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13 SH: Report on fossil fuel demand risks 

  

Si2 Briefing  
Environment: Natural Resource Management, Special Report: ExxonMobil, Investor 
Pressures and the Environment 

Report Author Julia Beth Proffitt 

Links  Proxy Statement 

Resolved Clause Shareholders request that the Board of Directors prepare a report by October 1, 2010, 
at reasonable cost and omitting proprietary information, summarizing  

1. the environmental impact of fracturing operations of ExxonMobil;  

2. potential policies for the company to adopt, above and beyond regulatory 
requirements, to reduce or eliminate hazards to air, water, and soil quality from 
fracturing 

Lead Proponent As You Sow 

Vote History This is a new resolution at ExxonMobil. 

Summary The proponents are asking the company to report on the environmental impact of the 
company's fracturing operations and identify strategies the company can adopt to 
minimize any adverse consequences of the practice.  The importance of fracturing 
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techniques to ExxonMobil’s operations is growing, particularly given the company’s 
pending acquisition of XTO Energy.  At the same time, public concern over the 
environmental consequences is mounting, especially in the highly populated areas 
drawing on drinking water from the Marcellus Shale region.  A 2004 EPA study did not 
identify any concrete links between hydraulic fracturing and drinking water 
contamination and aspects of the practice are exempted from EPA regulation under 
the Safe Water Drinking Act. However, the EPA is undertaking new studies to rectify 
limitations of its earlier investigation and there is legislation pending that would close 
the loophole.  Specific Exxon disclosures about hydraulic fracturing are limited, and 
investors will have to decide if the requested report is warranted given the 
controversy engendered by the practice and the potential risks raised by the 
proponents, or if they are sufficiently reassured by Exxon’s general approach to 
environmental issues. 

 

I. ExxonMobil and Hydraulic Fracturing 

ExxonMobil is the world's largest publicly traded oil and gas company. Its business covers the whole 
range of oil- and gas-related activity, including exploration, extraction, refining, transportation and sale 
of natural gas and petroleum products. In addition, the company manufactures and markets commodity 
petrochemicals like olefins, aromatics, and polyethylene and polypropylene plastics. ExxonMobil has 23 
billion barrels of oil equivalent in proved reserves on six continents, including some unstable areas such 
as Nigeria, Angola and Kazakhstan. The company is the world’s largest refiner, with refineries in 21 
countries capable of producing 6.2 billion barrels per day. Worldwide, ExxonMobil has more than 80,000 
employees.  ExxonMobil sells approximately 9.3 billion cubic feet of natural gas daily, across most major 
markets.  In December 2009, the company announced a $41 billion agreement to acquire XTO Energy, 
an independent oil and gas company with substantial natural gas holdings. 

Financials 
Revenue $301,500 million Net Income $19,280 million Reporting Year 2009 

Natural Gas and Hydraulic Fracturing 

As the United States moves away from reliance on foreign oil and as concerns about greenhouse gas 
emissions grow, natural gas is becoming an increasingly important energy source.  The U.S. Energy 
Information Administration (EIA, the statistics branch of the Department of Energy) reports that natural 
gas accounted for about one-quarter of energy consumed in the United States in 2009.  ExxonMobil 
expects demand for natural gas to increase by 55 percent by 2030, with natural gas eclipsing coal to 
move from third to second-largest energy source. 

Growing demand for natural gas, along with technological developments, has spurred increased 
extraction of gas from unconventional sources previously considered unrecoverable. Recovery of natural 
gas from conventional sources is relatively straightforward; once large resources have been identified 
and tapped, gas flows easily from them. Unconventional gas sources include a variety of second tier 
supplies such as coalbed methane, gas shales and tight gas sands.  Such sources generally contain 
smaller, scattered pools of gas in dense rock that demand more complicated—and typically more 
costly—extraction strategies requiring special techniques to stimulate adequate flow.   

