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Re: Staff Paper Exploring a Possible Method of Incorporation 

Chevron Corporat ion apprec iates the opportunity to provide comments to the Securities and Exchange 
Commission (the "Commission") on the Staff Paper "Exploring a Possible Method ofIncorporation " 
(the "Staff Paper") dated May 26, 2011. We appreciate the Commission's efforts to seek input from U.S. 
issuers as part of its work plan to reach a decision on whether - and how - to incorporate Internationa l 
Financial Reporting Standards (lFRS) into the U.s. financial reporting system. 

Chevron is a globa l, integrated energy company based in San Ramon, Cali fornia. The company explores 
for, produces, and transports crude oi l and natura l gas; refines, markets and distributes transpol1ation fuel s 
and other energy products; manufactures and sells petrochemical products; generates power and produces 
geothermal energy; provides energy efficiency solutions; and is developing energy resources for the 
future, including biofuels. The company's activities are widely dispersed geographically, with operat ions 
In orth America, South America, Africa, Asia, Australia and Europe. 

The Commission ' s decisions regarding whether and how to incorporate IFRS into l,J.S. financial reporting 
will have far-reaching consequences for U.S. issuers and the U.S. economy at large. While a single set of 
global accounting standards would provide certain benefits and effic ienc ies for some issuers, we believe 
the benefits wou ld be modest, at best, for Chevron and most other companies. On the other hand, the cost 
of implementing the new standards could be sign ificant, wh ich underscores the importance of developing 
a well-planned, comprehensive and cost-effective alignment and transition plan. The method of 
incorporation proposed in the Staff Paper could be a positive step in that direction, but provides 
insufficient detail to fu lly assess overall cost-effectiveness relative to other alternatives. Issuers will not 
be able to make such an assessment until the detailed transition plan is developed. 

While the Financial Accounting Standards Soard and International Accounting Standards Board (the 
"FASB", the "lASS", and collectively the "Boards") have made progress on resolving differences 
through the Memorandum of Understanding (MOU) convergence projects agreed to by the Boards, it is 
clear that some important differences will still ex ist after their completion, as ev idenced by the recently 
completed final standard on fair va lue measurement and d iscuss ions to date regarding financial 
instruments. It is also clear that under the proposed methodology the intent to relain certain aspects of 
existing U.S. GAAP will compound these differences. As such, we believe that the endorsement protocol 
must be carefully considered and incl ude a clear path to resolving differences in a reasonable time period 
and in a manner that would truly result in achieving the original objective of common, globally-accepted 
accounting standards, if the decision is made to proceed to adoption of IFRS. Both Boards must be 
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commined to ensure that local standards and carve-outs do not become permanent and material 
differences. Acceptance of such permanent differences would call into question the entire value 
proposition regarding a U.S. adoption of IFRS. We respectfully suggest these issues should be explored in 
more detail before a decision is made on the broader question as to whether to incorporate [FRS into the 
U.S. financial reporting system, and the secondary question of conversion methodology. 

We note that the proposed methodology does not explicitly address how certain differences between )FRS 
and exist ing U.S. GAA P would eventually be resolved. For example, lAS 2 -inventories, does not 
recogn ize LIFO as a valid inventory costing method. As explained in our April 16,2009 comment letter, 
elim ination of LIFO inventory accounting would represent a major impediment fo r many U.S. companies . 
Chevron would object to any plan to incorporate (FRS into U.S. GAAP if it results in a sign ificant cash 
income-tax penalty for our company. Other sign ificant differences include oil and gas accounting, 
impainnent of assets, and account ing for property, plant and equipment. 

We appreciate that the Commission is faced with a very complex and high-impact decision regarding the 
incorporation of IFRS into U.S. financial reporting. We a lso recogn ize there is signi ficant pressure for the 
U.S. to reach a decision on IFRS incorporat ion during 20 11 . While we are confident in the Comm iss ion' s 
ability to assess whether IFRS is the best set ofaccounting standards for U.S. registrants, we respectful ly 
suggest this decision should not be made until the Boards complete the MOU convergence projects. We 
also suggest that a decision should not be made until the Boards establish a clear plan as to how the 
remaining substantive differences between the two bodies of standards will be addressed. These two 
prerequisites are both critical to assess the cost effectiveness of incorporating IFRS into U.S. GAAP and, 
in our view, are j ustifiable reasons for delaying a dec ision until such work is complete. 

