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SUMMARY

This proposal asks Chevron to account for energy reserves in resource-neutral BTUs (an internationally accepted energy unit) in addition to the traditional
‘barrels-of-o0il’ and ‘cubic feet of gas’ standard. Currently, oil and gas companies are valued in part on whether oil and gas reserves are replaced annually,
incentivizing management to prioritize investments in oil and gas. This new reporting metric will help Chevron, and the market, account for, and place value
on a range of energy resources produced by the Company beyond oil and gas, including any wind, solar, cellulosic ethanol, geothermal, or other energy it
produces. By aligning one of the market’s primary valuation metrics — reserve replacement — with the increasing imperative for lower carbon energy, a path to
becoming a truly diversified and competitive energy company can be forged.

RESOLVE CLAUSE

Proponents request that, by February 2017 and annually thereafter in a publication such as the annual or CSR report, Chevron quantify and report to
shareholders its reserve replacements in BTUs, by resource category, to assist the Company in responding appropriately to climate change induced market
changes. Such reporting shall be in addition to reserve reporting required by the Securities and Exchange Commission, and should encompass all energy
resources produced by the Company.

RATIONALE FOR A YES VOTE

1. Changing market dynamics and regulations are escalating Chevron’s carbon asset risk, which can be reduced by diversifying the Company’s
energy resources.

2. Increasing costs and decreasing profitability — oil and gas companies are incentivized by current reporting metrics to continue to produce
carbon based energy.

3. Reporting reserves in an energy-neutral metric will provide a simple, recognizable metric for markets and investors to fully value all of
Chevron’s energy reserves, allowing greater flexibility for Chevron to pursue diversified business models.




1. Changing Market Dynamics and Regulations are Escalating Chevron’s Carbon Asset Risk, which Can Be Reduced by Diversifying the
Company’s Energy Resources.

Global energy markets are undergoing a structural shift toward less polluting, low carbon energy sources. Worldwide, demand for fossil fuels is being affected

by policies and technology trends related to climate change.l A March 2013 Citi report cites a number of trends indicating that oil demand growth is

approaching a tipping point and that a leveling off in demand may occur by 2020.2 The IEA and Deutsche Bank forecast global oil demand could peak in the

next ten to fifteen years.3 In developed nations, demand for oil has fallen since 2005, primarily as a result of more efficient vehicles.4

Competition from carbon-free, renewable substitutes is also threatening Chevron’ natural gas business. Low carbon solutions have been adopted at a higher
rate than most analysts predicted, and costs for low carbon and renewable infrastructure have declined faster than anticipated. Demonstrating these trends, in
2013, the world added more capacity for carbon-free electric power than coal, natural gas, and oil combined.5 As prices of renewable energy become equal to
or less than fossil fuels, an aggressive shift to these forms of energy is likely to occur.

The growing likelihood of peaking demand for carbon-based energy increases the risk that many of Chevron’s oil and gas reserves may never be developed
and that continued large investments in high-cost replacements may become stranded. In contrast, renewable energy markets will continue to grow as costs
decline and carbon-related pressures increase.6

The increasing cost for Chevron to find, produce, and develop new oil and gas resources only heightens the risks associated with Chevron’s oil and gas assets.
As conventional crude oil sources become more difficult to locate and produce, companies such as Chevron are having to pursue “unconventional” resources
that are more costly to extract due to extreme and remote locations and a range of technological challenges.” To give scale to the increasing costs, from 2000
to 2014, Chevron’s capital expenditures grew 364%, while production decreased 6%.8

Further, Chevron’s portfolio, which is increasingly built on high cost oil projects, has not fared well amidst low oil prices. Chevron reported a 76% lower net
income in 2015 compared to 2014.9 Chevron’s stock price is also affected by low oil prices -- from June 2014 to April 2016, Chevron stock fell 23%.10 These
pressures put the viability of Chevron’s high-cost, high carbon oil and gas resources into question as demand slows or decreases due to carbon reduction
pressures and new technologies. This is especially true where low-cost producing nations, such as Saudi Arabia, Iran, and Iraq, can continue flooding the
market with low cost oil for decades.
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In a rapidly decarbonizing economy, oil and gas companies like Chevron must develop business models that mitigate risk from greenhouse gas regulations
and disruptive low carbon technologies. One effective response is to transition into becoming a true energy company not wholly dependent on high cost,
carbon intense, climate damaging commodities. Establishing a comparable measure of energy reserves is a key step in incentivizing management, and the
market, to more readily value all of the Company’s energy resources, helping it remain competitive in the transition to a clean energy economy.

2. Increasing Costs and Decreasing Profitability — Oil and Gas Companies are Incentivized by Current Reporting Metrics to Continue to Produce
Carbon Based Energy.

