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Subject: 	Grounds for a ‘FOR’ vote on Chevron shareholder resolution requesting that the company recommend an independent board candidate with a high level of expertise and experience in environmental matters relevant to oil companies. 

Date:		April 19, 2012

Contact:	Patrick Doherty, New York State Comptroller’s Office,  pdoherty@osc.state.ny.us,  212-681-4823

Shareholders are encouraged to vote FOR the following resolution:

RESOLVED: Shareholders request that, as elected board directors’ terms of office expire, at least one candidate be recommended who:

· has a high level of expertise and experience in environmental matters relevant to hydrocarbon exploration and production and is widely recognized in the business and environmental communities as an authority in such field, as reasonably determined by the company’s board, and
· will qualify, subject to exceptions in extraordinary circumstances explicitly specified by the board, as an independent director under the standards applicable to the company as an NYSE listed company,

in order that the board includes at least one director satisfying the foregoing criteria, which director shall have designated responsibility on the board for environmental matters.

Rationale for a ‘FOR’ vote:

I. Chevron faces reputational risks, and significant direct financial losses, and has received an extraordinary level of negative media attention regarding environmental incidents in the past.

A. Indigenous Ecuadorians first brought a suit against Texaco (which later became a part of Chevron) in 1993[footnoteRef:1] after 18 billion gallons of toxic waste products were dumped into unlined pits between 1972 and 1992.[footnoteRef:2]   [1:  “U.S. Court Rules Against Chevron in Ecuador Case.” San Francisco Chronicle. Sept 20 2011, available at http://www.sfgate.com/cgi-bin/article.cgi?f=/c/a/2011/09/19/BU5B1L6N82.DTL]  [2:  “Texaco Faces $1 Billion Lawsuit.” BBC News. Oct 22 2003, available at http://news.bbc.co.uk/2/hi/americas/3212698.stm http://news.bbc.co.uk/2/hi/americas/3212698.stm ] 

1. The Ecuadorian plaintiffs testified that the oil waste caused crop damage, rainforest destruction, livestock death, and increased cancer rates in the area.2 After years of struggle on both sides, the Ecuadorian courts ruled against Chevron in February 2011, at which point many of the toxic pits had been sitting in the Ecuadorian rainforest for over twenty years. Chevron was issued an $18 billion total fine, including $9 billion in environmental costs.[footnoteRef:3]   [3:  “Chevron Loses Injunction in $18 Billion Ecuador Case.” Reuters. Jan 26 2012, available at http://www.reuters.com/article/2012/01/26/us-chevron-lagoagrio-injunction-idUSTRE80P1HE20120126] 

2. Chevron has opposed this suit from the start, claiming that the entire court procedure was fraud and appealing to make any ruling of the Ecuadorean court unenforceable.[footnoteRef:4] A New York court injunction initially issued in Chevron’s favor in March 2011 that sought to block the enforcement of the $18 billion judgment was thrown out in January 2012, and Chevron is now pursuing another appeal to prevent the fine from being enforceable, and for which they will have to set aside substantial appeal bond money.[footnoteRef:5]  In addition, given a chance to issue a public apology to those whose health and livelihoods had been affected by the contamination, and even when offered a smaller fine as incentive to do so, Chevron declined.  [4:  “Chevron Accused of Racism as it Fights Ecuador Polluting Ruling.” The Guardian. Jan 4 2012, available at http://www.guardian.co.uk/business/2012/jan/04/chevron-accused-racism-ecuador-pollution]  [5:  “Chevron Loses Injunction in $18 Billion Ecuador Case.” ] 

3.  Shareholders are concerned about possible mismanagement of the Ecuador case. In 2011, shareholders filed a resolution for the 2012 proxy season asking Chevron to amend its bylaws to give shareholders of 10% of outstanding shares the right to call a special shareowner's meeting concerning (in part) mishandling of the Ecuador law suit. One item of concern to shareholders is a report in the New Yorker in 2012 that the company was offered a $140 million settlement in 2001, which it declined, and it is estimated that Chevron now spends that much money every year fighting the case.[footnoteRef:6] [6:  Keefe, Patrick Radden. “Reversal of Fortune.”  The New Yorker, available at http://www.newyorker.com/reporting/2012/01/09/120109fa_fact_keefe?currentPage=all ] 