The difficulty of obtaining gas from unconventional sources has left them relatively untapped until 
recently, but that has begun to change.  A 2007 National Petroleum Council report on unconventional 
gas reports that the past decade has seen increased development in countries around the world, 
including Canada, Australia, Mexico, Venezuela, Argentina, Indonesia, China, Russia, Egypt, and Saudi 
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Arabia. Industry reliance on unconventional natural gas supplies is especially on the rise in the United 
States.  According to Rex Tillerson, ExxonMobil Chairman and CEO, the role of unconventional natural 
gas in the U.S. energy supply profile is undergoing dramatic changes.  Between 2003 and 2008, EIA 
increased its estimates of U.S. total proven natural gas reserves by 30 percent and estimates of total 
U.S. natural gas resources have increased 35 percent since then.  Actual U.S. natural gas production is 
also increasing; between the beginning of 2007 and the middle of 2008, production grew more than 13 
percent. By 2030, ExxonMobil expects half of U.S. natural gas to come from these sources, according to 
its 2009 Financial & Operations Report. 

Hydraulic fracturing, also known as “fracking,” has opened up vast quantities of domestic natural gas 
that were once considered unrecoverable. This technique forces a mix of sand, large quantities of water 
and specialized chemicals underground to break up—or fracture—masses of subterranean rock allowing 
natural gas to escape though newly-created pathways (see diagram).  The Independent Petroleum 
Producers’ Association, a drilling industry trade group, estimates that hydraulic fracturing has yielded 
nearly a third of domestic recoverable oil and natural gas. Although hydraulic fracturing techniques have 
been used for more than half a century, their large-scale application began during the 1980s in the north 
Texas Barnett Shale formation, and their use is on the rise. The proponents estimate that use of the 
technique will increase by almost half over the next twenty years and will be used in the majority of new 
natural gas wells in the next decade.   

Exxon is developing into a serious player in the extraction of unconventional gas.  In testimony before 
the U.S. House of Representatives Subcommittee on Energy and Environment in January 2010, Tillerson 
took some credit for the growth in the industry, saying,  

This is due in large part to important technologies pioneered by ExxonMobil, XTO and others that enable 
us to unlock enormous supplies of unconventional natural gas in the United States. With recent advances 
in extended-reach horizontal drilling, combined with the time-tested technology of hydraulic fracturing – 
a process in use for more than 60 years – we can now find and produce unconventional natural gas 
supplies miles below the surface in a safe, efficient and environmentally responsible manner. 

ExxonMobil’s multi-zone stimulation technology (MZST). The Piceance Basin of Northwestern Colorado 
has been in the ExxonMobil family for decades, but much of the natural gas found there—some 45 
trillion cubic feet of it—is trapped “tight” in dense, multi-layered rock.  To extract this resource, 
ExxonMobil research and development teams created the proprietary “multi-zone stimulation 
technology” (MZST) that, combined with a company technique called “just in time perforation” (JITP), 
optimizes well production by fracturing as many as 50 different hydrocarbon zones from a single well. In 
contrast, traditional fracturing techniques tap just four to five zones.  According to company literature, 
“multi-zone stimulation techniques and tools quickly isolate a target zone, perforate the casing and 
fracture the rock, all in one continuous process.” The company also uses the technique of drilling as 
many as nine wells from a single drilling pad, reducing the surface footprint of the operation.  

ExxonMobil’s Unconventional Gas Position 

Although ExxonMobil does not directly report which projects use hydraulic fracturing, the practice is 
usually used to extract unconventional gas resources, which it does identify.  ExxonMobil has been 
building its portfolio of unconventional resources in recent years. The company’s 2009 Financial and 
Operations Report describes its progress:  “ExxonMobil has built a leading global position in shale gas 
plays at the lowest acquisition cost in industry. We have secured large, contiguous positions in the 
highest-potential basins with access to high-value markets.” 

The company has assembled positions around the world, with an emphasis on North American resources: 

• United States.  Marcellus Shale Formation, northeastern United States. ExxonMobil holds about 

http://thomson.mobular.net/thomson/7/2946/4183/document_0/XOM_2009F&O.pdf�
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145,000 net acres through a joint venture with Pennsylvania General Energy, which is actively 
drilling. 

• United States.  Piceance Basin, Colorado. This region has an estimated resource potential of 45 
trillion cubic feet of “tight gas”.  The current phase of project averages 108 million cubic feet per 
day and is expected to reach capacity at 200 million cubic feet per day by 2012. 

• Canada.  Horn River Basin, British Columbia.  ExxonMobil Canada and its majority-owned 
affiliate Imperial Oil have acquired 309,000 net acres in this shale gas play.  Exploration drilling 
was completed last year and development planning is now underway. 