The current system of accounting for reserves introduces market penalties if management attempts to diversify into resources beyond oil and gas. Currently,

reserves are only denominated in oil and gas units. These oil and gas metrics are closely tracked by analysts and can influence company value. For example,

when Exxon did not achieve 100% reserve replacement in 2016 for the first time in 22 years, it created significant news coverage and analysis across the oil

and financial industries, and was followed shortly thereafter by the Company’s first credit downgrade since the Depression.!! To avoid these consequences,

management is often fully focused on oil and gas investment rather than diversification to address changing energy market fundamentals.

Companies are also incentivized by their executive compensation incentive packages to replace oil and gas reserves. For example, as stated in Chevron’s 2016
Proxy statement, “reserves” are one of the key measures in determining “Operating Performance”, which constitutes 25% of the corporate performance rating
and impacts compensation packages.!2 Reporting on the Company’s oil and gas reserve replacement ratio, and the fact that Chevron replaced 113% of its
reserves over the last 5 years, was also included as one of the operational performance highlights in the Company’s proxy statement. 13 The current fuel-
specific reporting metric clearly incentivizes the production and development of new oil and gas reserves, leaving little room for management to invest in, and
account for, low carbon energy resources

3. Reporting Reserves in an Energy-Neutral Metric Will Provide a Simple, Recognizable Metric for Markets and Investors to Fully Value All of
Chevron’s Energy Reserves, Allowing Greater Flexibility for Chevron to Pursue Diversified Business Models.
Reporting reserves by resource type, in BTU energy units, would be a simple undertaking for Chevron, since it already converts its oil and gas assets into
BTU units for operational purposes. Further, it would provide useful information to shareholders and analysts. Currently, Chevron, and the oil and gas
industry generally, lack transparency in providing information by which shareholders and the market can evaluate non carbon-based energy resources.
Reporting reserves across all of a Company’s energy resources, in source neutral BTUs, will provide an accessible metric for comparability across resource
types, allowing investors and markets to analyze fossil fuels and renewables side by side. At present, no such comparable data exists. The reporting of
reserves in BTUs, in addition to oil and gas metrics, will increase management’s flexibility in pursuing profitable business models and increase information
for shareholders and market analysts.
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RESPONSE TO COMPANY ARGUMENTS

Chevron argues that its current “reserve reporting is in accordance with the U.S. SEC rules and to report in non-standard units that are other than as prescribed
risk fostering confusion” As stated in our resolution, it is requested that “such reporting be in addition to reserve reporting required by the Securities and
Exchange Commission”, specifically so as to not infringe on disclosures requested by the SEC.14 Further, contrary to fostering confusion, reporting energy
resources by BTUs, by energy category, will create an accessible metric for comparability across all resource types, allowing investors and markets the ability
to analyze fossil fuels and renewables side by side. Currently, there exists no such comparable data. Further, this argument gives shareholders and analysts
little credit; they in fact are not likely to be confused by Chevron adding a BTU category to its existing reporting. The reporting of reserves in BTUs, in
addition to oil and gas metrics, will increase management’s flexibility in pursuing profitable business models and increase information for shareholders and
market analysts.

GLOBAL INVESTOR CONCERN ABOUT INCREASED CARBON ASSET RISK

An important impetus driving this resolution is global investor concern about the growing risks associated with oil and gas companies’ continuing investment
in high cost, high carbon assets, as well as the need for better information for shareholders to adequately evaluate risks and opportunities in a de-carbonizing
economy. Risks associated with high carbon assets have been acknowledged by financial institutions internationally, including the Bank of England,
Blackrock, and multiple governments.15 The Global Investor Coalition, a group of investors representing over $23 trillion in assets worldwide has made
carbon disclosure requests to dozens of companies in the oil and gas sector.16 The Financial Accounting Standards Board (FASB) has recently developed a
Task Force on Climate-Related Financial Disclosures (TCFD), to create a set of voluntary disclosure mechanisms providing critical information to investors,
lenders, insurers, and other stakeholders. The reporting requested by this resolution would provide investors with a new and important source of information
allowing them to assess value across all energy resources produced by Chevron, including any renewables.

CONCLUSION

There is a clear need for practices to reduce risk associated with climate change and to provide mechanisms to facilitate a transition to low-carbon business
models. The disclosures requested in this resolution -- reporting reserves in BTUS, by resource category -- provides a clear and simple method to
comparatively account for all of a company’s energy assets, providing an alternative to current reporting metrics that disincentive the pursuit of diversified
energy resources. The disclosure request is clear, easy for Chevron to implement, and provides benefits to shareholders. We urge you to vote “yes” for this
resolution.
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