last year. And the industry's trade group, the American Petroleum Institute, has
purchased seven ads in The Post so far this year, compared with none last year.

Chevron and Exxon Mobil increased their ad spending in the third quarter of this year at the New York
| imes, the newspaper company reported in its earnings call last week.

"You still have 100 hours of press time on any oil spill versus a tiny blurb or nothing at all if a company
spends hundreds of millions on pollution control,” said Lyle Brinkcr, an analyst for the John S. Herold
Inc. energy research firm. "Sometimes, they just throw up their hands. The best thing they can do is keep

the debate focused on cducatmg the public."

Red Cavancy, president of the American Petroleum Institute, said the ads partially are designed to
correct no-longer-true misperceptions about his industry. For instance, he said, even though 90 percent
of the Guif Coast drilling platforms and refineries were hit by either Katrina or Rna, there were no oil

spills.

The industry’s ads range from simple conservation messages to those that attempt to re-brand the oil
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companies as something else.

An American Petroleum Institute ad implores consumers to turn down thermostats, clean furnace filters,
and weatherstrip windows and doors.

Full-page ads from Chevron ominously warn: "It took us 125 years to use the first trillion barrels of oil.
We'll use the next trillion in 30."

The most conspicuously non-oil oil ads come from the former British Petroleum, which removed the oil
from its name and became BP. Now, the company advertises itself as "Beyond Petroleum." The
company's logo resembles a sun with leaves.

Stumble onto a BP television ad and it is easy to assume it is a commercial for a company that makes
solar panels. Or that BP is an environmental organization of some sort

"Solar is but a liny, tiny, tiny part of their business,” Brinkcr said. "They make 99.9 percent of their
money in the oil hu: incss."

But oil companies may have nowhere to hide as their third-quarter earnings roll in this week.

"They should be record earnings,” said Jacques Rousseau, an oil analyst at Friedman Billings Ramsey
Group Inc. in Arlington.

In the third quarter of 2004, for instance, Ex' on Mobil earned $6.2 billion. When the company reports
its third-quarter results tomorrow. David Dropsey, an analyst with Thomson First Call research, expects

profit of about $S,8 billion.

Chevron made $3.2 billion in last year's thiid quarter; Dropsey predicts the < mpany will hit about $4.3
billion for this year's third quarter. ConocoPhillips Co. is expecting a $3.5 billion quarterly profit when it
reports today, Dropsey said, up from $2 billion last year.

"Yes, our numbers are large, but when you figure the size of the companies, we are at an all-industry
average," Cavancy said. "We are half the size of the returns of the financials and pharmaceuticals."

Yesterday, House Sneaker J. Dennis Hasten (R-111.) called it "fine" that energy companies arc reaping
record profit. "However, there have been allegations of price gouging in the wake ofthe hurricanes. This
is unacceptable, and any company who docs it will be prosecuted,” he said.

Cavaney said industry research showed that most consumers and lawmakers do not fully grasp how the
energy industry works and why prices go up and down at the pumps. (He pointed out that average gas
prices are hack within 10 cents of their pre-Katrina level.)

This led his organization and many of the big oil companies to step up their hcarts-and-minds media
campaign. This is partially to help educate the consumers, but also to try to dissuade lawmakers from
reinstituting a windfall-profit tax - the last one stretched from 1980 to 1987 - which oil companies fear.

They say the tax drives up gasoline prices by reducing crude supply.

Last month, Sen. Byron L. Dorgan (D-N.D.) introduced a bill that would establish a windfall-prolit tax
on energy companies that would return some of the companies' earnings to consumers in the form of a
rebate, exempting the percentage of profit the companies use for exploration.
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Oil price hikes and corporate profit spikes are caused by supply and demand, Cavaney said. And the
annual 5to 10 percent decrease in the worl s oil supply, combined with government resistance to allow
drilling in places such as Alaska's wildlife refuge and the emergence of China as a major oil user has
tipped the needle to the demand side of the equation, he said. The oil company ads seek to explain the
complicated energy industry math to consumers, Cavaney said.

"We started back in the year 2000, trying to warn people that we were in a position that increases in
demand were exceeding capacity,” but no nnc listened, Cavaney said. "What we took too much for

granted was that people understood our business."
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