• Germany. North Rhine-Westphalia and Lower Saxony. ExxonMobil controls licenses to explore 
shale gas and coal bed methane plays covering 3 million acres. 

• Poland. Podlasie and Lublin Basins, eastern Poland. The company is exploring 1.3 million net 
acres in a possible new shale gas play. 

• Indonesia. Kalimantan. ExxonMobil has a partial interest in coal bed methane contracts over 
290,000 net acres. 

The company’s recently announced acquisition of XTO Energy substantially expands its unconventional 
resources. 

XTO acquisition:  Tillerson described the acquisition of Fort Worth, Texas-based XTO Energy as a move 
that would “enhance ExxonMobil’s position in the development of unconventional natural gas and oil 
resources.”  This move appears to be motivated largely by XTO’s shale gas assets—both in terms of 
extraction leases and technical expertise in hydraulic fracturing.  Experts deem Exxon’s ability to retain 
XTO’s talent to be critical for the deal’s long-term success. 

The $41 billion merger deal (Exxon’s largest since its $81 billion merger with Mobil in 1999) was reached 
in December 2009 and will provide ExxonMobil with access to XTO’s natural gas reserves: 14.8 trillion 
cubic feet of natural gas equivalents.  

One oil analyst described the XTO approach “like a guy betting on real estate in the run-down part of 
town.”  The Washington Post put it somewhat more generously, in December 2009: 

Under its co-founder and chairman, Bob Simpson, a former accountant, XTO has specialized in buying up 
natural gas properties, including unconventional shale gas prospects and gas fields beyond their prime but 
with years of steady output ahead. And XTO has used financial devices to hedge against the risk of 
fluctuating prices. 

To date, XTO has accumulated about 14 trillion cubic feet of proven gas reserves. The company produces 
more than 4 percent of total U.S. natural gas. The acquisition would double ExxonMobil's U.S. natural gas 
reserves and boost Exxon's worldwide natural gas reserves by 10 percent, a hefty chunk for a giant that 
has dominated the industry for more than a century.  

XTO’s portfolio of gas fields, which lie in the Barnett shale region of Texas, the Bakken formation in 
North Dakota, and the Marcellus shale formation, had made it the nation’s second-largest gas producer.   

In addition to standard merger conditions, a particular provision of interest enables ExxonMobil to pull 
out should Congress enact regulations banning hydraulic fracturing, or making it prohibitively expensive. 
The Wall Street Journal reports that industry analysts expect Congress to hold off on regulatory change 
until a pending EPA study (discussed below) is complete.1

                                                            
1 Russell Gold, “Frack Attack:  Will Congress Kill the Exxon-XTO merger?” Wall Street Journal Environmental Capital Blog, 12-16-09. 

  

http://blogs.wsj.com/environmentalcapital/2009/12/16/frack-attack-will-congress-kill-the-exxon-xto-merger/ 
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Environmental Concerns 

Concerns about hydraulic fracturing have spiked recently with the discovery of significant quantities of 
natural gas embedded in the large Marcellus shale formation, which lies near population centers in the 
eastern United States.  The formation ranges from New York through Pennsylvania, Ohio, West Virginia, 
and Virginia (see EIA map).  The ability to tap this previously overlooked gas resource—possibly one of 
the world’s largest natural gas fields—comes at a critical time, doubling what had been thought to be a 
dwindling supply.  However, its proximity to urban areas has pitted excitement about economic benefits 
against environmental concerns, especially about water supply damage.  (Si2’s Briefing Paper on Natural 
Resource Management, pp. 10-22, explores these issues in more depth.) 

Some environmentalists see an advantage to companies like ExxonMobil becoming involved in 
unconventional extraction.  Compared to smaller companies, large firms have greater resources that 
may enable them to drill more responsibly. 

Water depletion. Hydraulic fracturing requires large volumes of water—one to five million gallons of 
water per well.  However, an ExxonMobil spokesman notes that compared to the water use of other 
energy sources, such as coal, shale gas is fairly efficient, using about one-tenth the water (per unit of 
energy produced).  He also points out that the practice requires less water than many recreational 
activities.  For example, it can take a golf course about eight days to use as much water as a typical 
hydraulic fracturing operation uses during its entire lifecycle. 

Still, extensive operations can affect the availability of water in an area, especially one with limited 
supply.  In a 2009 issue of its shareholder publication, The Lamp, ExxonMobil mentions steps it has 
taken to address this issue at its Piceance operations in arid Colorado.  At this site, the company has 
developed a water recycling technique that reduces freshwater use by 70-80 percent. The company 
does not mention whether it employs that approach elsewhere.    

Water pollution. To facilitate gas flow, fracturing operations introduce chemicals into the water they 
use.  These chemical additives serve different purposes, including killing bacteria and preventing mineral 
build-up that would otherwise clog gas lines. Although the additives comprise a relatively small 
percentage of total fluids (generally less than two percent), they can amount to tens of thousands of 
gallons of chemicals, of which considerable amounts (30-80 percent) may remain “stranded” 
underground.  Because fracking activities occur below drinking water aquifers, drillers argue that the 
stranded fluids cannot leak into freshwater supplies, but others worry that chemicals could migrate up 
through natural cracks or fissures in the rock and thereby contaminate drinking water supplies.  David 
Henry, ExxonMobil investor relations manager, thinks this unlikely because “the same geological 
features that trapped the gas over millions of years (layers of impermeable rock), operate to trap the 
water too.”  If cracks existed, the gas would already be gone.  But Henry notes that concerns about the 
integrity of well casings are legitimate and indicates that all past cases of  “leaks” have been due to such 
flaws or other types of errors such as spills or mishandling, but not to some hypothetical kind of upward 
migration through the rock. 

Still, anxiety about potential contamination recently led New York state officials to state that severe 
restrictions would be imposed on drilling in the Catskills, the watershed for New York City.2

Compounding water pollution concern is the fact that many of the specific chemicals used are not 
publicly disclosed. Drilling fluid formulas are considered the manufacturers’ proprietary information; 
these manufacturers are generally subcontracted service providers to companies like ExxonMobil.  This 

 

                                                            
2 Mireya Navarro, “State Decision Blocks Drilling for Gas in Catskills,” The New York Times, 4-23-10. 
http://www.nytimes.com/2010/04/24/science/earth/24drill.html?scp=3&sq=new york drinking water fracturing&st=cse 
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secrecy impedes efforts to track contamination—as well as the ability to respond to accidental releases.  
However, ExxonMobil is encouraging the disclosure of drilling fluid ingredients.  In its response to the 
present shareholder proposal, management announced: 

While we understand the intellectual property concerns of service companies when it comes to disclosing 
the proprietary formulations in their exact amounts, we believe the concerns of community members can 
be alleviated by the disclosure of all ingredients used in these fluids. 

This declaration of support has garnered ExxonMobil considerable positive media attention. 

While the details of the fracturing process can conjure images of frightening negative outcomes, is there 
any evidence of real reason to fear fracturing? Industry representatives confidently assert that the 
practice is safe, often citing its extensive history of sixty years and relying on a 2004 Environmental 
Protection Agency (EPA) study that failed to find evidence that hydraulic fracturing contaminated water 
supplies.3 ProPublica,  However, investigative journalists at  an independent non-profit organization, 
have reached a different conclusion:   

An 18-month investigation…has shown more than 1,000 cases in which various aspects of the 
fracturing lifecycle have affected water supplies, including spills of fracturing fluid waste, cracking 
of underground cement and well casings meant to enclose the fracturing process, and methane 
gas traveling large distances underground through faults and fractures.4

The discrepancy between those claiming no harm and those finding some depends on a number of 
factors including how narrowly or broadly one defines fracking operations.  The EPA is preparing to 
undertake new research to help resolve the confusion.   

 

EPA studies: In March, the EPA responded to a Congressional directive, announcing it will spend more 
than $2 million to study the relationship between hydraulic fracturing and drinking water. The agency 
expects to complete the research by the end of 2012. (In February, members of the House Energy and 
Commerce committee announced related efforts; to better understand the environmental impact of 
fracturing, they have solicited clarification from service companies about their practices.)  The EPA study 
will follow up on its 2004 study of hydraulic fracturing that concluded hydraulic fracturing posed “little 
or no direct threat” to underground sources of drinking water.   

