Voluntary Actions to Address Climate Change:

A Survey of Strategies and Activities by US Heavy Industry
Presented to: Rocky Mountain EHS Peer Group — April 19, 2007
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Two Incredibly Contrasting Strategies From
the Online Version of the WSJ...

Burning Debate NRG Plans Buildup to Increase

As Emission Restrictions Loom,
Texas Utility Bets Big on Coal
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http://online.wsj.com/public/us
http://online.wsj.com/public/us

Why Study Was Done?

« Major industrial association’s
environmental committee asked
— What is the current state of membership
activities concerning GHG?
* Results will be fed to issues committee

— What are the policy implications of GHG
changes on our industry?
— What should we being doing about it?

« As an organization
— Legislative, regulatory and legal

 As individual companies
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Methodology

Phone interviews of EHS and
business managers of major US
Industrial corporations

— Average market cap>$20 billion

Focused on energy intensive
iIndustries

— Albeit literature information collected
from non-energy intensive firms

Open-ended interviews
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Findings — Current State

Vast majority of companies are
taking some action

— Measurement

— Energy conservation programs

— Public policy statements

None are currently doing any
carbon trading

None are accounting for carbon
credits at the current time
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Findings — Key Drivers

e Most common driver:

— Leadership

« CEO’s and COQ's are leading EHS
departments!

 Executives realize a carbon constrained
world is in their future

* Foreign business economics

— GHG cap and trade programs have a
major cost impact

 Shareholder resolutions
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Which Issues Will Affect Shareholder Value
During Next Five Years?

Job loss and offshonng

“olical infpence andfor palitcal ineahazmend of companies
Envwronmental issues, mdwding chmate changs

Pensaon and regirement benef1s

Prevacy and data escurity

Health care banefts and other employves bensbis
Uppostion o fareign insestment and frees rade

Demand S haatthier o saler prochicts

Affarckafility of products for poorer Consumers

Ethecal standards for adwvertizing and marketing

Pay nequality bebassn senior axscutives and other employees
Workpkace conditiors and salety

Demand far more ethecally prachoced products

Demand Sor maore investment o poor developing oountries
Human-righss standards

Other

N, 11
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Findings — Energy Conservation

All companies taking action on GHG
ISSues have energy conservation
programs
— Only makes sense in an era of
$7+/MMBTU natural gas prices
Few have altered economic criteria
for funding capital projects
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Findings - You Get What You Measure

* Energy conservation/ GHG metrics
critical for success

* Need to normalize
— GHG per Ib of product
— GHG per $ of sales
— GHG per $ of value added
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Findings - Future Trends

« Development of public policy
positions

 Incorporation of GHG emissions in
project economic analyses
— Carbon credit/tax on projects
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Findings — What Keeps Them Up Nights?

Patchwork regulation

« Government policy that does not
spread impact across all industries

— Only energy intensive industries
required to take action

e Crash program results in
unacceptably high economic impact
— Results in a recession
— Consumer backlash

 What is the baseline?
— Adverse impact on early action

Uncertainty

£ ARCADIS



The Importance of a Broad Regulatory Reach

» Cost of reducing 1 ton of CO, :
— Building insulation
 -$200/ton

— Auto fuel efficiency
« -$45/ton

— Nuclear power
« +$5/ton

— Wind
« +$25/ton

— Biodiesel
 +50/ton

 If you only focus on heavy industry
abatement costs will soar
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GHG Management is Coming to Rocky Mountain
West

Southwest Climate Change Initiative:
Collaborative effort between NM and
AZ to reduce GHG emissions

« Western Governors’ Association
(19 states):

— Unanimous call for local, state, regional,
and national programs to reduce GHG
emissions
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2006 Federal Legislative Action

Global Warming Pollution Reduction
Act (Jeffords S. 3698) July 20.

« Safe Climate Act (Waxman H.R.
5642) June 30.

Climate Stewardship Act, (Gilchrest

= ).
« Keep America Competitive Global

Warming Policy Act of 2006 (Udall,
Petri H.R.5049) March 29.

« "The Strong Economy and Climate
Protection Act” (Feinstein March 20).
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Federal Court Activity

Massachusetts v. EPA, U.S.,
Supreme Court decides case re: EPA
authority to regulate GHGs from
mobile sources

— Originates in a 1999 petition by NE
states, Env. Groups.

— Lawsuit determined that CAA gives EPA
the authority to regulate GHGs.
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California — AB32

California Global Warming Solutions
Act, AB32

e (Calls for reduction in GHG emissions
to 1990 levels by 2020.

— Emission caps effective by 2012

— EXxpected 25% reduction in state-wide
emissions.

« Targets heavy industry.

— Reductions will likely exceed what
efficiency project may provide
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Solutions

22.9% decrease in energy per BBL of crude
oll refined since 1990

— 19.9 million MMBTU's saved per year
— $139 million in avoided energy costs
* Assumed $7/MMBTU

— Reduced GHG emissions by 1.2 million
metric tons

« 270,000 cars

— 40 new projects approved for funding

— $77 million capital cost

— 80,000 metric tons CO2/yr reduction
« 17,500 cars

Average IRR: 17%
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Solutions

GHG reduction equivalent to removing
over 71,600 cars, or;

— Planting 96,800 acres of trees
— Real dollar savings

— Over 900 energy conservation projects
* Investment of approx. $70 million
— Recurring savings of $30 million per
year

— GHG emission reductions of 201,000
MT/year

e 44 000 cars
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So Who Made the Right Bet?

() THE WALL STREET JOURNAL
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Suggested Actions

[ out front on this Issu

t is likely your CEO may already be
there

— Form a cross-functional team

« What is the impact of a carbon
constrained world on your business?

— Feedstock cost and availability
« Steel vs. aluminum vs. wood

— Energy costs
— Product mix
— Consumer impact

£ ARCADIS




Suggested Actions

Track and report financial risks

— GHG is part of an era of increased
transparency

Drive your energy efficiency group

— Start applying a “carbon tax” on new
projects

Help shape regulations

Manage product emissions
— Look at your product’s life cycle costs
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Credits

Survey was jointly conducted with
Ron Crum of URS Baton Rouge

McKinsey & Co provided results of
their CEO Survey and cost of CO,

abatement

Matt Hodges of Valero provided
legislative and legal summary

Today’s conclusions are solely
those of the author
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