4. The case has brought much negative attention to Chevron over the years, and continues to damage the company’s reputation. In 2009, 60 Minutes, the most watched news broadcast in the United States, aired a piece called “Amazon Crude” about the damage that has been caused in the Ecuadorian rainforest. [footnoteRef:7] An independent film documentary on the same topic called “Crude” was also made that year.[footnoteRef:8] This ongoing incident, and Chevron’s seemingly insensitive way of dealing with the environmental destruction that has been caused, has damaged Chevron’s reputation among shareholders and the public.  [7:  http://www.cbsnews.com/video/watch/?id=4988079n]  [8:  http://www.crudethemovie.com/] 


B. A drilling accident in November 2011 in Brazil caused 3000 barrels of crude oil to seep into the Atlantic Ocean from the seabed. 
1. Following the spill, which occurred in the Frade Field off the coast of Brazil, a suspension of offshore exploration was imposed on Chevron, and the oil workers union in Brazil is asking for Chevron’s offshore drilling contract to be revoked entirely. The company has already been charged $110 million in fines due to the incident, and an additional $11 billion civil lawsuit was filed by Brazilian prosecutors in November 2011. After further leaks were found in March, the suit has been increased to $22 billion, and the prosecutor attests that the spill has still not been contained.[footnoteRef:9]   [9:  “Chevron Brazil Suits Double to $22 Billion With New Claim.” Bloomberg. April 4 2012, available at http://www.bloomberg.com/news/2012-04-04/chevron-sued-for-another-11-billion-on-brazil-oil-spill.html  ] 

2. Sixteen executives from Chevron and the rig operator Transocean Ltd. (who was also the rig operator for the BP disaster in 2010) have been charged with environmental crimes related to the spill. Chevron has been accused of operating irresponsibly and in noncompliance with technical requirements related to the drilling. Further unexplained leaks were found in March 2012, and production had to be put on hold.[footnoteRef:10] [10:  “Chevron Sees Criminal Charges in Brazil as Unfounded.” Fox News. March 29 2012, available at http://www.foxbusiness.com/news/2012/03/29/chevron-sees-criminal-charges-in-brazil-as-unfounded-report/#ixzz1qWATkuBm] 


C. Operations in the Niger Delta have caused ongoing pollution, as well as environmental incidents.  
1. A fire of unknown causes broke out on a natural gas rig in Nigeria on January 16, 2012. It burned for 46 days, causing two deaths, local evacuations, and polluting water, killing fish, and increasing health issues in the meantime.[footnoteRef:11] Although the company began to drill a relief well in February, according to the 2012 Chevron 10-K, the fire was finally stopped only by dislodged rock fragments that fell into and plugged the gas leak in the underground well, extinguishing the flames.[footnoteRef:12]  [11:  “Chevron Fire in Niger Delta Enters Week Four.” Global Post. Feb 6 2012, available at http://mobile.globalpost.com/dispatch/news/regions/africa/nigeria/120206/nigeria-news-chevron-fire-niger-delta-enters-week-four]  [12:  “Nigeria: Chevron Gas Fire Stops Burning.” BBC News. March 6 2012, available at http://www.bbc.co.uk/news/world-africa-17272013 ] 

2. Chevron has been operating in Nigeria for almost 50 years, and during that time has used flaring practices and caused environmental pollution. The long-term pollution in the Niger delta area has prompted Chevron and USAID to set up a $50 million fund to make reparations for damages.[footnoteRef:13] Over the years environmental incidents have caused civil unrest and prompted protests. For example, a high-profile lawsuit alleging Chevron’s compliance in the killings of two protesters in 1998 by Nigerian security forces was only recently settled.[footnoteRef:14] [13:  “Chevron, US Agency set up Niger Delta Fund.” Reuters. Feb 17 2012, available at http://www.reuters.com/article/2011/02/17/nigeria-delta-chevron-idUSLDE71F2GM20110217]  [14:  “Chevron Wins Verdict Against Nigerian Protesters Over Killings.” Bloomberg. Dec 2, 2008, available at http://www.bloomberg.com/apps/news?pid=newsarchive&sid=aOy1KI8BbIsA&refer=africa ] 