The original study has been criticized on a number of grounds.  ProPublica points out that despite the 
claims that the study established no threat of fracturing to drinking water, the agency “didn't conduct 
any water tests in reaching that conclusion.” Also, the study examined fracturing in the context of 
coalbed methane extraction, not the type of operations prevalent in the Marcellus shale formation.  
Consequently, the study examined vertical drilling, but not the current practice of horizontal drilling, 
which uses five times as much fluid.  Many of the projects now underway involve new geographic and 
geologic settings, which may have different potential to affect human health and the environment via 
water.  While ExxonMobil representatives acknowledge that these settings differ, it argues that 
extraction from the Marcellus shale formation is likely to be less dangerous than the coalbed methane 
extraction studied earlier because it occurs much deeper, below layers of impermeable rock. 

In a presentation to the EPA’s Scientific Advisory Board, Cynthia Dougherty, director of the Office of 
Ground Water and Drinking Water of the EPA, noted that limitations of the original study meant a 

                                                            
3 The oil and gas industry tradegroup, Energy In Depth, has assembled a collection of statements to this effect from EPA officials, members of 
Congress, and senators.  “What They’re Saying: Chairman Waxman Wants to Learn More about Hydraulic Fracturing—Here’s a List of Folks He 
Can Talk To,” blog post, 2-18-10. 
http://www.energyindepth.org/2010/02/what-theyre-saying-chairman-waxman-wants-to-learn-more-about-hydraulic-fracturing-heres-a-list-
of-folks-he-can-talk-to/ 
4 Abrahm Lustgarten, “Gas Industry Wary of EPA Fracturing Study,” Daily Yonder blog, 4-12-10. 
http://www.dailyyonder.com/gas-industry-wary-epa-fracturing-study/2010/04/08/2684 
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number of potential indirect threats had not been addressed.  The current plan for the new study is to 
examine the full lifecycle of the fracturing technique.  This would include examining environmental 
impacts throughout the entire process, including site preparation, water sourcing, chemical additives, 
well construction, fluid injection, wastewater treatment and gas delivery.  At many of these stages, not 
only may normal operations affect water quality, but so may failures such as leaks, runoff, overflow, 
spills or accidental releases.5

Industry representatives continue to indicate confidence in the safety of hydraulic fracturing and claim 
to welcome the validation they anticipate the new EPA study will offer, though they have voiced some 
concerns about the expanded scope of the study.  In the meantime, they recommend a hold on 
regulatory changes until the research is completed.   

 

Air pollution:  Although water issues have been the focus of environmental concerns about fracking, 
there are also potential threats to clean air.  According to a March 2010 Scientific American article, Texas 
communities where Barnett Shale extraction is occurring have experienced high levels of benzene and 
other toxic air pollutants that exceed legal limits.  Community leaders attribute the problem to rushed—
and consequently shoddy—installation of pipelines, implying that the hurry to grab resources may be 
compromising the integrity of construction and installation.  In comments to Si2, an ExxonMobil 
representative objected to this characterization, indicating that while there have been some instances of 
elevated benzene levels, they were isolated, temporary, and have been resolved through the repair of 
faulty equipment.  Furthermore, he asserted that continuous air monitoring sites set up by the Texas 
Commission on Environmental Quality have not found any  “levels exceeding thresholds of concern.” 

A recent CNN Money report points to an interesting tension.  Environmentalists want to protect water 
supplies, yet the cost of some proposals to do so could have the undesirable effect of raising natural gas 
prices relative to other energy sources.  The author notes, “Natural gas is a much cleaner source of 
electricity than coal and emits about half the carbon dioxide. Making it more expensive would only deter 
industries from using it, and push them toward cheaper and dirtier power sources like coal.” 

Regulation of Hydraulic Fracturing 

A mix of state and federal laws regulate hydraulic fracturing activities.  Current interpretation of the Safe 
Drinking Water Act excludes hydraulic fracturing activities from regulation.  Measures pending in the 
House (H.R. 2766) and Senate (S. 1215) seek to change that situtation; both would require disclosure of 
the chemical additives, along with other steps.  

