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This paper examines Chevron’s current 
disclosures in the context of Carbon Tracker’s 
April 2015 Blueprint,  where we identified 
the key information needed by investors 
to understand whether and how fossil fuel 
companies are managing energy transition 
risk.  Since the publication of the Blueprint1 
several fossil fuel companies have enhanced 
their discussions of carbon asset risks, stranded 
assets, and further considered the implications 
of low-carbon scenarios.  These are important 
steps, but the assumptions guiding those 
analyses and their capital allocation implications 
are largely absent, especially at a quantitative 
level of detail.  One concern is that companies 
are saying they are examining the risks but not 
showing investors how they’ve done so.  

We focus on Chevron in part because its 
disclosures (considered as a whole) lag behind 
its peers in terms of planning information and 
how its planning decisions incorporate climate 
risk.   However, in many ways, Chevron’s 
views are emblematic of thinking across the 
sector.   In examining Chevron’s regulatory 
disclosures and website discussion of how the 
company manages climate risk, we make these 
observations, among others:

1 http://www.carbontracker.org/report/companyblueprint/

Executive Summary

• Chevron appears to view future fossil fuel 
demand from an IEA Current Policies Scenario 
that assumes no climate action through 2035—
but such a scenario is exceedingly unlikely given 
actions to date.  Moreover, it is a far cry from 
the “downside” case implied by climate policy.

• Chevron seems to acknowledge that in 
a two-degrees demand scenario, oil demand 
might have gone ex-growth by 2035, but does 
not discuss the implications of that crucial 
development.

• OPEC’s decision to no longer artificially 
restrict supply has pushed pricing downwards; 
this might suggest that companies like Chevron 
should focus more on their relative position on 
the global oil supply cost curve.

• Here, the key question is who owns 
the lowest-cost new production options?  Out 
to 2035, it is clear that the private sector’s 
production sits at the higher end of the cost 
curve.

• Chevron still views the climate goals 
agreed to in the Paris Agreement as unlikely.  
But prudent planning suggests they should at 
least consider that governments do what they 
say.  Informational disclosure from the company 
on the implications of a low-carbon scenario, 
and not just its likelihood, is critical. 

• Chevron suggests a cost/benefit 
framework for considering climate risk.  But this 
also means weighing the costs of action against 
the harms from inaction. 

• Here, the global warming costs could be 
significant—potentially $44 trillion (0% discount 
rate) with 2.5°C of warming as calculated by Citi, 
further suggesting that the economic calculus 
may not favor fossil fuels.

We believe that companies such as Chevron 
could clarify the discussion of stranded assets if 
they tested their potential portfolio of projects 
against a two-degree demand scenario—
regardless of whether management believes 
such a scenario is “likely.”
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The world of energy is changing rapidly.  More 
rapid than expected declines in the costs of 
renewables and energy storage,1 aggressive 
bilateral emissions reduction agreements by the 
biggest emitting countries, increased investment 
in renewable power capacity in OECD and non-
OECD countries, private company efforts to 
decarbonize their energy supplies,2 investor 
action to reduce exposure to carbon-intensive 
assets,3 and the recent Paris Agreement all signal 
a turning point in mitigating dangerous climate 
change. 

These developments pose long-term constraints 
to the demand for fossil fuels and leads to the 
risk that companies will misread developments 
after adjusting to the global over-supply in 
commodities.  Whether due to a cyclical dip 
or structural decline, it is clear that over time, 
climate mitigation, efficiency, and technology 
will further weaken demand for fossil fuels as the 
decoupling from economic growth continues.  
A growing consensus of banks, consultancies 
and intergovernmental and non-governmental 
organizations have suggested that effective 
actions to meet the two-degrees  target will make 
it unnecessary to invest in the types of highest 
cost projects that have been sanctioned in the 
past decade.  

1 See, e.g., Ambrose Evans-Pritchard, Telegraph, “COP-
21 climate deal in Paris spells end of the fossil era,” http://www.
telegraph.co.uk/finance/economics/12021394/COP-21-climate-deal-
in-Paris-spells-end-of-the-fossil-era.html
2	 http://there100.org
3	 http://unepfi.org/pdc/

It is sensible that oil and gas companies are focused on 
managing through the current low-price environment, 
which, by Wood Mackenzie’s calculation, has resulted in 
$380 billion in planned capital expenditure being cut as 
companies seek to preserve balance sheets and where 
possible dividends.4  In theory, oil and gas companies 
base investment decisions on demand, potential supply 
and long-term prices.  Therefore, questions on long-
term demand remain relevant today and whenever prices 
recover.

Large institutional investors and asset managers like 
Blackrock have recognized that climate change is an 
environmental risk with meaningful financial implications.5 
The Financial Stability Board is now calling for additional 
climate-change related disclosures, including the risks 
that fossil fuel and other companies face from a low-
carbon “transition.”   In the UK and the US, investors are 
filing shareholder resolutions asking company boards 
to report on the business implications of a two-degrees 
climate target and the company’s plans to prosper within 
it. These all suggest concerns with current company 
business models and how management will navigate the 
post-growth markets implied by those climate targets.

4	 http://www.woodmac.com/media-centre/12530462
5	 https://www.blackrock.com/corporate/en-mx/literature/whitepaper/
bii-pricing-climate-risk-international.pdf

Introduction: The Historical Moment1
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Some companies such as ConocoPhillips have publicly 
acknowledged that they conduct two-degrees stress-
testing of their business models and oil majors in Europe 
have endorsed shareholder resolutions pledging to 
conduct similar analyses, but other majors such as Exxon 
and Chevron have proved less forthcoming, arguing that 
the risks posed are no different than those they manage 
all the time or casting doubt on the ability of the world’s 
governments to back the climate targets with action.  
While this shows that some companies are moving 
towards decision-relevant disclosure, across the board 
very little detail on the assumptions or implications of 
those analyses have been published.

We recognize the sector’s experience in considering oil 
supply and demand responses in a market context (even 
if OPEC’s unwillingness to cut supply to support prices 
appears to have caught the whole sector by surprise).  But 
there are few historical comparisons to the magnitude 
of the climate threat, the level of government attention 
to address it, or the implications for the most affected 
industries.  And they have been wrong before.  At a bare 
minimum, this suggests the need to at least conduct 
an investigation of the downside of demand and its 
implications for future investment plans.  This would mean, 
at the least, considering the impact that governments do 
what they say.

The matter may reside beyond the hands of governments, 
given the prospect of technological disruption. Fossil 
fuel companies seem to discount the possibility of the 
decoupling of energy and fossil fuel demand from GDP 
accelerating. Even if oil and gas professionals know their 
business well, it is not clear that this expertise extends to 
trends in the renewables sector.  

 And as our recent “Lost in Transition” report has 
shown, many company assumptions for the main 
drivers of fossil fuel demand (i.e., population 
and economic growth) are at the high-end of 
“mainstream” forecasts by expert bodies.  Here, 
China’s recent economic slowdown should also 
be a warning sign.  

While company responses have been mixed, many 
have noted that even in a carbon-constrained 
world, oil and gas will still be needed—this is 
true to a degree.  But demonstrating a residual 
demand for fossil fuels and demonstrating how 
the current business model conforms to that 
demand are two different things.

The Paris Agreement announced a goal of net 
zero emissions by the middle of the century.  This 
suggests that investors should be given something 
more than an assurance that the company can 
weather the storm.  Have companies done a two-
degrees stress test?  What do the results show?  
How do the results impact business planning?  
And what does the resulting business look like?   
Do some business units fare better, whilst others 
are no longer viable?   These questions remain 
unanswered, but the climate problem means 
they will not go away.  We intend to explore 
the methodologies and potential results of such 
stress tests during 2016.

Focusing on Chevron’s regulatory and voluntary 
disclosures this paper suggests that the company’s 
current discussion of the risks from a two-degrees 
scenario are insufficient and that it, like other oil 
majors, should publish an analysis of how a two-
degrees target would impact its market and the 
company’s capital allocation plans. 
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Chevron’s Discussion of Managing Climate Change Risk in 
Proxy Statements, Mandatory and Voluntary Disclosures

Several shareholder proposals related to climate change were included 
in Chevron’s 2015 definitive proxy statement and several have been filed 
for the 2016 AGM.  One 2015 proposal asked the board to establish long-
term, quantitative GHG emissions targets that take into consideration the 
international objective of limiting warming to no more than 2°C.  Chevron’s 
board opposed it. 

