[bookmark: _GoBack]Corporate Governance at Johnson Controls: Strategic Merger or Tax Inversion?
(Goranova and Rousev, 2016)
Alex Molinaroli (Exhibit 1) was preparing for yet another meeting of the board of directors of Johnson Controls[footnoteRef:1] (ticker symbol “JCI”). As a Chief Executive Officer (CEO), it was his job to convince the board that the proposed merger with Tyco International was the right move for the company, despite that some media reports proclaimed the proposed combination a “sleazy, tax-avoiding” deal[endnoteRef:1]. Molinaroli was no stranger to negative publicity. His short tenure as CEO of Johnson Controls seems mired in scandals and controversy. In 2014, his affair with a management consultant triggered an investigation by the board of directors. The board found no conflict of interest and the company terminated the consulting firm. In 2015, the board of directors announced again its “full support” for the CEO, following reports about his ties to Joseph Zada[endnoteRef:2], a Ponzi schemer sentenced to 17 years in prison[endnoteRef:3]. Molinaroli’s appointment as CEO should have been the culmination of his long and successful career at Johnson Controls; instead it has been “remarkable – and remarkably unusual”[endnoteRef:4]. [1:  This case has been written on the basis of published sources and archival datasets. The interpretation and perspectives presented in this case are not necessarily those of Johnson Controls or any of its employees.
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CASE QUESTIONS
1. Would you advise JCI shareholders to approve the proposed merger of Johnson Controls and Tyco International? In your assessment of the merger, discuss its impact on JCI shareholders and stakeholders, such as employees, customers, and suppliers. 
2. Corporate tax inversions have been on the rise and have stirred a heated debate among corporate executives, politicians, and academic scholars. Consider the role of the government as a stakeholder. What is your evaluation of the proposed combination as a tax inversion – is it an “unpatriotic” and “sleazy” deal or the legal exercise of the company’s rights to optimize its operational expenses, including tax liabilities? Explain.
3. Is Alex Molinaroli a good CEO? How should the board of directors evaluate the performance of the chief executive officer? Does corporate governance and pay-for-performance culture in JCI promote long-term and/or short-term performance?
4. Monitoring by the board of directors is a pivotal element of corporate governance. What is your evaluation of JCI board of directors? Would you consider it a well-functioning board? Explain.
5. Please complete the Debriefing Questionnaire at the end of the case. (Optional: Any feedback and suggestions for improvement would be greatly appreciated!)
Johnson Controls 
Johnson Controls was founded in 1885 by Warren Johnson as Johnson Electric Service Company, to develop his patented electric tele-thermoscope - a device that controls building temperatures. The company changed its name to Johnson Service Company in 1902, and in 1908 it installed 1,200 thermostats in the first skyscraper - the Singer Sewing Machine’s New York City headquarters. In the beginning of the twentieth century JCI even produced the prototypes of several automobiles[endnoteRef:5]. In 1940, the company became publicly traded, and after the 1968 acquisition of Penn Controls, the company changed its name to Johnson Controls in 1974.  [5:  Teich M. 2016. Johnson Controls car manufacturer? The little known history of Wisconsin’s largest company. NPR News in Milwaukee, May 31st.] 

Johnson Controls is Wisconsin’s largest company, the only Wisconsin’s company in the Fortune 100[endnoteRef:6], and one of the most iconic brands in Milwaukee[endnoteRef:7]. From its beginnings in temperature control systems, the company has grown to be a global diversified technology and industrial leader - serving customers in more than 150 countries and generating more than $37 billion in sales. The company is the world's leading maker of car batteries and car seats, producing lead-acid and advanced batteries for automobiles, hybrid, and electric vehicles, as well as automotive seating and interior systems[endnoteRef:8]. Its building efficiency business provides facilities management services and creates solutions to optimize energy and operational efficiencies of buildings around the world[endnoteRef:9]. Johnson Controls generates 60% of its revenues outside of the United States; of its 130,000 employees, less than a third, 36,000, are based in the U.S., including 3,400 in the Milwaukee area[endnoteRef:10]. As a business-to-business manufacturer JCI’s products often bear the names of others like Bosch, Sears, Optima, etc., but virtually everybody has sat in a Johnson Controls’ seat, been in a building run by its mechanicals, and owned or rode in a vehicle powered by one of its batteries[endnoteRef:11]. [6:  Content T. 2013. Johnson Controls promotes Alex Molinaroli to vice chairman. Journal Sentinel, Jan 24.]  [7:  Supra note v]  [8:  Johnson Controls. 2015. Annual Report, 10-K.]  [9:  Supra note vi]  [10:  Content T. 2015. Johnson Controls plans to cut 3,000 from salaried workforce. Journal Sentinel, Sep 18.]  [11:  Horne M. 2016. Johnson Controls will shrink, CEO says: Molinaroli speaks frankly: company will spin off auto seats division, reposition its stock. Urban Milwaukee, Jan 6th.] 

