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America’s oil and natural gas industry 
is one of the world’s largest and most
capital-intensive, where companies
routinely invest billions of dollars each
quarter into exploration, research,
development and technology.

A global business has 
global competition.

They need to be large in order to 
compete in today’s global oil 
markets, where the competition can
dwarf even the largest U.S. firms.

2010 Largest Oil Companies (percent of worldwide proved reserves)

Source: Calculated from World Reserves of 1.5 trillion barrels as of January 1, 2011 according to Oil & Gas Journal, December 5, 2011 and
leading companies according to Oil & Gas Journal, October 3, 2011.
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Significant oil and gas discoveries that 
are announced today often result from
investments begun by companies as far
back as a decade or more ago. Since 
the year 2000, our industry invested over 
2 trillion dollars in U.S. capital projects 
to meet the growing demand for oil and
natural gas. The worldwide economic
downturn, along with lower oil and natural
gas prices and tight credit markets,
caused some oil and natural gas
producers to cut their capital budget 
plans in 2009. However, investments 
have since rebounded. 

Planning and investment cannot be turned
on and off like a spigot, without entailing
huge, potentially non-recoverable costs
and delaying urgently needed projects.
Because the industry must plan and
operate under these long lead times, it 
is hypersensitive to minimizing risk over
the course of its investments. It is crucial
for an industry that must manage such
huge risks that government provide an
energy policy and tax framework that
encourages investment, rather than
discourages it.

Source: Oil & Gas Journal, various issues.

Capital Spending for U.S. Projects

To understand the oil and
natural gas industry one
must recognize it as an

industry characterized by
long lead times, huge 

capital requirements and
returns realized only

decades later in the face of
very real investment risks. 
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The oil and natural gas industry is hard at
work meeting today’s energy needs and
developing next-generation forms of
energy. Between 2000 and 2010, the
industry invested more than $71 billion in
new low and zero emissions technologies.
This represents 38 percent of the $188
billion spent by all U.S. industries and the
federal government combined. These
large investments are critical to provide
the low-carbon energy we will need in the
years ahead.

U.S. oil and natural gas companies are
pioneers in developing alternatives and
expanding America’s use of virtually every
form of energy – from geothermal to wind,
from solar to biofuels, from hydrogen
power to the lithium ion battery for 
next-generation cars. 

The U.S. oil and natural 
gas industry is spending

billions of dollars
developing new advanced

energy technologies to
reduce greenhouse gas

emissions and meet future 
energy needs.

This industry is also at the forefront of
developing “carbon capture and storage”
technology, or CCS, to reduce carbon
dioxide (CO2) emissions by storing them
underground. In order for CCS to
advance much more needs to be done. 
A legal and regulatory framework for
long-term CO2 storage is still lacking. 
The use of CCS would facilitate the
continued use of our nation’s vast coal
and frontier hydrocarbon resources in 
an environmentally-friendly way.

Source: T2 & Associates, “Key Investments in Greenhouse Gas Mitigation Technologies from 2000 Through 2010 by Energy Firms, Other
Industry and the Federal Government,” October 2011.

Carbon Mitigation Investment by Investor Group (2000-2010)

$188 Billion (2010 $)

$71.1 Billion
(38%)

$73.7 Billion
(39%)

$43.4 Billion
(23%)

Oil and Natural Gas 
Industry

Other Private
Industries

Federal
Government
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The oil and natural gas industry is very
capital intensive and devotes the largest
share of its earnings to add new property,
plant and equipment to its upstream and
downstream operations.

When companies repurchase stock, they
are supporting the equity value of the
company. This in turn helps the owners of
the companies – retirees, future retirees
and millions of Americans who have
invested their hard-earned savings on 
the expectation of a reasonable return 
on their investment.

Adding value for
shareholders.

It is the responsibility of company 
officials to build value for shareholders;
one way to do this is through stock
repurchases. Earnings are also used 
for paying dividends which additionally
benefit shareholders.

While the share of stock repurchases in
the oil and gas industry has increased 
in recent years, it has averaged nearly 
half of that for the S&P industrial group.
For the last 12 years, the oil and gas
industry spent an average of 38 percent 
of net income on stock repurchases 
while the rate for the S&P industrials 
was 63 percent.

Source: Compustat North America Database, April 2011 update.

Stock Repurchases as a Share of Net Income
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Source: Compustat North America Database (April 2011 update).

Income Tax Expenses as Share of Net Income Before Income Taxes (2010)

41.1%

Oil and 
Natural Gas
Companies2

S&P Industrials
Excluding 

Oil and 
Natural Gas
Companies3

26.5%

U.S. oil and natural gas companies pay
considerably more in taxes than the
average manufacturing company. In 2010
income tax expenses (as a share of net
income before income taxes) averaged
41.1 percent, compared to 26.5 percent
for other S&P Industrial companies.