Excerpts of Chevron’s 2015 opposition to the various resolutions serve as 
a touchstone for this document; they encapsulate the conundrum faced by 
fossil fuel oil majors and the owners of those companies: 

Chevron shares the concerns of governments and the public about 
climate change risks and recognizes that the use of fossil fuels to 
meet the world’s energy needs is a contributor to rising GHGs in 

the earth’s atmosphere. We believe that taking prudent, practical, and cost-
effective action to address climate change risks is the right thing to do.

Regarding the proponent’s reference to the Carbon Tracker 
Initiative’s predictions, Chevron makes future investment decisions 
to develop and produce its resources based on an analysis of 

projected future commodity prices and market and regulatory conditions, 
minimizing the risk of such assets becoming “stranded.” Stopping 
this investment, as the proposed dividend policy suggests, would be 
detrimental to the Company, its stockholders, and consumers of energy 
around the world.

Chevron’s production and resources will be needed to meet 
projected global energy demand, even in a carbon-constrained 
future.  The GHG emissions both under our operational control and 

from the products we sell are the result of meeting that energy demand.
            
            Chevron 2015 Proxy Statement, Form 14-A (Apr. 9, 2015)

The responses above are similar to those from other oil majors--company 
management and boards agree that climate change is a significant threat 
that must be mitigated yet, despite the importance of the threat, do 
not believe the demand curve can be bent to meaningfully address that 
risk.  Chevron also asserts that its “resources” would be needed “even in 
a carbon-constrained future,” despite confirmation by the IPCC, IEA and 
others that the world’s fossil resource base exceeds what can be combusted 
in a 2°C world. Chevron suggests its resources will be used because of 
energy demand, implying that energy must come predominantly from fossil 
fuels.  Chevron further characterizes the choice as binary—either continuing 
on its chosen capital expenditure program or “stopping this investment” are 
the only versions of the future it considers. 

Each pair of assertions exist in tension—if climate change is a significant, 
known global threat that society has the capacity to address, is there not 
a meaningful risk of continuing action to address it?  If, according to the 
IEA, the world’s fossil resource base far exceeds what can be burned while 
limiting warming to 2°C, how can it be that Chevron’s resources will be 
needed even in a carbon-constrained world? 

We believe that Chevron’s discussion of the risks to date fails to provide 
shareholders with the decision-relevant information they need to evaluate 
the choices that Chevron is making in the face of existing climate targets. 

This paper thus discusses Chevron’s core disclosures of how it has managed 
these risks.

2



Carbon Tracker Asks: What is decision-relevant information?
In 2015 we published a Blueprint for managing fossil fuel risk. The table below lays out its key recommendations and which guides our consideration 
of Chevron’s disclosures and constitute the type of information that investors need. During 2016 we will further explore more specific applications 
of a two-degree stress test to fossil fuel companies.

As discussed here, information is “decision-relevant” in the sense that it addresses how critical global policy targets intersect with the company’s 
strategic outlook; the key point is to clearly convey to the investing community how management is assessing and analyzing the risks. 

Any decision-relevant analysis surrounding a stress-test/sensitivity analysis would be presented in an energy market context and would, in our 
view, provide a quantification of management’s views on the following: 

• Scenarios that look at demand pathways that differ from Business As Usual, including the IEA New Policies Scenario and 450PPM/2Degrees 
Scenario.

• Planning assumptions including commodity price assumptions/scenarios and hurdle rates. These can differ from IEA price assumptions even if 
based upon the IEA’s demand scenarios, depending on supply assumptions.

• Key indicators for the future project portfolio such as net present value (NPV), internal rates of return (IRR) and breakeven price curves. 
• An indication of cash flow at risk from commodity price changes, expressed as an NPV for example. 
• A discussion of the degree of flexibility within the groups committed and uncommitted capital investment program over the next five years.

Examining and disclosing these elements would set the stage for a business model “stress test” and risk assessment—at least with respect to the 
upstream division.  Conducting such a stress test does not imply that those targets will be achieved or that an energy transition driven by cost 
competitive renewables, for example, would stop at two degrees.  Similarly, testing the long-term viability of the business model (i.e. 10-20 years) 
against a given low-carbon scenario does not imply that there is only one pathway to a particular level of climate stabilization.  Providing at least 
one scenario, however, indicates to investors how the business model will perform under the consensus climate target.    

Why Chevron Must test the Business at Two-Degrees? 7
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Chevron’s Disclosure of “Climate Related” Risk

Chevron’s views on climate risk are articulated in both its required and 
voluntary disclosures. As discussed below, Chevron’s regulatory disclosure 
is perfunctory. Chevron’s voluntary disclosure goes further but leaves 
significant gaps. The lack of information in the market explains, in part, 
why the shareholder resolution process has become necessary to force 
companies to address climate risk in an energy transition context internally 
and explain those decisions to its shareholders.   

Regulations require companies disclose information to the market in order to 
foster transparency and facilitate efficient capital allocation by the markets.  
SEC regulations require the disclosure of most “material” information, or 
information that, in a “substantial likelihood …would have been viewed 
by the reasonable investor as having significantly altered the ‘total mix’ of 
information made available.”  (TSC Industries, Inc. v. Northway, Inc., 426 
U.S. 438 (1976)). 

As discussed below, several SEC regulations also require disclosure of future 
risks and forward-looking information and some level of management’s 
beliefs and their considerations of how they will manage those risks.  This 
would suggest a place for discussing climate risks in detail.  However, 
whether because of perceived limitations in the regulations or Chevron’s 
disclosure efforts, the actual disclosures have failed to provide the level of 
informational detail need to evaluate how the company is addressing climate 
risks.  

Chevron’s annual filing (Form 10-K) discusses climate risk in the Risk Factor 
section (Item 503) and the Management Discussion & Analysis (MD&A) 
section (Item 303) of Regulation S-K.  

“Climate Risk” Disclosure in 
Chevron’s Regulatory Filings
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Chevron’s 2015 10-K (filed Feb. 2016)

Item 503 Risk Factor Disclosures 
Under Item 503, Chevron is required to disclose “a discussion of the most 
significant factors that make the offering speculative or risky”.1  The SEC 
has issued guidance on how the risks of climate change should be disclosed, 
stating that, in the context of risk factor disclosure, “Item 503(c) specifies 
that risk factor disclosure should clearly state the risk and specify how the 
particular risk affects the particular registrant; registrants should not present 
risks that could apply to any issuer or any offering.” (Emphasis added) (75 
Fed. Reg. 6294 Feb. 8, 2010).  Item 503 further requires the issuer to explain, 
“how the risk affects the issuer or the securities being offered”.2  Here, the 
key challenge for issuers is explaining how a given risk will have a particular 
impact on the business.  However, since “risk factor” disclosure is intended 
to identify the “most significant” factors that pose a threat to the business, it 
typically provides only a concise statement of the problem.   For this reason, 
“risk factor” disclosure may be useful for providing an overview of the risks 
but not necessarily decision-relevant information.  

We note that the new disclosures this February list risk factors that cover 
many of the issues identified in our Blueprint. But detail and quantification is 
still lacking in many areas.

Material risks noted
We reproduce the key statements from Item 503 disclosures (Item 1A “risk 
factors”) regarding the demand side impacts of “climate change” on their 
products.  It notes a variety of climate-related regulatory activities that 
might materially impact the business:

1	 17	CFR	229.503
2 Id.

“Regulation of greenhouse gas (GHG) emissions could increase Chevron’s 
operational costs and reduce demand for Chevron’s hydrocarbon and 
other products.  Continued attention to issues concerning GHG emissions 
and climate change and potential mitigation through legislation and 
regulation could have a material impact on the company’s operations 
and financial results.  International agreements (e.g., the Paris Accord 
and the Kyoto Protocol) and national (e.g., carbon tax, cap-and-trade or 
efficiency standards), regional and state legislation (e.g., California’s AB32 
or other low carbon fuel standards) and regulatory measures (e.g., the U.S. 
Environmental Protection Agency’s methane performance standards) to 
limit or reduce GHG emissions are currently in various stages of discussion 
or implementation and it is difficult to predict with certainty their timing and 
outcome. These and other GHG emissions-related laws and regulations and 
the effects of operating in a potentially carbon constrained environment 
may result in increased and substantial capital, compliance, operating and 
maintenance costs and could, among other things, reduce demand for 
hydrocarbons and the company’s hydrocarbon-based products, make the 
company’s products more expensive, and adversely affect the company’s 
sales volumes, revenues and margins. GHG emissions, including carbon 
dioxide and methane, that could be regulated include, among others, those 
arising from the company’s exploration and production of hydrocarbons 
such as crude oil and natural gas; the upgrading of production from oil 
sands into synthetic oil; power generation; the conversion of crude oil and 
natural gas into refined hydrocarbon products; the processing, liquefaction 
and regasification of natural gas; the transportation of crude oil, natural gas 
and related products and consumers’ or customers’ use of the company’s 
hydrocarbon products. Some of these activities, such as consumers’ and 
customers’ use of the company’s products, as well as actions taken by the 
company’s competitors in response to such laws and regulations, are beyond 
the company’s control.

Consideration of GHG issues and the responses to those issues through 
international agreements and national, regional or state legislation or 
regulations are integrated into the company’s strategy and planning, capital 
investment reviews, and risk management tools and processes, where 
applicable. They are also factored into the company’s long-range supply, 
demand and energy price forecasts. These forecasts reflect long-range 
effects from renewable fuel penetration, energy efficiency standards, climate-
related policy actions, and demand response to oil and natural gas prices. 
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The actual level of expenditure required to comply with new or potential 
GHG emissions laws and regulations and amount of additional investments 
in new or existing technology or facilities, such as carbon dioxide injection, 
is difficult to predict with certainty and is expected to vary depending on the 
actual laws and regulations enacted in a jurisdiction, the company’s activities 
in it and market conditions. 

The ultimate effect of international agreements and national, regional and 
state legislation and regulatory measures to limit GHG emissions on the 
company’s financial performance will depend on a number of factors including, 
among others, the sectors covered, the greenhouse gas emissions reductions 
required, the extent to which Chevron would be entitled to receive emission 
allowance allocations or would need to purchase compliance instruments on 
the open market or through auctions, the price and availability of emission 
allowances and credits, and the company’s ability to recover the costs 
incurred through the pricing of the company’s products.” 
(Feb. 25 2016 10-K, at 22-3).

How, practically, is Chevron focused on 
most significant risks? 

Clearly, Chevron has set out a comprehensive set of risk factors, in many 
senses reflecting the issues we set out in our Blueprint. It discloses aspects 
of climate risk, including regulatory risks.  It acknowledges that price 
increases, conservation and renewables usage could impact the company’s 
sales volumes, revenues and margins and identifies the Paris Accord as a 
relevant international agreement (though it does not identify the climate 
targets contained therein).  As to detail, Chevron focuses on GHG reductions 
in a carbon market context. Certainly, a valid area of concern. 

However, even with this regulatory/ carbon market focus, there is no mention 
of key regulations that could impact transport fuels: performance standards 
for vehicle emissions and excise taxes on fuels, to name two used by policy-
makers. These could have a far greater impact on oil demand than, say, a 
modest carbon price.

While Chevron does acknowledge customer demand could be impacted, 
the emphasis is on operations as suggested by the costs flowing from 
“greenhouse gas emissions-related laws,” including “capital, compliance, 
operating and maintenance costs.”  Recognizing the SEC mandate to focus 
on the most “significant” risks, Chevron’s emphasis on the regulatory impact 
on operational emissions is a curious choice.3

New to Chevron’s risk factor disclosures this year is the statement that 
GHG-related legislation and international agreements are incorporated 
into “the company’s strategy and planning, capital investment reviews, and 
risk management tools and processes, where applicable…” as well as “the 
company’s long-range supply, demand and energy price forecasts.”  Our 
Blueprint called for a strong governance procedure to reflect climate related 
risks into operational decisions. Incorporating international agreements and 
legislation, including the climate targets embedded therein, is a critical step.  
However, there is no informational detail and quantification as to how this is 
being done—to what extent do Chevron’s planning processes align with or 
incorporate a low-demand scenario implied by a two-degree climate target? 
We revisit this question in the context of Chevron’s more detailed voluntary 
disclosures, below.

3	 Chevron’s	Corporate	Responsibility	Report,	2014	indicates	60	million	metric	tons	CO2	equiva-
lent	from	operations	and	418	million	metric	tons	CO2	equivalent	from	combustion	of	its	products.		http://
www.chevron.com/documents/pdf/CorporateResponsibility/Chevron_CR_Report_2014.pdf					
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Item 303 MD&A Disclosure
  
Under Item 303, Chevron must disclose management’s view of “any known 
trends or uncertainties that have had or that the registrant reasonably 
expects will have a material favorable or unfavorable impact on net sales or 
revenues or income from continuing operations.”4  
If the company cannot affirmatively determine that such material trends or 
uncertainties are not “reasonably likely” to occur, it must disclose them.5  It 
should also quantify the impact of such material trends and uncertainties if 
that information is “reasonably available.”6  

Chevron’s Management’s Discussion and Analysis disclosure (FS-1 of 2016 
10-K) considers the potential for regulations to materially impact the 
company. Here we do see mention of regulation and emissions standards 
and ‘renewable transportation fuel’. However, there is no discussion of 
policy in the most rapidly growing transport fuel markets such as China, 
Asia and India.

Chevron’s 2016 MD&A disclosure provides:  

“The company is subject to various international, federal, state and local 
environmental, health and safety laws, regulations and market-based 
programs. These laws, regulations and programs continue to evolve and are 
expected to increase in both number and complexity over time and govern 
not only the manner in which the company conducts its operations, but also 
the products it sells. For example, international agreements (e.g., the Paris 
Accord and the Kyoto Protocol) and national (e.g., carbon tax, cap-and-trade, 
or efficiency standards), regional, and state legislation (e.g., California’s 
AB32 or other low carbon fuel standards) and regulatory measures (e.g., the 
U.S. Environmental Protection Agency’s methane performance standards) 
to limit or reduce greenhouse gas (GHG) emissions are currently in various 
stages of discussion or implementation. Consideration of GHG issues and 
the responses to those issues through international agreements and national, 
regional or state legislation or regulation are integrated into the company’s 
strategy, planning and capital investment reviews, where applicable. 

4	 17	CFR	229.303(a)(3)(ii).	
5	 75	Fed.Reg.	6294	(Feb.	8,	2010).
6	 17	CFR	Parts	211,	231	and	241,	SEC	Release	Nos.	33-8350;	34-48960	(Dec.	29,	2003).
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They are also factored into the company’s long-range supply, demand and 
energy price forecasts. These forecasts reflect long-range effects from 
renewable fuel penetration, energy efficiency standards, climate-related 
policy actions, and demand response to oil and natural gas prices.

In addition, legislation and regulations intended to address hydraulic 
fracturing also continue to evolve at the international, national and state 
levels. Refer to “Risk Factors” in Part I, Item 1A, on pages 21 through 23 
for a discussion of some of the inherent risks of increasingly restrictive 
environmental and other regulation that could materially impact the 
company’s results of operations or financial condition.

Most of the costs of complying with existing laws and regulations pertaining 
to company operations and products are embedded in the normal costs 
of doing business. However, it is not possible to predict with certainty the 
amount of additional investments in new or existing technology or facilities 
or the amounts of increased operating costs to be incurred in the future to: 
prevent, control, reduce or eliminate releases of hazardous materials into 
the environment; remediate and restore areas damaged by prior releases 
of nitrogen oxide, sulfur oxide, or other hazardous materials; or comply 
with new environmental laws or regulations. Although these costs may be 
significant to the results of operations in any single period, the company 
does not presently expect them to have a material adverse effect on the 
company’s liquidity or financial position.”  (Feb. 25, 2016 10-K at FS-16-7).

Chevron suggests that climate policy “continue[s] to evolve,” but based 
upon the examples cited, doesn’t even suggest to shareholders a clear di-
rection of travel or acknowledge the ratchet mechanism in the Paris Agree-
ment that commits signatories to improving upon existing national climate 
targets over time. 

Here, again, Chevron states that climate change and other environmental 
regulations are integrated into its “planning and capital investment re-
views” and factored into the company’s long-range supply, demand and 
energy price forecasts.  Chevron concludes that such laws and regulations 
might be significant to the results of operations “in any single period,” but 
“does not presently expect them to have a material adverse effect on the 
company’s liquidity or financial position.”  

Having identified this information in its MD&A section suggests that 
Chevron believes these factors could be material but, again, there is little 
informational detail.  It is unclear, as a key test, whether Chevron has 
considered a two-degree demand scenario contained in the internation-
al agreements it references and determined that it would not materially 
impact the company’s liquidity or financial position, though that would be 
one potential inference to draw from its disclosure.  

This lack of clarity is perhaps partly why Chevron has discussed the issue 
voluntarily—the discussion to which we now turn. 
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On its website, Chevron goes beyond its required disclosures to discuss how it is “managing climate risk.”  We take this as a broad recognition of the 
importance of the issue and its salience for investors, though Chevron reassures investors that the low-carbon scenario risks to its business are “minimal.” 
However, Chevron provides little informational detail to substantiate that claim, raising critical questions about Chevron’s approach. 

Under the heading “Managing Climate Risk” Chevron sets out the following detail which we have included in the red boxes below.  Our commentary follows 
the sub-sections and is presented in the order listed on Chevron’s website. 

Voluntary Disclosure: 
Chevron’s Assessment and Discussion of “Climate” Risk

Carbon Tracker Comment:  

Chevron focuses on the linkage between affordable energy and improving 
living standards and suggests robust future energy demand based upon an 
IEA scenario that models a 40% increase in energy demand through 2035.  
Most obviously, this conflates projected energy demand with demand for 
fossil fuels.  Looking more closely, this focus raises important concerns and 
questions for investors.  

Share IEA’s Views?
It is unclear what Chevron’s views are with respect to the cited IEA figures.  
Even though Chevron’s website claims that it was updated in June 20151, it 
is not clear the extent to which the IEA WEO 2013 Current Policies Scenario2 
cited by Chevron is reflective of management’s thinking as of June 2015 
(much less today).  Unlike Exxon, Chevron does not release any forecasts 
or scenario planning to indicate how it views the long-term evolution of the 
energy system.  Indeed, Chevron does not even clarify whether its internal 
forecasts align with the CPS scenario.

1	 Although	Chevron’s	webpage	indicates	that	it	was	updated	in	June	2015,	Chevron	does	not	
appear	to	rely	on	the	updated	2014	WEO,	published	in	November	2014.		On	occasion,	we	will	refer	to	the	
WEO	2014	to	illustrate	some	of	the	issues	with	Chevron’s	analysis.
2	 The	WEO	2013	CPS	starts	with	total	primary	energy	demand	of	13,070	Mtoe	in	2011,	rising	to	
18,646	Mtoe	in	2035—an	increase	of	42.7%.		See,	IEA	WEO	2013,	Annex	A.

Energy Demand:  The world’s energy demand is growing, driven by the emerging middle class.

Reliable and affordable energy is necessary for improving standards of living, expanding the middle class and lifting people out of poverty 
in developing nations as well as maintaining strong economies and quality of life in the developed world. The International Energy Agency1 
(IEA) expects energy demand to grow 40% by 2035, driven by the population, demographics (increased working age population) and rising 
wealth in the developing world.

																																								1		World	Energy	Outlook	2012,	World	Energy	Outlook	2013,	and	Redrawing	the	Energy-Climate	Map	(2013),	all	copyright	by	the	OECD/IEA.
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Represent IEA scenarios accurately?
Though Chevron states that the IEA “expects” energy demand grow 40%, 
an examination of the WEO 2013 report makes clear that the IEA did not 
“expect” this outcome, it merely modeled this level of demand if the world 
failed to adopt any new policies to address global warming through 2035.   
The IEA produces three main scenarios, but does not attempt to forecast 
what will likely occur, it simply identifies how the energy system would be 
transformed under certain scenarios called the “New Policies Scenario,” 
“Current Policies Scenario,” and “450 Scenario”.  
The IEA defines scenarios as follows:

New Policies Scenario … takes account of broad policy 
commitments and plans that have been announced by countries, 
including national pledges to reduce greenhouse-gas emissions 

and plans to phase out fossil-energy subsidies, even if the measures to 
implement these commitments have yet to be identified or announced.

Current Policies Scenario assumes no changes in policies from the 
mid-point of the year of publication…

450 Scenario sets out an energy pathway consistent with the goal 
of limiting the global increase in temperature to 2°C by limiting 
concentration of greenhouse gases in the atmosphere to around 

450 parts per million of CO2.  

Chevron appears to reference the WEO 2013 CPS, which takes into account 
“only those policies and measures affecting energy markets that were 
formally enacted as of mid-2013.”1 The WEO states that it makes these 
assumptions for policy modeling purposes, noting that it does not include 
“even likely future policy actions” (emphasis added).2 Indeed, it does not 
even account for existing national climate targets (as in the NPS) much less 
the internationally agreed upon climate targets (a starting point for the 450 
Scenario). The INDC emissions reduction pledges further challenge the use 
of the CPS as a forecast as it reflects a world that does nothing to mitigate 
climate change.  Other comments by Chevron (discussed below) suggest 
that Chevron may not believe this a likely outcome—but if so, and given 
that the IEA itself does not view it as a forecast, why focus on the numbers 
provided by the CPS? Indeed, to forecast the significant growth in fossil 
fuels identified in the WEO 2013 CPS requires assuming that there will 
be no climate-related policy changes from mid-2013 until 2035 – a highly 
implausible assumption given there have already been significant changes.

This is not to say that the IEA’s multi-scenario analysis lacks value for 
Chevron’s planning process; its other scenarios trace fossil fuel demand/
emissions pathways consistent with existing policy commitments or the 
long-term low-carbon target—the later could be used to test the company’s 
business plans against a plausible two degrees scenario and risk assessment.  
From this, it is not clear whether Chevron is conducting that analysis and if 
it is, what the results are.  

1	 WEO	2013.
2	 See,	e.g.,	WEO	2012	at	34.	
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Consider the demand 
downside potential?

From a risk assessment perspective, Chevron’s 
focus on a single-scenario that lies at the high-
end of a range of potential future outcomes 
suggests it may not properly be considering the 
downside. As Carbon Tracker noted in its recent 
Lost in Transition report, the IEA CPS scenario 
(2014) lies at the high end of forecasts (light blue 
line), second only to the 2013 EIA reference case 
scenario which assumes no further regulatory 
efforts to reduce emissions over the forecast 
period:
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Figure 1: Forecasts of future oil demand

Source: Carbon Tracker’s report “Lost in Transition”, Oct 2015

Methodological	 differences	 in	defining	oil	 as	part	 of	 the	 total	 liquids	 supply	 complicate	 comparing	 the	 level	 of	 projected	oil	 demand	across	
different	sources.	To	aid	comparability	we	have	subtracted	biofuels	where	possible,	i.e.	ExxonMobil	and	BP,	in	an	attempt	to	give	a	more	accurate	
‘oil’	 forecast.	ExxonMobil	was	converted	 from	QBtu	to	mbd	and	BP	from	mtoe	 to	mbd.	The	conversion	 factors	 for	 these	calculations	can	be	
found	in	Appendix	2.	Historic	data	is	from	the	IEA’s	online	database	and	adjusted	to	the	2013	total	oil	demand	figure	given	in	the	IEA	World	
Energy	Outlook	2014.	All	forecasts	were	then	adjusted	to	this	historic	data	set	using	the	more	recent	consumption	figure	given	by	the	company	or	
institution	themselves.	Adjustment	factors	can	be	found	in	Appendix	2.of	Carbon	Tracker’s	report	“Lost	in	Transition”.
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Although Chevron’s website discussion of the 2013 IEA CPS predates some of the INDC’s announced prior to the Paris COP, comparing it to the IEA’s current 
analysis of oil demand implied by the INDCs is instructive as that shift is the minimum that might occur as a result of climate policy.  In our Lost in Transition 
Report we also compared various forecasts in terms of GTCO2 including the IEA CPS to the IEA INDC scenario.  The comparison shows that the IEA CPS is 
the most optimistic forecast of future oil demand on an embedded-emissions basis—exceeding even ExxonMobil’s expectations:

Table 1. Comparing CO2 implications oil forecasts against the IEA INDC scenario, 2012-2030 (GtCO2)