D. Chevron’s Kazakhstan operations, which represent 22% of net proved reserves, have been fined millions of dollars for different environmental malpractices. 
1. In 2007, the company was fined $609 million, largely because the company had not properly dealt with a large amount of stored solid sulfur that was being kept in the open air and was causing pollution concerns.[footnoteRef:15]  [15:  “Kazakhstan Fines Cevron-led Group $609 Million.” The New York Times. Oct 3 2007, available at http://www.nytimes.com/2007/10/03/business/worldbusiness/03iht-chevron.4.7738394.html ] 

2. Chevron is also being fined $1.4 million in Kazakhstan for the unauthorized flaring of natural gas, that occurred in 2010.[footnoteRef:16]   [16:  “Chevron Kazakhstan Venture Fined $1.4 Million.” San Francisco Business Times. July 22 2012, available at http://www.bizjournals.com/sanfrancisco/stories/2010/07/19/daily65.html] 


E. Domestically, Chevron has had several civil penalties imposed against them by the California Air Resources Board in 2008, 2009, and 2011 for issues relating to the company’s gasoline not meeting regulations. Chevron is expected to pay hundreds of thousands in fines for these penalties. Chevron is also involved in ongoing disputes with the Hawaii Department of Health and the EPA about similar violations. The company recently paid the state of Utah a $550,000 penalty, in addition to $4 million in damages and restoration projects, for two spills that occurred in 2010.[footnoteRef:17]  [17:  Chevron 2012 10-K Report, p 32] 


These numerous environmental accidents and controversies, and the fines that result, suggest that Chevron’s board provides inadequate oversight of Chevron’s policies, procedures, incentives, risk management and accountability mechanisms relating to environmental issues.  Proper board oversight of management would be greatly enhanced by having an independent board member with environmental expertise.  This person would provide knowledge and experience, and add an environmental focus to decision making at the highest level of the company, helping to restore the trust of both shareholders and the public.


II. Good environmental management is crucial to avoid and mitigate risks.

A. For the oil majors, it is critical to have environmental expertise on the board because of the magnitude of the environmental risks inherent to the industry. BP’s Macondo well blowout in the Gulf of Mexico proves the ‘bet the company’ level of environmental risk endemic to the industry.  
1. Chevron is aware of the scope of environmental risks it faces, stating in its 10-K form that it “produces, transports, refines and markets materials with potential toxicity, and it purchases, handles and disposes of other potentially toxic materials in the course of its business. Chevron operations also produce byproducts, which may be considered pollutants…Any of these activities could result in liability or significant delays in operations arising from private litigation or government action, either as a result of an accidental, unlawful discharge or as a result of new conclusions on the effects of the company’s operations on human health or the environment.”[footnoteRef:18] [18:  Chevron 2012 10-K Report, p 30] 

2. Chevron also recognizes the need to deal with these risks in the most strategic way possible. They acknowledge, “Chevron’s results depend on its ability to identify and mitigate the risks and hazards inherent to operating in the crude oil and natural gas industry…failure to manage these risks effectively could result in unexpected incidents, including releases, explosions or mechanical failures resulting in personal injury, loss of life, environmental damage, loss of revenues, legal liability and/or disruption to operations.”[footnoteRef:19] The most effective way to identify and mitigate these risks is to have a board member with environmental background and expertise who ensures, on an on-going basis, that all appropriate governance structures are in place.   [19:  Chevron 2012 10-K Report, p 30] 


