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 How Oil Companies make Huge Profits 


Total oil demand across the world keeps growing and it is expected to grow more in the future.  The oil industry is extremely huge. In accordance with the department of Energy, fossil fuels, including oil, natural gas, and coal, makes up over 85% of all energy consumed within the U.S. The debate on oil prices has always been an ongoing one as oil prices vary on a minute to minute basis. There are various factors that determine such prices; however, it all comes down to supply & demand. Nevertheless, companies keep on making huge profits year in year out irrespective of many claims of oil shortages caused by various factors including political and environmental issues. Are these oil shortages real and o all these political and other forms of crisis people hear in the media impact oil supply unfavorably or are they excuses to help retain high oil prices? How exactly do oil companies manage to make the huge profits? 
Background 
In 2011, the 5 biggest oil companies (Chevron, BP, ConocoPhillips, Shell, and ExxonMobil) reported profits of $375 million per day in spite of having reduced their oil production (Leber). This is equivalent to $261,000 of profits every minute, which was more that 96% of what households in America make in a year. In the same year, these organizations received $6.6 million in terms of federal tax breaks each day. The 3 largest American oil companies spent more than 50% ($100 million) of their profits in buying back their own stock in efforts to enrich their largest shareholders, board, and senior managers in the year 2011 (Leber). The whole oil & gas industry used on average $400,000 every day lobbying representatives and senators to weaken public health protections as well as maintain huge oil tax breaks, adding up to approximately $150 million. Teach of these 5 huge companies’ CEOs received $60,110 in average as compensation per day during the year. Their pay hiked 55% in the year. The compensation for Rx Tillerson, Exxon’s CEO came close to 55% daily.  The companies reported $368 million in profits per day within the first three months of the year 2012.  The combined earnings of these companies totaled $1 trillion right from 2001 through 2011 (Leber).     
Research Question: How do oil companies make huge profits? 
Rationale 
This is an important topic to research because oil is always on high demand across the world. According to energy outlook2013, utilization of energy across the world will hike 56% by 2014 specifically because of the growing economies of India and China. Reports indicate a strong growth in alternative energy; however, they as well explain that fossil fuels are still going to dominate global energy utilization for the foreseeable future. In addition, people highly depend on oil on their daily to daily survival something that means that it is easy for oil companies to take advantage of the situation. As an important element of human’s daily survival, oil should be distributed at fair prices to avoid pressuring those who cannot afford life without it. 
How Oil companies Work 
Oil companies drill to extract oil from the ground. Most drilling companies are contractors that have been hired by gas and oil producers. Oil companies then refine he extracted material. The refining sector is one dominated by few large players within the industry mainly because of the huge capital required. Oil companies generate profits by selling profits at higher prices that the cost they incur in producing it (Freudenrich). In terms of finance, it means that oil companies’ revenues are higher compared to cots required to extract, refine and distribute oil. Particular oil company expenses include exploration costs in each for oil reserves, drilling expenses and expense involved in processing oil into usable or salable products, for instance, gasoline (Freudenrich). Most oil companies make extra profits from other sources, for instance, investing in real estate and stocks.   
The High price of Oil 
Former Energy Secretary Bill Richardson was quoted referring to oil prices as “dangerously high” in the year 2000 (Bloomberg). He said that the White House was committed towards using all available options to fright rising energy cost. At the same time, Spanish farmers were protesting the high fuel cost in Spain. Ira President then, Saddam Hussein was frightening Kuwait for stealing Ira crude. A barrel would cost $38 while a gas gallon goes for $1.58. Today, a barrel remains stubbornly above $50 with an unending debate on what reasons are behind such prices (Bloomberg).  
Recently, CNN noted that upon asking 3 experts about the reasons behind oil price’s instability nature, their response concludes that no one person clearly knows what is happening. Alaron Trading’s Phil Flynn, an analyst was quoted saying that the world is in trouble during the 2007 peak summer driving season. He meant that there was little gasoline left in reserve and shortages had been reported in some parts of the country. Such alarms have always been there since 2001, a time when the oil industry began mentioning to the media about potential rise of gasoline price to $3 (Bloomberg). In summer 2006, similar new were aired every day, only for Americans to find that there had been sufficient gasoline between April and July such that 8.1 million barrels were put into reserve. There was a huge stock of gasoline since 2000 to2007 despite plenty of refinery issues being reported throughout the 7 years period. 

The military action threat against Iraq was a good excuse for hiking fuel prices. At one point it was the refusal of Iran to abandon its nuclear programs. On another point it was Iran’s seizure of fourteen British sailors. All these were said to have potential impact on oil prices, yet two Iran and Iraq, two key oil producing neighbors had been in war earlier in the 1980’s a time hence fuel prices went down (Bloomberg). The major problem with high oil prices does not really rest on its limited supply but how much information about possible threats to supply are fed to the media. 
Conclusion 

Oil companies are making super normal profits. It is clear that such profits are as a result of their revenues, which are higher than running expenses. Even though that is normal in every industry, the revenues here are much higher than they should be. Oil companies have been using methods that help them maintain high revenues. The price of oil keeps on getting extremely high. The key reasons for such high prices are a number of tactics used by oil companies. A few oil companies have made sure that they dominate the industry meaning that they control the prices. They repossessed their companies by repurchasing the shares something that also means that only a few people control the industry. This will only mean that competition is low and prices will remain high considering that the demand of oil across the world is too high. Another approach these oil companies have been using is that they have influenced politicians into deciding in favor of oil companies, hence, have received incentives they no entitled to through tax breaks. This helps them generate huge profits because they are running at very little expenses and selling at very high prices. Again, oil companies have oversold the petroleum crisis to meanly portray low supply. They have misinformed the public that anything that happens across the world impacts the supply of oil negatively; however, this is not the case. There is sufficient evidence showing that plenty of supply was there at times of crisis when people had been informed of oil shortages due to crisis across the world. This way, oil companies have managed to maintain high oil prices something that has helped them make supernormal profits. It is clear now that these huge profits are not just the normal business where revenue has to be higher than expenses, in addition to other investments like stocks and real estate that oil companies claim to get their money from. Oil companies have been for a long time now playing a dirty game and making supernatural profits.
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