EXXON 
MOBIL 
2015

SHELL 
CURRENT

BP 2015 STATOIL 
REFORM

STATOIL 
RENEWAL

TOTAL 
2014

OPEC 2015 EIA 2013 IEA NPS IEA 450 IEA CPS

2012-2020 2.6 0.7 2.4 3.8 -3.9 0.2 2.4 2.7 2.7 -0.3 3.1
2020-2030 8.6 6.0 8.8 5.7 -18.7 1.0 8.4 11.0 2.9 -15.3 11.2
TOTAL 11.2 6.7 11.1 9.5 -22.6 1.2 10.7 13.8 5.7 -15.5 14.3

Source: Carbon Tracker’s report “Lost in Transition”, Oct 2015
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Consider a changing energy mix?
Chevron doesn’t identify the mix of energy sources that it believes will meet future demand even though this is the core question for Chevron—how big a 
role will oil and gas play?  Chevron seems to focus on “reliability” and “affordability” as the key pivots for how energy is supplied.  Chevron does not say 
that these factors offer an advantage to fossil fuels (though investors ought not to be faulted for inferring it).  As to affordability, Citigroup has recently 
analyzed this issue and suggests that the cost difference between a fossil fuel and low-carbon energy system is negligible, but the costs of climate impacts 
are significant, causing from $20 trillion (with 1.5°C of warming) to $72 trillion (with 4.5°C of warming) in GDP losses3.   This suggests that affordability is not 
the exclusive province of fossil fuels and that carbon emissions may factor into whether a fuel is, in fact, “affordable.” To the extent Chevron sees fossil fuels 
retaining their remaining cost advantages over the long-term, investors need a more quantitative view.  

3	 “Energy	Darwinism	II,	Why	a	Low	Carbon	Future	Doesn’t	Have	to	Cost	the	Earth,”	https://ir.citi.com/hsq32Jl1m4aIzicMqH8sBkPnbsqfnwy4Jgb1J2kIPYWIw5eM8yD3FY9VbGpK%2Baax

Energy Demand in a Carbon Restricted Scenario:  Demand for fossil fuel based energy remains significant even in a carbon-
restricted scenario.

Driven, in part, by the long-lived nature of the world's transportation and electricity infrastructure, the IEA's two primary world energy 
demand scenarios forecast fossil fuel's share of the world energy mix to range between 75%-80% with renewables making up 14%-18% 

in 2035. The combined market share of oil and natural gas remains relatively constant in these scenarios at approximately 50%.
If carbon dioxide emissions are restricted by policy, global demand for petroleum and natural gas will remain significant given their respective advantages 
in transportation and power generation. Petroleum-based transportation fuels have advantages of energy density, affordability, storage and availability 
at scale. In power generation, one of the advantages of natural gas comes from its reduced CO2 emissions intensity, which is about half the CO2 per unit 
of power produced through coal-fired generation. These factors drive the resilience of oil demand and growth in natural gas demand even in a world 
which restricts CO2 emissions.

The IEA further analyzed the sensitivity of energy demand in their scenarios to regulation that restricts CO2 emissions; this additional “450 Scenario” 
constrains fossil fuel energy use to restrict atmospheric CO2 (equivalent) concentrations to 450 ppm. Even in this scenario, by 2035:

• Demand for oil declines about 11% from 2011 to 76 million barrels per day
• Oil, gas and coal continue to provide 64% of the world's primary energy
• Natural gas demand grows about 20% from 2011 to 392 billion cubic feet per day while coal demand decreases about 34% to 9.9 million metric 
tons per day
• Combined, oil and gas supply about 47% of world energy mix.
To produce oil and gas at the demand levels indicated in the 450 Scenario will require investment on the order of $12 trillion through 2035, as inferred 
from IEA analysis. This investment will be required both to address natural field decline, estimated at approximately 15% per year, and to bring new 
resources onto production to meet demand. To maintain this level of oil supply, an additional 40 million barrels per day of new oil and natural gas liquids 
production will be needed by 2035. The IEA notes that “the policies in the 450 Scenario do not introduce significant new risks that currently-producing 
oil or gas fields will be forced out of operation.”
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There are significant distinctions between oil, gas and coal reserves, in addition to distinctions in their respective ownership, reserve life (the ratio of 
proved reserves to annual production) and risks under stringent climate policies. The embedded carbon within proven fossil fuel reserves comes 63% 
from coal reserves, 22% oil and 15% natural gas. Chevron owns no coal reserves. With respect to oil and gas reserves, 90-95% is owned by National Oil 
Companies, with the balance owned by private firms. OPEC has an average 90-year reserve life and controls 72% of the world’s remaining oil reserves2.

By contrast, Chevron has an approximate 12-year reserve life based on proven oil-equivalent reserves and annual oil-equivalent production at year-end 
2014.
The risk exposure to current assets and capital investments in a carbon restricted scenario is therefore minimal in view of:
• the continuing global demand for oil and gas
• the substantial future investment required to meet that demand
• the reserve life of Chevron's reserve base relative to that of a National Oil Company
• our investment decisions to explore for and/or develop resources that are phased and made with a market view in mind.

2	Bernstein	Research.	"The	Very	Long	View:	How	Will	'Global	Warming'	Affect	the	Oil	&	Gas	Industry?"	June	2013.

Carbon Tracker Comment:  

Here, several of Chevron’s lines of argument call into question whether it is 
robustly assessing lower-carbon scenarios.

Action on climate change unlikely?
Chevron discusses what it calls the IEA’s “primary” high-demand scenarios, 
the CPS and NPS scenarios, where the world either takes no further action 
for the next twenty years to address climate change or nothing more than 
countries have already pledged to do.  This presents a static picture where 
the direction of travel is towards reductions in emissions--even Exxon in its 
2016 Outlook agrees.1 It is also in tension with Chevron’s earlier assertion 
that it “shares the concerns of governments and the public about climate 
change risks” and its stated “belie[f] that taking prudent, practical and cost 
effective action to address climate change risks is the right thing to do.”2  

1	 Exxon,	The	Outlook	for	Energy:		A	View	to	2040,	at	6		(2016)(“At	the	same	time,	both	supply	
and	demand	will	be	affected	by	a	wide	range	of	government	policies,	including	ones	that	seek	to	expand	
access	to	modern	energy	and	those	that	aim	to	reduce	the	risks	of	global	climate	change.”)
2 http://www.chevron.com/globalissues/climatechange/

Moreover, both the CPS and NPS are at odds with the Paris Agreement and 
INDC pledges of nearly 200 nations.  

Though the Agreement occurred after Chevron’s website was updated, 
many of the INDC pledges were announced prior to June 2015.  

Ex-growth market not a concern?
In considering the IEA’s low-demand pathway (the 450 Scenario), Chevron 
fixes on the IEA’s demand conclusions rather than the energy market 
dynamics in such a scenario.  Chevron points to large overall demand in the 
450 Scenario but does not examine the pricing dynamics for an industry with 
declining demand.  This is relevant given the time lag in the industry between 
resource identification, investment decisions, first oil, and, ultimately, project 
pay back. This key risk to cash flows and valuations is not explored.  Here, 
the rapid decline of over-leveraged coal companies is a cautionary tale.  
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Considering the business past 
instead of the future?

The company focuses on existing assets and not its future prospects, where 
the risks are likely more significant, by emphasizing the IEA’s conclusion that 
“the policies in the 450 Scenario do not introduce significant new risks that 
currently-producing oil or gas fields will be forced out of operation.”3 This 
does not address the question of how the business model of reinvesting 
substantial cash flow into exploring for and developing new reserves will 
fare in a world transitioning away from high-carbon energy.  It also ignores 
the price impacts of a declining market that could potentially hit returns 
even from producing assets (as the current “lower for longer” situation has 
shown)—even if they are not “forced out of operation”.  Here, a quantitative 
presentation of those impacts would elucidate Chevron’s views for investors.

Low risk exposure?
Below, we focus on Chevron’s contention that, even in a low-carbon 

scenario such as the 450 Scenario, the risk exposure to its current assets 
and capital investments is limited.  We discuss Chevron’s four principal 
arguments in turn:  

• “The continuing global demand for oil and gas
• The substantial future investment required to meet that demand
• The reserve life of Chevron’s reserve base relative to that of a National  
Oil Company
• Our investment decisions to explore for and/or develop resources 
that are phased and made with a market view in mind.”4

3	 http://www.chevron.com/globalissues/climatechange/managingclimaterisk/#
4	 http://www.chevron.com/globalissues/climatechange/managingclimaterisk/#b4

Will demand for oil and gas continue in the long-term, will 
it require substantial investment in Chevron’s portfolio 
of projects even in a low-carbon scenario, and will those 
investments make shareholders a profit?