Our deta iled responses to specific aspects of the proposed framework are included in the attached 
appendix. 

We appreciate the opportunity to comment on this proposal on a possible method of incorporation of 
IFRS into U.S. GAAP and hope our com ments are helpful to the Commission in its continui ng 
deliberations. If you have any questions on the content of th is letter, please contact AI Z iamik, Ass istant 
Comptroller, at (925) 842-5031. 

Very tru ly yours, 
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Appendix - Responses to Exploring a Possible Method of Incorporation 

In genera l, we believe the proposed framework could represent a practical approach to incorporating 
IFRS into the U.S. fi nancial reporting system, provided that cenain import'ant details are fully resolved. 
The proposed plan to retain U.S. GAAP will hel p alleviate many of the issues that wou ld have been 
created by fu lly replaci ng U.S. GAAP with lFRS, and the endorsement protocol is consistent with other 
major juri sdict ions that have incorporated IF RSs into their national reporting framc\vork . The gradual 
incorporation of IF RS into U.S. GAAP cou ld help to reduce implementation costs fo r U.S. issuers, 
m ini mize disruption to the fi nancial reporting system, and a llow investors time to become familiar wit h 
the new requirements. However, a comprehensive, stable and cost-effi cient implemen tation plan must be 
deve loped to achieve these potential benefit s relati ve to the other adoption alternat ives. 

The proposed framework provides helpful new clarity into how the Com mission and the F ASB would 
exercise authority over the content of u.s. GAAP and financial reporting requirements. Under the 
proposed methodology, the FASS retains its role as national standard setter for the United States. We 
fully support the FASS retaining it full authority over U.S . GAA P and be lieve that the FASS is cri tica l to 
mainta ining a voice for U.S. constituents in globa l standard setting. While th is env isioned role allows the 
FASB to issue added d isc losure requirements, supplementa l or interpret ive gu idance, or address 
issues/topics not spec ifically covered by IFRS, the stated objective is for any FASS modificat ions to be 
rare, and for U.S. GAAP to remain consistent w ith IFRS. We support the objective of avoid ing a 
sign ificant number of except ions or differences, and respectful ly suggest that the incorporation protocol 
shou ld include clear requirements for the Boards to address such gaps or differences in a reasonable time 
period to avoid establishment of pennanent differences and '''carve-outs.'' 

The proposed framework states that U.S. constituents wi ll have the ability to innuence the lASS's 
standard-setting process and have their interests cons idered. To make thi s feedback effect ive, the FASS 
and lASS must prov ide outreach and opportunity for comment early in the process of agenda 
development and in the development o r modification of standards. In certa in instances, such as regarding 
industry-specific standards, it may be useful fo r the FASB and U.S. constituents o r industry groups to 
joint ly meet w ith the lASS to discuss the standards. 

Implementation Cost and Effort 

The company's analysis of the Exposure Drafts related to the c urrent convergence effort between U.S. 
GAAP and IFRS indicated the s tandards, as pro posed, would have an unprecedented level o f impact o n 
the company's financ ial systems. The company's total est imated cost fo r retrospective adopt ion of the 
primary convergence topics ( leases, revenue recogn it ion, fi nancial statement presentatio n and financia l 
instruments) exceeds $400 million. The majori ty of the cost stems from modifications required to the 
com pany's financia l reporting systems to incorporate the new requirements. These estimates are far 
greater than we envisioned when fi rst supporting a move to IFRS as the single set of global accounting 
standards, and call into quest ion the emire value proposition of close alignment with, o r incorporat ion of, 
IFRS. We believe the endorsement protocol should explicitly and fu lly consider costs and benefits in 
making a decision whether to incorporate an LFRS standard. 
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In addition to the convergence·re lated implementation costs, the incorporation of IFRS into U.S. GAA P, 
whether one-time or gradual, wi ll require significant, additiona l inveslments of time and resources for 
U.S. issuers. In our view, finding an efficient method for incorporation that clearly minimizes 
implementation cost is critical, s ince the benefits of both convergence and incorporation of [FRS are 
limited . We believe that a cost·cfficient approach will best protect the interests of U.S. investors by 
enabl ing U.S. issuers to focus investment of resources on business activ it ies that contribute to economic 
growth and shareholder value. 