B. If a company is unable to show that its environmental policies and practices align with nationally and internationally accepted standards, it will experience difficulty raising new capital and obtaining regulatory licenses. Climate change and environmental issues continue to garner political attention and related laws and regulations are constantly changing. As Chevron mentions in its 10-K report,

“International agreements and national or regional legislation and regulatory measures to limit greenhouse emissions are currently in various stages of discussion or implementation. These and other greenhouse gas emissions-related laws, policies and regulations may result in substantial capital, compliance, operating and maintenance costs….Greenhouse gas emissions that could be regulated include those arising from the company’s exploration and production of 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 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 products.”[footnoteRef:20]  [20:  Chevron 2012 10-K Report, p 31] 


Regulations affect nearly all aspects of Chevron’s business and the costs of complying with them, along with the costs for environmental protection and remediation, can be substantial. In 2011, the company’s environmental costs totaled $2.7 billion,[footnoteRef:21] demonstrating the importance of carefully considering environmental issues in every top company decision.  [21:  Chevron 2012 10-K Report, p FS-15] 


C. A well-qualified board member with environmental expertise will help to hold management accountable for the mitigation of environmental risks. Many companies take into consideration or actively seek out, among other things, environmental knowledge and experience when nominating directors for this reason. The perspective provided by a person with environmental skills and experience included in his or her background is, according to ConocoPhilllips, “valued as [companies] implement policies and conduct operations in order to ensure that our actions today will not only provide the energy needed to drive economic growth and social well-being, but also secure a stable and healthy environment for tomorrow.”[footnoteRef:22] There is also, according to experts in the field, an “expectation that these board members will guide corporate decisions in ways that will have a positive environmental impact…[and] stakeholder theorists would view their inclusion as a positive move.”[footnoteRef:23] [22:  ConocoPhillips 2011 Proxy Statement, p 13]  [23:  Hartman and Mallette. “Impact of Board Structure and Stock Ownership on Toxic Releases by U.S. Industrial Manufacturing Firms.” The Journal of Global Business Management. 2008.] 



III. Chevron’s current board members do not demonstrate adequate environmental expertise.

A. None of Chevron’s current thirteen board members, nor the most recent nominee Charles Moorman, have the necessary background and experience in the environmental field to be able to best educate the company on and mitigate environmental risk and preserve shareholder value and a positive reputation.
1. Even the current Vice President of Health, Environment, and Safety has no apparent environmental background, having “held a broad range of assignments of increasing responsibility in drilling, production engineering, human resources, operations, asset management, business development, planning and corporate staff” but nothing that would indicate environmental expertise.[footnoteRef:24]   [24:  http://www.chevron.com/about/leadership/corporateofficers/lohec/ ] 

2. In last year’s opposition statement to a similar shareholder resolution, Chevron states, “Your Board agrees that its membership should include broad experience or expertise in environmental issues”[footnoteRef:25] and perhaps to follow through on this statement, it has recently been announced that Charles Moorman has been nominated to Chevron’s Board of Directors to be voted on at the 2012 Annual Meeting. Mr. Moorman is the President and CEO of Norfolk Southern Company, and serves on the boards of five different groups already, including the Nature Conservancy of Virginia.[footnoteRef:26] While his involvement with the Nature Conservancy is admirable, serving on the trustee board of an environmental organization does not constitute environmental expertise as contemplated in the resolution, and it is very much uncertain whether Mr. Moorman would be able to provide Chevron with the environmental focus and guidance at the highest level of management that is important for the company’s success. His background is in engineering, with experience in transportation, technology, telecommunications, and corporate services.[footnoteRef:27] The source of environmental expertise on Chevron’s board should be someone who has, among other knowledge and experience, studied and worked in the environmental field for a significant time.   [25:  Chevron 2011 Proxy Statement, p 75]  [26: http://www.chevron.com/chevron/pressreleases/article/03282012_charleswwickmoormannominatedtochevronboardofdirectors.news ]  [27:  http://people.forbes.com/profile/charles-w-moorman/58102 ] 

 
B. Other companies in the energy sector have taken the lead on this matter and Chevron risks falling behind the competition by not nominating a director with environmental expertise. 
1. Victoria Tschinkel has been a member of the Board of Directors at ConocoPhillips since 2002. She also served as the Secretary of the Florida Department of Environmental Regulation from 1981 to 1987, was the Senior Environmental Consultant to Landers & Parsons from 1987 to 2002, and was the Director of the Florida Nature Conservancy from 2003 to 2006. The 2011 Proxy Statement discusses the value she adds to the company as a director, saying, “Ms. Tschinkel’s extensive environmental regulatory experience…[and]…her relationships and experience working within the environmental community position her to advise the Board on the impact of our operations in sensitive areas. The Board believes her experience and expertise in these matters make her well qualified to serve as a member of the Board.”[footnoteRef:28] [28:  ConocoPhillips 2012 Proxy Statement, p 19] 

2. John F. Turner is a member of U.S. Peabody Energy Corporation’s Board of Directors. His diverse resume includes serving as the Director of U.S. Fish and Wildlife Service from 1989 to1993, and the Assistant Secretary of State for the Bureau of Oceans and International Environmental and Scientific Affairs from 2001 to 2005. Mr. Turner was also the President and CEO of The Conservation Fund, is a Chairman of the University of Wyoming, Ruckelshaus Institute of Environment and Natural Resources, and a member of U.S. Peabody Health, Safety and Environmental Committee.[footnoteRef:29] [29:  U.S. Peabody 2012 Proxy Statement, p 9] 

3. Kathryn Fuller is member of the Board of Directors for Alcoa Corporation. In addition to her involvement in many other organizations, she was the U.S. Department of Justice Chief for the Wildlife and Marine Resources Section from 1981 to 1982, was involved with The Conservation Foundation from 1982 to 1989, and served as President and CEO of World Wildlife Fund U.S. from 1989 to 2005.[footnoteRef:30] Each of these board members who have demonstrated extensive experience and expertise in environmental matters are helping their companies best manage environmental, financial, and reputational risk, and are upholding shareholder value with the valuable environmental focus they bring to high level company strategy.  [30:  http://www.alcoa.com/global/en/about_alcoa/corp_gov/directors/Kathryn_Fuller.asp ] 

4.  Diamond Offshore Drilling has among its independent directors Vice Admiral Paul Gaffney, U.S. Navy (Ret.), currently President of Monmouth University.  From 1996 to 2000, Vice Admiral Gaffney was the Chief of Naval Research.  He was also the senior uniformed oceanography specialist in the Navy, having served as commander of the Navy Meteorology and Oceanography Command from 1994 to 1997.  He has been the Naval Research Laboratory commander and worked in a number of other science and oceanography administration assignments.  Gaffney served as a commissioner on the U.S. Ocean Policy Commission from 2001 to 2004 and is a public trustee for the New Jersey Sea Grant Consortium.  He graduated from the U.S. Naval Academy in 1968.  He has a masters in mechanical engineering (ocean) from Catholic University and a masters in business administration from Jacksonville University.[footnoteRef:31]  [31:  http://investing.businessweek.com/research/stocks/people/person.asp?personId=12169607&ticker=DO:US&previousCapId=338612&previousTitle=DIAMOND%20OFFSHORE%20DRILLING ] 



Conclusion:

Chevron, as an international energy company with operations across five continents, is exposed to environmental risk and opportunity in nearly every part of its business—many of these risks are of ‘bet the company’ magnitude, as BP’s recent disaster in the Gulf of Mexico demonstrates. Environment and sustainability related risks are of great concern to shareholders and the public, and past environmental incidents, controversies, and fines indicate that they are not being dealt with at the most strategic level by Chevron. Chevron’s board lacks a director with adequate environmental expertise to enable the company to operate at its best, even if Mr. Moorman is elected. An independent director who holds relevant environmental skills along with other qualifications would allow Chevron to most effectively address environmental issues and would demonstrate the company’s seriousness to do so. Shareholders should vote ‘FOR’ the resolution. 
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