Oil price risk
Chevron contends that even in the IEA’s 450 Scenario, its capital investments 
would remain resilient because additional investment in new and existing 
projects will be needed.  But these additional investments support a 
substantially lower level of demand than otherwise projected on business-as-
usual.  This means less oil at the high-end of the cost curve and potentially a 
lower long-term price today than would otherwise be anticipated.  A market 
decline of 11% to 76 mmbpd in 2035 is significant, particularly in the face 
of a plentiful OPEC resource base, as Chevron points out, and could lead to 
dramatic oil price effects – witness the recent correction from incremental 
mismatch in supply and demand.

This key risk to cash flows and valuations is not explored.  Nor, to our 
knowledge, does Chevron break out how future capital expenditures on 
existing, producing assets would mitigate the gap between natural field 
declines and the 450 Scenarios’ projected demand pathways.  It may very 
well be that Chevron conducts this analysis but to our knowledge it has not 
been explored with shareholders. We would not dispute that the natural 
decline in production of oil and gas fields over time provides existing assets 
with built in resilience to falling demand. But unless new fields are needed, 
the business will also be shrinking – few oil companies seem to have accepted 
or articulated that their markets may go ex-growth.5 

5	 By	“ex-growth,”	we	mean	a	market	in	which	future	demand	for	the	product	is	essentially	flat	or	
declining.
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All capex not created equal
The picture becomes more complicated when you consider Chevron’s 
portfolio of projects.  Carbon Tracker’s recent “Danger Zone” report 
calculated the amount of potential capital expenditure between 2015-
2025 by major fossil fuel producers that would be unneeded in an IEA 450 
Scenario.  The analysis concluded that roughly $44.8 billion of Chevron’s 
potential capex spending through 2025 is unneeded—the sixth highest total 
among all fossil fuel producers behind Pemex, Shell, ExxonMobil, Rosneft, 
and BP.6  

To be sure, as of today many of these projects are at discovery stage or 
earlier, allowing Chevron flexibility to determine whether to allocate capital 
to their development. However, these are not choices that Chevron can wait 
decades to address since the lead time from exploration through to first 
oil can take a decade (or more for complex projects) and, as the U.S. coal 
markets have shown, it is very difficult to exit a market in secular decline all 
at once.  

New market dynamics – 
beyond OPEC

A robust scenario analysis by Chevron would also include relevant supply-
side responses.  It is plausible, for example, that a 450-like scenario would 
provide different production incentives for OPEC.  The past year’s decline 
in oil price is multi-faceted, but one factor has been OPEC’s decision to no 
longer artificially restrict supply.7 Oil companies have benefited from OPEC’s 
support of prices for much of the past 30 years; OPEC’s failure to do this 
might force companies to focus more on their relative position on the global 
oil supply cost curve.  

6	 Carbon	Tracker,	“The	$2	Trillion	Stranded	Assets	Danger	Zone:	How	Fossil	Fuel	Firms	Risk	
Destroying	Investor	Returns,”	http://www.carbontracker.org/report/stranded-assets-danger-zone/.		
Chevron	has	continued	to	cut	capex	since	this	report	was	published.
7	 http://www.bloomberg.com/news/articles/2015-04-12/saudi-arabia-s-plan-to-extend-the-age-
of-oil#media-10

Although Chevron does not opine on how OPEC might respond in a 450 
Scenario, it does focus on national oil company reserves as one reason it is 
not concerned about a low-carbon scenario. We address that next.  

Would coal companies bear the brunt of a low-carbon 
transition, would national oil companies be more adversely 
impacted by a low-carbon transition, and is the prospect 
of that adverse impact a concern for Chevron?

Concern for other fossil fuel 
producers?

Chevron points out, rightly, that there are significant differences in the 
amount of carbon embedded in the existing reserves of different fossil 
fuels, with coal carrying significantly more carbon than oil and natural gas 
combined.  If Chevron says this to imply that coal, the most carbon intensive 
fuel, is at greatest risk, investors seem to agree. The financial implications 
for coal are already becoming evident, even though global coal consumption 
has not yet peaked.8 We would not be surprised to find that Chevron, like 
other oil majors, is better positioned than other market players, but if so, 
this is all the more reason for it to lay out its case in detail.

Chevron also points out that, based upon oil-equivalent production at year-
end 2014, it has an approximately 12-year reserve life based on proven oil-
equivalent reserves, compared to an average 90-year proven reserve life 
for OPEC members. It is true that the majority of proven oil reserves are 
held by National Oil Companies, but this in part reflects the fact that all 
mineral resources are owned by the state until they are licensed (often to 
the private sector) for development. This comparison also fails to capture 
the production possibilities--OPEC members cannot produce and sell all 
of those reserves in the next 12 years. That is why our cost curve analysis 
compares production profiles, not reserves.
8	 There	is	some	question	as	to	whether	the	world’s	largest	coal	consumer,	China,	has	peaked	
its	coal	consumption.		See	http://www.reuters.com/article/2015/09/16/us-climatechange-carbon-chi-
na-exclusive-idUSKCN0RF1QT20150916?utm_source=Energydesk+Daily+Email&utm_campaign=f-
cbf2e2bd7-Energydesk_Dispatch5_9_2013&utm_medium=email&utm_term=0_ad1a620334-fcb-
f2e2bd7-6756905
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Source: Rystad data, Carbon Tracker analysis

Figure 2: 2016-2035 potential production by breakeven and company type

So a more crucial question than who owns the reserves is who owns the lowest-cost new production options? Focusing on the more immediate time frame 
out to 2035, it is clear that the private sector’s production is more at risk, since it sits at the higher end of the cost curve:  
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Comparing Chevron’s potential production profile to that of OPEC and non-OPEC members shows that Chevron’s reserves and resources are, on average, 
more costly to produce than OPEC’s and on par with non-OPEC producers:
 

Source: Rystad data, Carbon Tracker analysis

Chevron seems to imply that if there were any risk of stranded assets, OPEC would be most impacted given their long-reserves lives.  But given the costs 
advantages held by OPEC, this should not provide comfort to Chevron.  Indeed, OPEC seems to have already decided that its volumes will be the first 
produced.  This decision has had significant implications for all production—including volumes that would be produced even on a two-degree compliant 
demand trajectory.   

Figure 3: 2016-2035 potential production by breakeven - Chevron compared to OPEC and non-OPEC countries
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The core question remains whether Chevron’s investments 
are made with a market view of carbon asset risk in mind?

Carbon pricing & transport fuels?
 

Chevron states that it analyzes the implications of carbon pricing on “long-
range supply, demand and energy price forecasts,”1 and that this includes 
the long-range effects of “renewable fuel penetration, efficiency standards, 
policy actions and demand response to prices.”2  It notes that its carbon cost 
analysis is “based on thorough assessments of ranges of future policy and 
economic growth outcomes” and is incorporated into investment decisions.3   

Chevron’s risks analysis sounds fairly comprehensive and we believe that any 
useful assessment would include these elements, but the question always 
comes back to the details. Very little of Chevron’s disclosure evidences a 
robust process—investors are therefore left to take their word for it.  We 
are reminded of Shell’s assurance in April 2014 that it tested its investments 
against a range of prices as low as $70/bbl—Brent crude has fallen and 
stayed below that level since December 4, 2014.4 

In this regard, it is unclear whether oil majors like Chevron are testing 
project impact on a carbon tax on major industrial point sources, or 
whether their analysis considers pricing or standards imposed directly on 
vehicle emissions, where the majority of oil’s life-cycle emissions reside. 
Testing vehicle emissions measures would have a more substantial impact 
on Chevron’s liquids business.  Perhaps Chevron has done that analysis in 
considering “efficiency standards” and “policy actions,” but without better 
disclosure, investors have no understanding of how robust these processes 
have been.

1	 http://www.chevron.com/globalissues/climatechange/managingclimaterisk/#
2 Id. 
3	 Id.	
4	 http://www.bloomberg.com/quote/CO1:COM

We recognize that firms can, over time, adapt to market developments.  For 
example, Chevron has made substantial cuts to long-term investments in the 
past several quarters (though noting the cuts are based largely upon near-
term market conditions).5  But there is always a lag in aligning supply with 
demand.  If/when prices recover, the question remains whether Chevron 
will return to those projects or whether it will better appreciate the risks 
inherent in some of them. That decision likely hinges upon management’s 
long-term view of the risks. Here, providing data (even “soft” data regarding, 
for example, projected break-even costs) would be useful for investors to 
gauge Chevron’s exposure.

5	 http://www.bloomberg.com/news/articles/2015-03-10/chevron-to-accelerate-asset-sales-to-
15-billion-on-crude-slide.



Why Chevron Needs to Stress-Test the Business at Two-Degrees 24

Global Climate Policy:  The level and pace of global policy action indicates a low likelihood of a global accord to restrict fossil 
fuel usage to the levels envisioned in the “unburnable carbon” concept.

Twenty years after the United Nations Framework Convention on Climate Change, negotiations have yet to yield a global agreement 
which would constrain emissions to the extent envisioned in unburnable carbon scenarios. Notwithstanding the intent of nations 
to do so, Chevron's view is that the implementation of comprehensive, enforceable and verifiable regulation to implement policies 

assumed similar to the IEA's 450 Scenario is not a likely outcome. While some nations advance their GHG policy goals, several developed nations 
are attempting to recalibrate climate goals in light of other policy objectives. Around the world, discussion of climate goals and policies shows how 
issues including quality of life, economic growth and environmental policy are inextricably linked.

Carbon Tracker Comment:  

We recognize that Chevron’s comment pre-dates the recent Paris Agreement 
and that as a consequence, its views on the likelihood of international action 
on climate fare worse in hindsight.  Nonetheless, there is plenty of room 
to disagree on the “likelihood” of policy action. Clearly, it is management’s 
responsibility to analyze the likelihood of events and determine the best 
course for the company.  It is equally clear that investors may draw their own 
conclusions on the likelihood of climate policy being implemented.  In this 
regard, informational disclosure from the company on the implications of a 
low-carbon scenario, and not just its likelihood, is critical. 

Not likely?
Chevron discounts the potential of a low-carbon scenario because, in its 
view, a “comprehensive, enforceable and verifiable regulation to implement 
policies assumed similar to the IEA's 450 Scenario is not a likely outcome.”1  

1	 http://www.chevron.com/globalissues/climatechange/managingclimaterisk/#b4

Chevron’s statement pertains to only one of many potential avenues to 
a low-carbon scenario — a “comprehensive, enforceable and verifiable 
regulation”— that limitation should give investors pause, as it appears 
to characterize prior treaty-making efforts rather than the INDC process 
encapsulated in the Paris Agreement, which incorporates nationally 
determined commitments.  But focusing on the INDC commitments alone 
ignores the layers of national (i.e. the United Kingdom’s Climate Change 
Act 2008) and sub-national (i.e. California and New York) regulatory 
developments and targets that establish long-term emissions reductions 
targets consistent with those polities’ ratable shares of a two-degree, low-
carbon pathway.   Moreover, policy can change rapidly.  Canada, one of 
the states that, as of June 2015, might have been recalibrating its “climate 
goals in light of other policy objectives,” had, by November 2015, changed 
governments and announced a cap on emissions from the Alberta oil sands, 
threatening to strand significant production volumes.  

Beyond international agreements – 
technology?

The focus on comprehensive international agreements fails to capture the 
role played by rapidly declining costs of renewable technology.  Following 
current trends in renewables costs reductions, a recent report by Matthew 
Parker of Sanford Bernstein, for example, argues that the 2°C target will 
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be met even absent climate regulation because 
renewables will be preferred on the basis of 
being lower cost.2 It is clear Chevron are familiar 
with Bernstein research as they cite a 2013 study. 
Again this demonstrates the need for up to date 
assessment of these risks, based on a complete 
picture of the relevant trends. The key point of 
this study is that it assumes current cost decline 
trends in renewable technologies, suggesting one 
avenue for a low-carbon transition completely 
outside of international regulations.  Similarly, 
Citigroup recently found that the costs of a low-
carbon energy transition are highly manageable 
and comparable (but slightly lower) than what 
would be spent on maintaining the existing 
fossil based energy system.3   Finally, even some 
of the historically most expensive renewables 
technologies such as battery storage have shown 
significant cost declines.  The below graph is taken 
from Carbon Tracker’s Lost in Transition Report 
but the underlying data is based upon a number 
of 2014 industry forecasts for battery storage 
costs.  Most of the forecasts suggest steep cost 
declines through 2020 and then gradual declines 
thereafter.  However, Tesla’s 10/kWh Powerwall 
has surpassed those forecasts.  Estimated to cost 
roughly $350/kWh in 2015, the battery hit that 
figure 7 years before the average 2014 industry 
forecast and more than 25 years before the EIA 
forecast:

2	 Michael	W.	Parker	(Bernstein),	et	al.	“Asia	Strategy:		
Shouldn’t	We	All	Be	Dead	By	Now?”	(May	2015).
3	 Citi	GPS,	“Energy	Darwinism	II:		Why	a	Low	Carbon	
Future	Doesn’t	Have	to	Cost	the	Earth,”		(Aug.	2015).		https://ir.citi.
com/hsq32Jl1m4aIzicMqH8sBkPnbsqfnwy4Jgb1J2kIPYWIw5e-
M8yD3FY9VbGpK%2Baax

Figure 3: Battery storage cost projections

Source: Carbon Tracker’s report “Lost in Transition”, Oct 2015
Luke Sussams, James Leaton and Tom Drew, “Lost in Transition:  How the Energy Sector is Missing Potential Demand 
Destruction”  (Oct. 2015).   (See page 64 for a discussion of sources of information). 
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Mitigating climate change harms 
economic growth?

Chevron suggests that its view is based on the perceived conflict between 
addressing climate change and achieving “economic growth,” “quality of 
life,” and “other policy objectives,”1 and that “GHG reduction and climate 
change adaptation objectives must balance the need for economic growth, 
environmental stewardship, and energy security”.2  In short, Chevron 
suggests a cost/benefit framework for considering climate risk.  But this 
also means weighing the costs of action against the harms from inaction and 
the co-benefits such as fuel savings.  

To bring home this point, one of Chevron’s competitors, Statoil, recently 
published a scenario analysis which evaluated three possible futures, the 
“Reform” Scenario in which the world enacts some policies to combat climate 
change but not enough to meet the two degree target, the Renewal Scenario 
in which the world makes a swift transition to a two-degree pathway, and 
the Rivalry Scenario in which countries fail to address the issue effectively.3  
In a first for any oil company, Statoil attempted to quantify some of the 
impact from climate change in the three scenarios.  Under this analysis, it 
concluded that expected GDP growth would be highest in the two-degree 
compliant “Renewal” scenario.   The Statoil scenario analysis suggests a 
different conclusion than Chevron’s as to at least the desirability of policy 
action to limit warming to no more than two degrees.  Citi analysts peg the 
global warming costs of inaction as significant—potentially $44 trillion (0% 
discount rate) with 2.5°C of warming, further suggesting that the economic 
calculus may not favor fossil fuels.4

1 Id.
2	 http://www.chevron.com/globalissues/climatechange/principles/#b3
3	 http://www.statoil.com/en/NewsAndMedia/News/EnergyPerspectives/Downloads/Ener-
gy%20Perspectives%202015.pdf
4	 Citi	GPS,	“Energy	Darwinism	II:		Why	a	Low	Carbon	Future	Doesn’t	Have	to	Cost	the	Earth,”		
(Aug.	2015).		https://ir.citi.com/hsq32Jl1m4aIzicMqH8sBkPnbsqfnwy4Jgb1J2kIPYWIw5eM8yD-
3FY9VbGpK%2Baax

The impacts of warming are complex and involve key uncertainties; analysis 
of those uncertainties lies beyond Chevron’s core expertise.  However, 
this is no reason to discount those impacts to zero or ignore the analyses 
that do exist.  For example, in a recent publication, “Climate Change: A 
Risk Assessment,” experts in the fields of climate science, economics, and 
actuarial risk assess both the probabilities and impacts of harms associated 
with warming.5 The assessment suggests that many of the impacts, including 
water shortages and crop stress, may have impacts at the 2°C level or occur 
by 2030—well within oil company planning horizons.  The presence of these 
risks may also inform any estimate of the likelihood of action.

5	 David	King,	et	al.,	Climate	Change:	A	Risk	Assessment	(June	2015)
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How we Assess and Manage Climate Risks:  Climate change represents one of many issues managed through our existing risk 
management tools and processes, which include an annual review by our Board. Material risks are disclosed in our regulatory 
filings.

Chevron assesses carbon pricing risks by considering carbon costs in long-range supply, demand and energy price forecasts. These 
forecasts reflect long-range effects from renewable fuel penetration, efficiency standards, policy actions and demand response to oil 

prices. Long-term carbon costs are considered in our investment analyses and capital project approvals globally. Our carbon cost analysis, and hence 
our investment decisions, are based on thorough assessments of ranges of future policy and economic growth outcomes.

Chevron utilizes comprehensive risk management systems to assess potential weather-related and physical risks to our assets and ensure their resil-
iency. Capital investment reviews and decisions involve uncertainty analysis, which incorporates potential ranges of storm severity and frequency, air 
and water temperature, precipitation, fresh water access and wind speed, among other factors.

United States securities laws require companies to disclose in annual and quarterly reports filed with the SEC the risks related to climate change that 
could materially impact the company, including a company’s financial condition and/or results of operations. This includes disclosure of the direct or 
indirect impact of regulation, business trends, and physical consequences related to climate change. Chevron complies with this requirement. See 
the 2014 10-K filing.

Carbon Tracker Comment:  

Chevron suggests that they have already priced in the risks but, again, 
offers little in the way of showing how those risks have been analyzed or the 
assumptions used.  

Reinvestment risk –
not all barrels are equal

Chevron concludes that, “the risk exposure to current assets and capital 
investments in such a scenario is minimal.”  If, by “minimal,” Chevron means 
that its currently producing assets will continue to generate positive cash 
flow even in a low-price environment, that may be the case (putting aside the 

$1.36 billion loss in the upstream business segment in Q4 2015).1  In general, 
per barrel, full cycle costs for undeveloped reserves or resources will be 
higher than cash operating costs on existing production. But if the cash 
flows from existing assets are reinvested in to new projects, the “minimal” 
risk that Chevron sees is rolled over in to higher risk projects. 

The risk from action on climate change also increases because the effect of 
policy changes on demand increase steadily over time. A 2015-produced 
barrel may be low risk but reinvesting the proceeds from that barrel into a 
2035-produced barrel could turn out to be high risk, not just as unneeded 
volume but more importantly as a barrel produced in a low-price environment.  

1	 http://www.chevron.com/articledocuments/latest/news_208676/52b138fa-a854-49d8-aba8-
b7b701773283/4Q15-Earnings-Press-release-final.pdf.cvxn
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Climate Related-Risk in the GDP 
Projections?

Chevron notes that it tests against a “ranges of future policy and economic 
growth outcomes.” That said, in Q2 2015 Chevron had to take an impairment 
of more than $1.9 billion, attributing it to slowed growth in China, resulting 
in revised long-term price forecasts.2  While this is not entirely attributable 
to climate mitigation, the Chinese government has taken meaningful 
steps to address the climate issue over the past several years, including 
revising its GDP targets downwards.  Chevron’s impairment shows that it 
had comparatively aggressive views on Chinese growth but has recognized 
a shift.  Whether it is analyzing the driver’s of that shift, including climate 
change, is less clear. 

2	 http://investor.chevron.com/phoenix.zhtml?c=130102&p=irol-EventDetails&EventId=5196639
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Chevron's Future Role:  As a premier developer of energy resources with a focus on capital efficiency, Chevron will play a prominent 
role in meeting global energy demand as energy and climate policies evolve. Our experience and portfolio, which includes significant 
reserves and investment in natural gas, is well positioned to support an affordable and lower carbon energy future.

Chevron's prominent role in meeting global energy demand is ensured by our strong queue of opportunities, our disciplined approach 
to capital allocation, portfolio management, decision making, and risk management—the hallmarks of a premier developer and operator. Energy 
development and production decisions are made with a clear view to the future.

Operationally, Chevron continues to address greenhouse gas emissions and explore innovative low carbon energy technology. This includes continually 
improving the energy efficiency of our operations, one of the world's largest geothermal energy portfolios, significant investments in two of the 
world's largest CO2  storage projects, advanced biofuels research, and investments to reduce our equity greenhouse gas emissions from flaring and 
venting. These actions span all phases of technology development from research to demonstration and deployment. Together, this ensures Chevron 
will have the institutional knowledge and organizational capability to meet future energy requirements and take advantage of alternatives as they 
mature in terms of cost and scale.

IEA studies referenced above indicate significant ongoing demand for both oil and natural gas to meet global energy needs. Particularly noteworthy is 
the growth in demand for natural gas in both their primary demand and 450 Scenarios. Natural gas is a growing part of Chevron's portfolio—in 2014, 
gas was 33% of our total oil and equivalent gas production. 2014 year-end proved gas reserves were 43% of our total oil and gas reserves. We expect 
our gas production to grow in coming years reflecting our reserves position, which is a reflection of our increasing gas investments around the world.

Given our portfolio and capital discipline, as well as our knowledge and experience with emerging energy technologies, Chevron is well positioned to 
provide affordable energy in a lower carbon energy future.

Carbon Tracker Comment:  

A “disciplined approach to capital allocation, portfolio management, de-
cision making, and risk management” is important, but it remains unclear 
how, in quantitative terms, this plays out in the company.  Like many of its 
competitors, Chevron appears to have been caught by the current low-price 
environment raising questions about preparedness. As current commodity 
prices are demonstrating, fossil fuels may well be affordable to consumers, 
but this is hurting margins and is not sustainable for producers.

Could gas growth disappoint?
Chevron asserts that gas will play a significant role in any energy transition.  
Most low-carbon scenarios do model a role for gas, though there is always 
risk of oversupply.  Taking the IEA 450 Scenario projections for gas demand, 
Carbon Tracker estimates that roughly $17.4 billion of Chevron’s potential 
gas capex through 2025 would not be needed in the North America, EU, 
and LNG markets.  Chevron contends that it will manage its investments 
accordingly, but it does not view the two-degree climate targets as likely.
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Investing in new
technology?

Finally, it is unclear how much strategic emphasis is placed on Chevron’s 
efforts in the areas of geothermal technology, carbon storage, and biofuels.  
Chevron’s most recent 10-K, for example, does not provide segmented anal-
ysis of these efforts, suggesting they play a small role in the business.  Many 
of its geothermal projects appear to be a legacy from a 1971 development 
in the Philippines.1  It does not help that, in September 2014, Chevron sold 
off its 48-member renewables division.2

1 http://www.chevron.com/documents/pdf/philippinesfactsheet.pdf
2	 http://www.ibtimes.com/chevron-finalizes-sale-its-clean-energy-subsidiary-marking-lat-
est-oil-industry-move-1677212
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History is littered with examples of 
companies that failed to adapt to significant 
transformations that affected their businesses; 
regulatory and technological actions to address 
climate change may pose such a threat to the 
fossil fuel sector.  Investors need more than an 
assertion that any such transition is unlikely or 
that it can be managed; they need to be shown 
management’s view of the impact of climate 
policy targets and how it is changing as risks 
increase. 

To date, required regulatory disclosures have 
failed to elicit sufficient company responses and 
voluntary disclosures, while more to the point, 
do not provide the decision-relevant information 
that investors need.  Other oil and gas and 
integrated mining companies are starting to 
take public steps to stress test their business 
models; from Chevron, very little information 
has been forthcoming. 

Conclusion

Understandably, oil and gas companies are 
focused on managing through the low oil price 
environment but they should not lose sight of 
the horizon. International climate targets pose 
an ongoing threat to demand; fuels that don’t 
fit within those low-carbon targets are therefore 
potentially exposed.  This means that if and 
when oil prices meaningfully recover, companies 
will have to make difficult long-term investment 
decisions—do they treat higher prices as a 
return to business as usual, or do they exercise 
capital discipline within a more volatile demand-
constrained future?  

Current disclosures do not make clear that 
companies are open to that form of capital 
discipline nor do they offer clear insight into 
management’s thinking in such a contingency; 
a two-degree stress test would help fill the 
gap. We therefore believe that investors should 
continue to seek a two-degree stress test.  
Companies should do the maths and stress-test 
their stable of potential projects against a two-
degree demand scenario.

3
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