U.S. oil and natural gas
companies pay their fair

share and are a
tremendous source of

public revenue.

The U.S. oil and natural gas industry 
also pays the federal government
significant rents, royalties and lease
payments for production access – totaling
more than $100 billion since 2000. In fact,
U.S. oil and natural gas companies pay
more than $85 million dollars to the federal
government in both income taxes and
production fees every single day.

2 Oil and gas extraction (NAICS 211) and petroleum refining
(NAICS 32411). 

3 Excludes companies engaged in oil and gas extraction
(NAICS 211) and petroleum refining (NAICS 32411). 
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Some policy makers have been using
profit numbers from the five largest oil 
and natural gas companies operating in
the U.S. to make the case for higher taxes.
This is, at best, an incomplete picture.
While they point out that between 2006
and 2010 these five companies had a net
income of $484 billion, what they don’t tell
you is that during that same period the 
five companies’ profit margin was 6.65
percent. What they also don’t tell you is
during that same period these companies
incurred $377 billion in income taxes –
putting their effective tax rate at 43.79
percent.

And this doesn’t take into account
royalties, bonuses bids, excise taxes 
and other transfers to government. And
let’s not forget that these are public
companies. And while we don’t have a
specific breakdown of the ownership for
these five companies the chart above
uses the industry averages to show who 
is benefiting from oil and natural gas
companies. This should lay to rest once
and for all the idea that shareholders are
not paying their fair share in income taxes.

An Incomplete Picture

Profit numbers alone 
don’t provide the 
complete picture.

Income Taxes: 44¢ Mutual Funds: 16¢

Individual and
Institutional

Investors: 16¢ IRAs: 8¢
Oil and Natural Gas

Companies: 1¢Pension Funds: 15¢

To Income Taxes: 44¢

Sources: Revenue, net income and income tax data from http://moneycentral.msn.com/investor/invsub/results/statemnt.aspx; The Distribution of
Ownership of U.S. Oil and Natural Gas Companies, SONECON, September 2007.

To Shareholders: 56¢
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*Some U.S. financial companies received temporary tax allowances after the financial crisis, resulting in unusually low rates for 2006 and 2009.
Source: Bloomberg company reports, Bloomberg Businessweek (January 24-30, 2011).

Effective Tax Rates Among Industries (Averaged over 2005-2009)

U.S. based oil and gas companies must
structure their operations and invest
substantial capital where the resource is
found rather than where the best tax
regime is located. As a result, U.S. based
oil and gas companies’ overseas income
is often subject to very high effective tax
rates. In addition, operations in the U.S.
generate state income tax obligations or
payments, which are in addition to federal
taxes. This is why the industry has an
effective tax rate above the federal
statutory rate of 35 percent.

The high effective tax rates
associated with the oil and
gas industry are a function

of the nature of the
business.

Retailers are placed in a similar situation
as they must naturally align their locations
with customers, which can lead to higher
effective tax rates. Other industries,
though, may have greater flexibility on
where they locate their physical capital or
other operations to meet their customer
needs. As a result, they may be able to
establish activities in locations with lower
effective tax rates.
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With America just
beginning to recover from

the worst economic
recession since the Great

Depression, now is not the
time to impose new taxes

and fees on the nation’s oil
and natural gas industry. 

Increasing taxes could wipe out American
jobs and hurt American businesses. The
Administration has proposed almost 
$90 billion in additional taxes and fees on
the oil and natural gas industry over a 
10-year period.

In the long run, the negative economic
consequences of higher taxes more 
than offset any short-term tax revenue
gains. An additional $5 billion in new,
annual taxes – similar to what’s been
proposed by the Administration, or some
in Congress – could actually decrease
cumulative govern ment revenue by $128
billion by 2025 according to an economic
analysis by Wood Mackenzie.4 And even
worse, higher taxes could result in the 
loss of tens of thousands of jobs between
now and 2025. Right around the corner, 
in 2014 alone, we’d lose 170,000 of 
these jobs.

There is a better way than saddling a
troubled economy with new taxes and
fees that hurt consumers and workers. 
The oil and natural gas industry should 
be allowed to develop the vast energy
resources that belong to the American
people. If we open areas that are currently
off-limits to development, and partner 
with Canada to develop resources, we
could create more than one million jobs
throughout the economy and generate an
additional $127 billion in government
revenue by 2020.5

We can either take momentum away
from recovery or put it behind American
prosperity.

4 Wood Mackenzie, “Energy Policy at a Crossroads: An
Assessment of the Impacts of Increased Access versus
Higher Taxes on U.S. Oil and Natural Gas Production,
Government Revenue, and Employment,” January 2011.

5 Wood Mackenzie, “U.S. Supply Forecast and Potential
Jobs and Economic Impacts (2012-2030),” September 7,
2011.
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