One of the 100 largest publicly-traded companies in the United States, Johnson Controls was ranked as #14 of the100 Best Corporate Citizens firms in 2015 by the Corporate Responsibility Magazine. Furthermore, the company was featured on the Ethisphere Institute’s list of the world’s most ethical companies for nine years in a row[endnoteRef:12], and has won awards for best practices in corporate governance and ethics[endnoteRef:13]. Johnson Controls’ Ethics Policy from January 2014 includes a statement by Molinaroli. Ethics, states the CEO, “is at the center of everything we do at Johnsons Controls. Acting with integrity allows us to attract and retain outstanding employees, maintain the Company’s ethical reputation and meet the high expectations of our customers, partners and communities. Our securely rooted ethical culture gives us a competitive advantage.” [12:  Wernle B. 2015. Johnson Controls CEO’s personal battles contrast with ethics-champion role. Automotive News, Nov 3.]  [13:  Romell R, Content T. 2014. Johnson Controls CEO’s affair raises ethics questions, Journal Sentinel, Oct 8th.] 

Alex Molinaroli
On July 24th, 2013, Alex Molinaroli, 53 was appointed Chief Executive Officer (CEO) of Johnson Controls - the ninth CEO in the company's 129-year history. The retiring CEO whom he succeeded, Stephen Roell, 63, stated: "I'm very pleased that Alex will assume the leadership role in the company. He brings a wealth of experience and knowledge about our businesses and the industries we serve; so I'm confident that he and the team will continue to build Johnson Controls' global leadership positions.  Most importantly, I also know that Alex will sustain the unique culture of the company in terms of our actions, values, and commitment to our customers." Alex Molinaroli had joined Johnson Controls straight out of college, back in 1983 upon his gradation with engineering degree from University of South Carolina – Columbia. His rise through the ranks, slow at first and accelerating later on, propelled him to a series of Vice President appointments from 1995 onwards (Exhibit 1). In 2007 he became President of the Power Solutions, after spending more than 20 years at the building efficiency business of Johnson Controls. He was appointed a Vice Chairman in January 2013, and just a few months later, a CEO of Johnson Controls. “Our company’s standard for excellence and culture of integrity were built by great leaders who preceded me,” he stated upon his appointment as CEO. “Being selected to steward this organization is an honor and privilege that I take very seriously[endnoteRef:14].” According to the firm’s proxy statement, “Mr. Molinaroli brings to the Board a broad strategic vision for Johnson Controls, which is valuable to developing and implementing Johnson Controls’ strategic growth initiatives.”  [14:  Rubenfire A. 2013. Johnson Controls names Molinaroli CEO as Roell retires. Automotive News, July 25th] 

Despite the impressive career that has propelled him to the C-suite, Molinaroli’s short tenure as CEO is mired in controversy. In 2014, less than a year after his appointment as a CEO, the news broke of an extramarital affair with Kristin Ihle, 45, a former professional runner with two world championships under her belt, who later completed doctoral studies in psychology at UWM. At the time of the affair, Ihle was a principal of Lichter & Ihle, a management consultant to Johnson Controls. The consulting firm had advised Johnson Controls on talent development and executive coaching for years.  Both Molinaroli and Ihle were separated from their respective spouses, Molinaroli – from his wife of 28 years, Patsy Molinaroli, 59. The negative publicity surrounding the affair quickly mushroomed into a full-blown soap opera[endnoteRef:15]. Shots fired by Patsy Molinaroli in her Brookfield home got her charged with disorderly conduct[endnoteRef:16]. Ihle, in turn, petitioned the court for a restraining order against her. On June 23, Patsy Molinaroli filed for divorce. A month later, Ihle followed suit.  [15:  Clothier M, Harris A. 2014. Johnson Controls fires consultant after affair with CEO. Bloomberg, Oct 8th.]  [16:  Woodyard C. 2014. CEO’s affair leads Johnson Controls to jilt firm. USA Today, Oct 8.] 

If affairs at the work place have toppled or contributed to the downfall of a number of prominent CEOs, such as those of Hewlett Packard Compaq, Best Buy Co, Lockheed Martin, and others[endnoteRef:17], Molinaroli had shown staying power. The board’s investigation revealed no conflict of interest, despite that the CEO had failed to disclose the affair to the board before it became public knowledge[endnoteRef:18]. If the firm’s directors (Exhibit 2) were concerned with the company’s CEO being distracted or perceived as distracted by the affair with Ihle, a principal of executive consulting firm, which has provided long-term consulting and coaching services to Johnson Controls, they considered that firing the consultant and docking the CEO pay would be adequate measures. Lichter & Ihle said in a statement that the “firm reached an amicable separation with Johnson Controls and considers the matter closed.” The company was later renamed to Avant. Earlier, Brian Kesseler, president of the JCI’s power solutions business, has stated in a court testimonial: “The Lichter & Ihle team is an extension of our executive management team. Over the years they have provided continuity and insight in the areas of leader and team development.[endnoteRef:19]”  [17:  Supra note xv  ]  [18:  Welch D, Surane J. 2016. Johnson Controls CEO brings his own scandal to Tyco. