Energy Strategy and Project
Financing

November 19, 2008
ENERGY STAR Monthly Partner
Web Conference
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About The Web Conferences

ENERGY STAR
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Web Conference Tips

ENERGY STAR

e Mute — To improve sound quality, all phones
but the presenters will be muted.

e Use # 6 to un-mute and * 6 — to mute

* Presentation slides will be sent by email to all
participants following the web conference.
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The Longer, Broader View

ENERGY STAR

Energy Strategy for Road Ahead key
recommendation:
Energy Strategy

 Companies should take a longer for the Road Ahead
and broader view of financing -
energy projects given:
— Future energy and climate risks

— Energy projects tend be low risks
iInvestments

— Energy projects frequently have greater
pay backs than originally expected B Gobel Binees Network

— Strategic investments in energy
projects should be encourage and not
discouraged by corporate financial
policies
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Financial policies for energy strategy

e Variety options:

_ower hurdle rates for energy project
_ower internal cost of capital

_onger pay back periods

— Capital set aside programs
— Other approaches...
* Policies should help fund strategic and

sensible projects that may not normally
meet short payback periods
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Today’s Web Conference

ENERGY STAR

Establishing a capital set aside program:

e Dennis Canavan, Johnson & Johnson

e Jack Shih, Navistar
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Energy Capital Set Asides

ENERGY STAR

 Examples of other companies:
— ArcelorMittal
— Allergan
— Boise
— Corning
— Eli Lilly & Company
— Ford
— And others
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Capital Funding for Energy Projects

Energy Star
November 19, 2008
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CO, Emissions [Thousand Metric Tons]
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Energy Projects — Prior to 2000

= Focus on energy and cost reduction

= Primarily energy efficiency focus

= Acceptable payback was a moving target: 3-8 years
= Many small projects; few multi-million $ projects

Shift in Focus 2000-2004

= Energy and GHG reductions

= Respond to rising energy costs

= Renewable energy, cogeneration

= Larger projects

= Dedicated funding with IRR hurdle rate
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CLTMATE FRIENDLY ENERGY POLICY

EQLICY

T Climate Friendly Energy Policy
gas reduction goal of A 4% reduction by 2005 ansd a 7% reduction by

010, i absolute tarms with 1990 22 a base year. 1999/2003

The pathiways for 3 oimate friendy energy pollcy incluse fve
okomants:

= Energy efficiancy improvements in all of owr aparations

= Cogeneration: on-site gensration of electrcity and recovery of
Lhe wasin hmal For pvervall efficiencies of B+

= Dme-slie renewable energy that produces na OO0y emission

= Renewable slectricity purchases

= Corbon trading and sequestration

Th Jehnaon @& Johnson businesses wodldwide wil sdopt this dinmi=
frienadly energy policy to reduce our operating costs, meest our

emerging legal and societal obligations and imprave the onvironmant
for all of us and future generations,
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CO, Reduction Pathway: A Balanced Approach

Energy Efficiency

= On-site Cogeneration

= On-Site Renewables: Solar, Wind, LFG, Biomass,
Geothermal

= Green Power Purchases

= Carbon Offset Trading & Sequestration
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Group Finance

CO, Capital Funding Process
August, 2004

= 340 million per year in capital relief for Projects Worldwide

= Projects provide good financial returns: 10-15% Internal Rate
of Return

= Projects provide meaningful CO, reduction: $1000/Metric Ton

Funding is for improvements to existing facilities; new
construction projects must include energy efficiency
technologies.
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Capital Project Approval Process
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Efficiency

Energy Best Practices
Rev. 2007

= Stage 1: Management Practices

& Continuous Improvement
= Stage 2: Energy Purchasing & Monitoring
= Stage 3: Air Handling (HVAC)
= Stage 4: Motors & Pumps
= Stage 5: Boiler Systems
= Stage 6: Chiller Systems
= Stage 7: Electrical & On-site Generation
= Stage 8: Lighting
= Stage 9: Compressed Air
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Sustainable Energy Best Practices for 1272008 Data Approved

Consumer, J&J Germany, Kaisorsworther Strasso 270 Dusseldord, Germany, Duessoldorf, Germany

Welcome to the Sustainable Energy Best Practices! This form is to be updated annually by each location.

Select for each practice the status of completion, For practices which status is "Complate” or "Hot Applicable” please add & comment in the
appropriate bex.

Each upgrade should be evaluated on ts own merit; it is expected that each Best Fractice be upgraded where It is profitable (15% RR).
You must justify in the comments where it is not profitable to upgrade. &t is also recommended to detail progress and completion in the
comment section for review and collabaration,

Completed Best Practices need to be supported by project summaries. Project summaries are to be entered directly into EDGE IL

Stages

@
GENERAL
" 101 Complate - Obtain your individual locations top management support for energy efficiency improvements and awareness. * (A typical
management support document i in the Resource Guide)
Comments [
102 Complete = Utilize 183 Faclities Polices, Guidelines, and Equipment Specifications found at
hitp://thepulsa. jnj.com/portal/jnj/thepulse/wwere_main within Worldwide Engineering & Real Estate,
Comments [

103 Hot Applicable = Unilize Strategic Sourcing capital equipment partners, where ever practical, for projects to optimize Ife cycle costs and
take advantage of value added services. Agreements can be found at the Strategic Sourcing website:
hittp://thepulsa. jnj.com/portal/jn}/thepulse/strat_sourcing_main under Facilities.

Comments ‘Consumer Germany will exit from the current building by the end of september and rent a new building 2

104 Hot Applicable = Lowest life cycle cost is given a higher consideration than initial capital costs,

Comments ‘Nn invests will be taken until we leave the bullidng in Sep. 08,

* 105 Hot Applicable = Include evalustion of apportunities for rebates and/or tax incantives far all energy management opportunities.

Comments |

= Stage 10: Manufacturing & Other Load Reductions
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Financial Analysis of Projects — Things to Consider

Model the cash flow for life of the equipment (10,15,20 years)

Energy Costs: Use most accurate local data, i.e., contract pricing;
NYMEX futures; Use 3-4% annually as a default

Use J&J Worldwide Financial Procedure 410(b); provide Finance
contact in submission

Consider Price of Carbon in Analysis (What would it cost to buy
carbon offsets in lieu of project?)

Check for incentives & tax credits for additional returns (Utility,
local, national incentive programs)

Consider selling REC’s if necessary to make hurdle rate
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CO, Reduction Projects Funded by Program

60 projects approved for

funding Chiller
HVAC Upgrade
- > 14 .
$121 million US Boiler

Upgrade

5
115,000 metric tons CO2/yr
Energy
Average IRR: 16.8% Efficiency Cogen
13 Wind 7

33 Projects Complete N Geo-  SolarPV./

thermal/ Thermal

Biomass 8

2




fotmonfowon  Energy Efficiency Projects

Janssen
Beerse, Belgium
Stack Gas Economizer

Eticon
Somerville, NJ
Upgraded Chiller with VFD

Healthcare Systems
Memphis, TN
Cool Roof Coating

High Wycombe
Ammonia Chillers

3 Ethicon
Cornelia, GA
Boiler Upgrade




fotmonafohmon  Geothermal Projects

Heat
Exchanger

20°C Process

_ Cooling Load
DePuy - St. Priest, France Vistakon — Limerick, Ireland
Geothermal Heating / Cooling System Geothermal Cooling System
Ground water heat pump = Phase 1 complete offsetting air
. : compressor loads
Utilizes underground aquifer 130

m below building as heat sink = Utilizes underground water flow

Provides all heating & most cooling * Phase 2 feasibility underway
for 7,000 s.m. HQ building
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Wood Chip Boiler J&J PRD (ALZA)
Cilag, Schaffhausen, Switzerland Mountain View, CA, USA

350 kw boller provides heating for

 trilag Installation i
distribution center stallation of 3 megawatts of landfill

gas power

Wood from sustainable forest CO, Reduction: 7,000 MT/year
operated by township




fotmonafohmon  Cogeneration Projects

OCD — Raritan, NJ Ethicon — Cornelia, GA
Gas Turbine Microturbines
= 1.6 MW - Kawasaki Gas Fired .
Turbine 2x250 KW Ingersoll Rand Gas

Fired Microturbines

= Low NOx = Custom Heat Exchanger Retrofit

= Heat recovery steam generator




fotmonsfohmon  Solar Thermal Projects

McNeil Consumer
Ft. Washington, PA
124 kW Thermal System for

Boiler Pre-heat

Gurabo, Puerto Rico
Domestic Hot Water
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Company: J&J Corporate Location: New Brunswick, New Jersey

Project: 234 kW Solar Photovoltaic Tracking System

Completed: March 2006
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Company: J&J Consumer Products Location: Skillman, New Jersey
Project: 505 kW Solar Photovoltaic Tracking System

Completed: October 2005
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Company: GPSG Location: Vacaville, California

Project: 1,194 kW Solar Photovoltaic Tracking System

Completed: October, 2007
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N/Y:STAR

Establish a Capital Set Aside Program for
Energy Projects

Jack C Shih, PE
Manager, Environmental Affairs
Navistar, Inc.

ENERGY STAR Monthly Partner Meeting
November 19, 2008
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Agenda

* About Navistar, Inc.

» Reasons for requesting capital set aside program for energy
projects

« 2004 Request of Corporate Energy Fund
e 2007 Request of Corporate Energy Fund
* Fund Allocation

« Potential Reasons for Approval

» Other Actions to Consider
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About Navistar, In

 Formerly:
— International Harvester
— Navistar International Transportation Corp.
— International Truck and Engine Corporation
« Manufactures Trucks and Diesel Engines
« Annual Energy Cost: $70 million
» Approximate 600,000 tonnes Scope | and || GHG Emissions
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Reasons for requesting capital set aside
program for energy projects

 Too much competing projects, too little available funding
» High hurdle rate for capital projects

 Priority given to production related projects

» Performance contracting generally not allowed




N/Y:STAR

2004 Request of Corporate Energy Fund

Request $ 4 million set aside for energy capital projects

Proposal includes detail steps on project evaluation, funding
allocation and performance verification

Projects must meet 15% Return on Assets (ROA) hurdle rate
Recruited senior executive as program sponsor
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2004 Request of Corporate Energy Fund

* Request received multiple levels of support but was rejected at the
highest level

» Possible reasons for rejection
— Too ambitious in asking a blank check of $4 million
— 15% ROA hurdle rate may be too low
— Other competing priorities
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2007 Request of Corporate Energy Fund

» Requesting $2 million

* Project must achieve minimum 25% ROA hurdle rate
» Recruit Executive Vice President as program sponsor
* Recruit supports from other VPs

* Proposal includes more comprehensive steps on project
evaluation, funding allocation and performance verification

e |dentifled Review Team members to evaluate technical and
financial merits of submitted projects

 |dentify Allocation Committee members to make final decisions on
fund allocation

e CEO approved the $2 million funding in December 2007

R@
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Funding Allocation

Facilities requested to nominate energy projects
$5 million worth of requests submitted

24 projects awarded based on projected cost savings and
environmental benefits

Projects include motor / compressor replacements, lighting
upgrades, installing energy management system and meters
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Potential reasons for approval

— Overall increase in energy conservation / climate issue
awareness

— Recent legislative / regulatory developments

— Support company sustainability efforts / energy conservation
goals

— Supports from other corporate organizations
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Other Actions to Consider

» Elevate energy conservation projects to become mandatory
(compliance) requirements

— Commitments made as EnergyStar, Climate Leader,
SmartWay and Business RoundTable Climate Resolve
Program member

* Lobbying management to allow future carbon credits be included in
ROA calculations

» Participate in EnergyStar Industrial Focus Groups for best
practices and new ideas




Upcoming Web Conferences

ENERGY STAR

Month Topic
December No web conference
January 2009 ENERGY STAR Update
February Designing Energy Efficient Buildings
March Datacenter Energy Management
April Solar Power Strategies

Leading Energy Programs — 2009 ENERGY STAR Partner of
May Year

Past Presentations — See “Networking Opportunities” @ energystar.gov
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2009 Web Conferences

ENERGY STAR

 Have a good idea for web conference?
 Have a great energy management story?
 Have an issues your wondering about?

 Then contact: tunnessen.walt@epa.gov
with some suggestions!
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ENERGY STAR

Thank You!
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