At the same time, the oil and gas industry is lobbying the Senate as it works on the new climate and 
energy bill, seeking to minimize EPA regulation of fracturing. (ExxonMobil was not one of three 
companies who proposed specific language for the bill.)  According to some reports, the argument is 
that “states with existing oil and gas regulatory programs have the authority to and are best situated to 
continue regulating hydraulic fracturing processes and procedures.”  Therefore, federal-level regulation 
is unnecessary and probably inappropriate.  Yet a ProPublica analysis of a Department of Energy report, 
State Oil and Natural Gas Regulations Designed to Protect Water Resources, suggests state regulations 
directly related to fracturing are sparse:  

• 21 of 31 drilling states surveyed have no regulations specific to hydraulic fracturing, 

                                                            
5 In a discussion about lessons offered by the current BP oil spill in the Gulf, one expert (Dr. Paul Bommer, on the Petroleum & Geosystems 
Engineering faculty at University of Texas at Austin) observed that, “The challenge to those who invent and, more important, implement the 
technology is to do so in a 100 percent fail safe manner.” Whether this is possible is debatable, but the challenge certainly holds for hydraulic 
fracturing operations as well as deep sea oil drilling. 
http://roomfordebate.blogs.nytimes.com/2010/04/29/what-the-spill-means-for-offshore-drilling/?ref=us 
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• 4 of 31 drilling states surveyed have detailed regulations guiding hydraulic fracturing, 

• 10 drilling states surveyed require that fracturing chemicals be disclosed, and 

• No states surveyed require that the volume of fluid left underground after fracturing be 
recorded. 

The industry response to this is that “there is not much that is specifically unique to hydraulic fracturing 
as versus overall oil and gas operations.”  Indeed, the very report that ProPublica cites, a 2009 
Groundwater Protection Council survey of the 27 primary oil and gas producing states, concluded that 
they provided sufficient protection of water resources, disagreeing with claims that the oil and gas 
industry is “largely unregulated” by the states. While acknowledging some variation among states, 
overall this non-profit association of state water protection agencies expressed satisfaction with state 
regulations as “environmentally protective and preventive,” discouraging the enactment of national 
regulations regarding oil and gas exploration.  Noting, however, that some regulations may have lagged 
behind technological innovations and changes in fracturing practice, the report did call for 
comprehensive studies to examine current hydraulic fracturing activities with the aim of updating 
relevant state regulations.   

(Si2’s Briefing Paper on Natural Resource Management, pp. 18 -23, discusses related federal and state 
regulatory and legislative developments.) 

Industry Practices and Developments 

Over the years, the American Petroleum Institute (API) has provided its membership with industry 
standards and guidance on oil and gas operations, releasing many publications on these issues.  Given 
recent interest in hydraulic fracturing, API has increased its attention to this issue.  In the past twelve 
months it released three “best practice” documents: 

• Environmental Protection for Onshore Oil and Gas Production Operations and Leases 

• Hydraulic Fracturing Operations—Well Construction and Integrity Guidelines 

• Water Management Associated with Hydraulic Fracturing Guidance 

The publication of a fourth document, Surface Impacts and Environmental Considerations, is slated for 
later this year.  

Business Week and The Wall Street Journal report that concern about water contamination is spurring 
oilfield service providers to explore alternative chemical components and technologies.  Active parties 
include industry giants such as Baker Hughes, Halliburton and Schlumberger as well as smaller players 
such as Environmental Technologies and Ecosphere Technologies. The chemical additives used include 
biocides, which are important, but are “the most dangerous part in the shale frack” in the words of 
Steve Mueller, CEO of Southwestern Energy.  Contractors are exploring alternatives including less toxic 
chemicals, ultrasonic techniques and chemicals that are only temporarily toxic. 

Other natural gas companies such as Devon Energy, Southwestern Energy and Newfield Exploration 
have said they are looking at these alternative chemicals and are also exploring technologies to lower 
contamination risk such as waste water recycling and the reduction of chemical use.6

                                                            
6 Ben Casselman, “Firms See ‘Green’ in Natural-Gas Production: Environmental Concerns Over Drilling Drive Producers to Seek Alternative 
Technology, Creating Business Opportunities,” Wall Street Journal Online Edition, March 30, 2010.  

  

http://online.wsj.com/article/SB10001424052748704094104575143771963721284.html 
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In addition, some municipalities and environmental groups are exploring the use of tracers in fracturing 
fluids.  These would provide a signature for each project, allowing communities to identify the source of 
any subsequent water contamination.7

ExxonMobil Disclosures 

  

The Si2 Special Report: ExxonMobil, Investor Pressures and the Environment provides an overview of 
company disclosures and environmental policies. 

The company’s 10-K discussion of risk factors acknowledges that “changes in environmental regulations 
or other law that increase our cost of compliance” could hurt company performance, as could negative 
outcomes to litigation, but does not specifically cite hydraulic fracturing as a likely target of either.  
Neither did the document disclose any specific litigation relating to its hydraulic fracturing operations.  

II. Proponent Position 

As You Sow, along with Adelaide Gomer and the Park Foundation, filed this proposal as part of a 
campaign coordinated by the Investor Environmental Health Network (IEHN) and Green Century Capital 
Management.  The campaign has initiated dialogue about hydraulic fracturing with twenty companies, 
and resulted in the filing of shareholder resolutions at a dozen companies.  According to an overview of 
the campaign offered by IEHN: 

Currently investors lack sufficient information on the environmental health hazards of fracturing 
operations at individual companies—even though the companies face litigation, reputational, 
competitive, and regulatory risks. Investors lack sufficient information to distinguish the companies that 
fully understand and are effectively managing the risks attendant to fracturing from those that are not. 

The proponents argue that the impact of hydraulic fracturing on surrounding communities presents a 
significant social policy issue for the natural gas industry.  Growing media attention, broad public 
concern, and indications that state and local regulatory approaches may tighten in the future warrant 
greater disclosure of company policies to shareholders.  They therefore want ExxonMobil to report on 
the steps it is taking to minimize the environmental impact of its hydraulic fracturing operations.  
Specifically the proponents request that the company address its: 

• investigations of less-toxic fracturing fluids, 

• recycling or reuse of waste fluids, and 

• strategies to reduce hazards. 

The proponents argue that the failure of the current regulatory system to provide adequate protection 
puts the company in a vulnerable position, given contamination incidents, the possible introduction of 
chemical tracers, and potential changes to federal and state regulations.  They urge the company to act 
“to protect their long-term financial interests by taking measures beyond regulatory requirements to 
reduce environmental hazards.” 

In a memo discussing the proposal, As You Sow notes that ExxonMobil’s acquisition of XTO, which will 
create the largest natural gas company in the country, makes the need for more comprehensive 
disclosure on risks associated with hydraulic fracturing even more pressing for shareholders. 

                                                            
7 David Williams, “Frack-fluid Tagging Part of Model Grand Junction, Palisade Watershed Plan,” The Colorado Independent, 12-18-09. 
http://coloradoindependent.com/44519/frack-fluid-tagging-part-of-model-grand-junction-palisade-watershed-plan 
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III.  Management Position  

The ExxonMobil board recommends a vote against the proposal, based on its position that hydraulic 
fracturing has minimal environmental impacts and the fact that the company complies with existing law 
and regulations.  Citing decades of hydraulic fracturing as well as the 2004 EPA study and the 2009 
Groundwater Protection Council report, the company reiterates claims that “proper hydraulic 
fracturing” presents little threat to groundwater.  Instead, the company emphasizes its environmental 
benefits relative to conventional drilling.  These include 

• Fewer wells  

• Less drilling waste 

• Smaller environmental footprint 

• Less land disturbance 

• Reduced air emissions 

Because hydraulic fracturing allows the company to extract previously inaccessible natural gas, it 
presents a significant emissions benefit:  compared to coal electricity generation, natural gas has 60 
percent fewer carbon dioxide emissions. Hydraulic techniques that use horizontal drilling enable 
companies to tap a broad underground area from a relatively small aboveground platform.  
ExxonMobil’s practice of drilling multiple wells from a single pad further reduces surface impacts. 

The company points out that it has guidelines for assessing and mitigating environmental risks, which 
are laid out in general terms as the second element of its Operations Integrity Management System 
(OIMS) Framework (though details related to hydraulic fracturing are not described).  The company’s 
statement also mentions the voluntary industry guidelines prepared by the American Petroleum 
Institute. 

As mentioned earlier, the company voiced support for disclosure of fracturing fluid chemicals, pointing 
out that service companies can protect the proprietary aspects of their formulations by remaining silent 
about proportions while still providing communities with useful information by identifying the chemical 
additives. 

IV.  Analysis 

Key Points at Issue 

• Is hydraulic fracturing a significant issue for the natural gas industry? 

• Is ExxonMobil doing enough to ensure that its hydraulic fracturing operations are conducted in 
an environmentally responsible manner? 

• Do investors already have sufficient information about ExxonMobil’s hydraulic fracturing 
operations and their potential impact on shareholder value? 