Comprehensiveness oflFRS 

There are a number of accounting areas in U.S. GAAP that are not addressed in IFRS. There are a lso 
many areas of sign ificant differences between the U.S. GAAP and IFRS that are not addressed by the 
existing set of MOU projects. In our opinion, the Commission should not make a fonnal decision on IFRS 
until the FASS and the lASS have developed and committed to a detailed plan and timeline for resolv ing 
all substantive differences between the two bodies of standards. 

The proposed methodology does not explic itly address how certain differences between IF RS and 
existing U.S. GAAP would eventually be resolved . For example, LAS 2 -inventories, does not recogni ze 
LIFO as a val id inventory cost ing method. As explained in our April 16, 2009 comr:n en t lener, el imination 
of LIFO inventory accounting wou ld represent a major impediment to many U.S . companies. Chevron 
would object to any plan to incorporate IFRS into U.S. GAAP if it results in a significant cash income-tax 
penalty for our company. 

We are a lso concerned with how industry-specific guidance in U.S. GAAP wi ll be impacted by the 
incorporation of IFRS. For example, ASC 932 addresses the accounting requi rements for oi l and gas 
activities. The account ing gu idance is used extensively in the Un ited States as well as other jurisdictions 
which do not have accounting gui dance specific to this area. While the lASS has had a research project to 
develop an extractive industries standard since 2003, this effort has not been formatly added to the IASB 
agenda. In 20 I0, the lASS project team published a Discussion Paper which introduced a new, and novel 
accounting model for extractive activities; however, insufficicntjustification was provided regard ing 
whether the proposed model was superior to present practice as defined under ASC 932. The proposed 
model was challenged by both U.S. and international com panies in the extract ive industry during the 
comment process. The direction of this project raises concern regarding the standard-setting process when 
industry-specific guidance is to be developed under IFRS. 

To address these and other exist ing gaps in rFRS, we suggest the Commission require the FASS to seek 
comment on the individuallFRS standards prior to incorporation into U.S. GAA P. Comments from 
preparers, users, and auditors will help identify any unintended consequences and he lp ensure the 
proposed changes are cost effective. T he comments will also help identify whether any additions, 
modifications, or deletions may be req uired prior to incorporating the IFRS standard . 

Transition Plan 

Should the Commission decide the incorporation IFRS is a significantly and sufficiently value-adding 

change for investors and issuers, we are support ive of the proposed methodology for gradually 
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incorporating IFRS into U.S. GAAP. We believe the proposed approach would reduce tran sition cost, 
effort and risk relative to a sing le date or firsHime adoption approach; however, the benefits achieved by 
a more gradual approach w ill be highly dependent on the detailed transition plan st ill to be developed by 
the F ASB. We agree with the Commission's observation that particular attention will need to be paid to 
interdependencies between existing U.S . GAAP standards, given the lack ofa one-to-one mapping 
between IF RS and existing U.S. GAAP. Incomplete considerat ion of these interdependencies could result 
in increased systems conversion costs and retraining resu lting from multiple changes. 

The transition plan must be based on a realistic timeline for implementing the IFRS·standards. We agree 
w ith the Commission's suggest io n that organizing or groupi ng the IFRS standards into the several 
prioritized categories should ease transition and help reduce implementation costs. 

Regarding those IFRS standards in Category I (MOU Projects), we respectfully po im out that completion 
of reasonably converged standards for revenue recogn ition and lease accounting is not expected until the 
first half of20 12, following re·exposure fo r additional comment later this year, It also appears likely to 
some observers that the financial instruments proposals wi ll require re·exposure in 2012. The project on 
financial statement presentation is sti ll on hold following re·prioritization in 2010 a!ld may not be re· 
in itiated until later in 20 II. We com mend the Boards' efforts to realistically prioritize their work and 
fully consider the feedback provided by a ll stakeholders on the exposure drafts issued in 20 I 0, and in 
particul ar, to explore ways to reduce the potential complexity and cost of imp lementation. We also 
commend the Boards' deci sion to re· expose certain standards prior to completion, We believe the Boards 
must take the time necessary to complete this important work even if it means that final standards are 
delayed past 20 II. Issuers would not be ab le to fully deve lop their implementation plans until after these 
standard·setter activities are complete. We raise these points to emphasize the importance o f setting 
practical effective dates for the Category I items on the transition plan. 

The Staff Paper mentions under the discussion of Category 2 (lFRSs Subject to Standard Setting) that the 
FASS wou ld need to reassess and modifY its transition strategy in the event that a project were removed 
from or deferred on the standard·setter agenda . From the perspective o f the U.s. issuer, we believe it wi ll 
be d iffi cu lt in practice to maintain the flexi bility required for such ongoing changes to the transition plan . 
Many o f these projects could require systems modifications, and continual changes to the plan wi ll 
introduce re·work and increase the cost of such systems modifications. As noted in our comments dated 
January 19,201 1 to the FASB on the Discussion Paper - Effective Dales and Trallsitioll Methods, a 
carefully coordinated, sequenced approach of implementing new accounting standards will significantly 
reduce cost and disruption to the company's financial reporting process, This is ach'ievable o nly if the 
transition plan is stable. As has occurred w ith revenue recognition and lease accounting, it is clear that 
adequate time must be allowed for the standard·setting work to be completed and interdependencies 
between multiple standard s will need 10 be fully understood prior to setting the detailed transition plan. 

We believe that Category 3 (All other existing IFRSs and areas not addressed by IFRSs) wi ll require 
significant additional standard·setter work that should not be underestimated. In the previous section, we 
mention two topics, extractive industries and inventory that require further joint work by the Boards to 
close important gaps in existing (FRS. These are only two of a broader set of addit ional issues that shou ld 
be addressed in future convergence work and/or (FRS development. It may be that Category 3 of the 
proposed transition plan needs to be subdivided into two pieces: I) known gap areas such as industry· 



July 28, 2011 
Page 6 

specific standards and invcnlory. not currently on the lASS standard-setting agenda; and 2) [FRSs that 
arc clearly un likely to need further convergence or development prior to incorporation into u.s. GAAP. 

The Staff Paper discusses that Category 3 IFRSs shou ld a llow for prospective appl ication of the new 
standards whenever poss ible. We strongly agree with the use of prospective application, and encourage its 
use for Category I and 2 topics as well. Prospective ~ pplication is clearly morc COSf-effic ient. 

For top ics in Categories 2 and 3, we agree the F ASB wou ld need to consider whether elements of the 
ASC that were not replaced by the requ irements of one or more of IFRSs should be retained, removed or 
mod ified . We believe great caution will need to be exercised in this determination, particularl y when 
removing or modifying current ASCs, to ensure sufficient accounti ng guidance is retained within U.S. 
GAAP. 

Given the large amount of work ahead for the Boards, we believe great care should .be used in 
determining the length of the transition period. If additional convergence or development projects are 
added to the standard-setting agenda, the Boards' will continue to be fully occupied for some time to 
come. Experience from the MOU projects suggests that more time is required when making such 
substantive changes to ensure adeq uate time for outreach and deliberation. 

Finally. IFRS I requ ires companies which adopt IFRS to di sclose the impact of IFRS on the company's 
financia l statements. Aside from limited exceptions, the intent of IFRS I is fo r companies to 
retrospect ively apply IFRS to their financial statements. Under the proposed gradual incorporation 
methodology, it is unclear at what point U.S issuers may be ab le to make an explic it and unreserved 
statement ofcompliance with IFRS, as promulgated by the lASB. It is a lso unclear what impact the 
retention of certain aspects of existing U.S. GMP wi ll have on this objective. It seems likely that a 
gradual implementation of new standards cou ld result in multiple retrospective restatements during the 5
7 year transition period, whi ch wi ll create difficulties for both issuers and investors. We respectfully 
suggest this issue be studied further with the F ASB and IASB prior to maki ng a decision regarding this 
proposed approach for gradual incorporation. 
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