Si2’s Briefing Paper on Natural Resource Management, pp. 38-39, contains a general analysis of issues 
investors may want to consider when voting on natural resource management issues.  The following 
analysis is specific to this resolution and to ExxonMobil: 

Importance of unconventional gas sources: Natural gas has been touted as the cleanest of the fossil 
fuels and as a “bridge fuel” from carbon-based energy sources to renewable energy technologies. 
Hydraulic fracturing has significantly increased the availability of domestic natural gas and contributed 
to growth in the industry. 

http://www.exxonmobil.com/Corporate/Files/OIMS_Framework_Brochure.pdf�
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Shareholders may wish to base their vote on this proposal on their view of whether hydraulic fracturing 
has become a significant enough public and regulatory concern that it could affect the ability of the 
company to make the most of this advantageous position vis-à-vis climate change, relative to other 
fossil fuels. Those who agree with the proponent that the issue has provoked significant concerns from 
landowners, the general public and environmental activists may vote in favor of the proposal, as a way 
to signal the company that shareholders are concerned about the issue’s potential impact on 
ExxonMobil. Investors who think that controversies have not touched ExxonMobil enough to affect it 
significantly and those who think the company can expand profitable production in shale gas formations 
may choose to vote against the resolution. So may those who think that management is uniquely 
qualified to recognize and respond to this and other issues of significance to the company’s business 
interests. 

Compliance: Some investors may regard the challenges that faced other gas extraction companies in 
Pennsylvania in 2009—such as chemical spills, accusations of well water contamination, litigation and 
regulatory fines—as indicators that the company should take particular care in its drilling operations and 
explain to investors how it will avoid messy entanglements. (The BP oil spill in the Gulf may make this 
type of concern particularly salient.) On the other hand, ExxonMobil does not appear to face these 
compliance issues itself and investors who take this to mean the company is handling any risks well may 
vote against the proposal.   

Investors may also want to consider the impact of the pending acquisition of XTO Energy. This move will 
substantially increase ExxonMobil’s operations in the promising Marcellus shale formation, but may also 
expose it to increased scrutiny from state regulators and citizen groups who are already mounting 
efforts to constrain extraction. Yet, along with access to those properties, ExxonMobil will also be 
acquiring the talent and expertise of current XTO employees. Some investors may feel reassured by the 
experience these new employees bring to Exxon; others may want reassurance that their actions will be 
consistent with ExxonMobil’s stated environmental objectives.  

Disclosure: While ExxonMobil has an environmental section on its website and includes a number of 
fairly comprehensive statements about its commitment to good environmental management practices 
and risk avoidance, it does not report on the website or in its securities filings on any quantitative data 
that shows how it is improving or worsening in its management of any safety or environmental 
problems relating to hydraulic fracturing. Its disclosures include no substantive discussion of fracturing 
at all.  Except for its discussion of water recycling at its fracturing operations in Colorado, the company 
does not present information about specific steps it may be taking towards “greener” hydraulic 
fracturing practices and policies. 

Shareholders who vote in favor of the proposal may do so because they agree with the proponent that 
more information on how ExxonMobil is handling hydraulic fracturing risks is necessary given the 
controversies the practice has raised. They may believe investors need such information to adequately 
value their holdings and fulfill their fiduciary responsibilities, or because they believe that increased 
disclosure on the issue would benefit the company by forestalling additional regulation or calming the 
fears of critics. Others may agree with management that preparing and producing the requested report 
would be an unwise use of company resources, and/or may feel the requested report could draw 
negative attention to a routine operation that is vital to ExxonMobil’s ability to generate profits. 
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V. Resources 

• “Topic Paper #29: Unconventional Gas,” Working document prepared by the National Petroleum 
Council Global Oil & Gas Study, 7-18-07. 
http://www.npc.org/Study_Topic_Papers/29-TTG-Unconventional-Gas.pdf 

• Fracturing overview by Earthworks™, an environmental protection non-profit, with a focus on 
contamination issues and best practices. 
http://www.earthworksaction.org/FracingDetails.cfm 

• “State Oil and Natural Gas Regulations Designed to Protect Water Resources,” a report prepared 
by the Groundwater Protection Council for the Department of Energy, National Energy 
Technology Laboratory, May 2009.  Available for download at: 
http://www.gwpc.org/home/GWPC_Home.dwt 
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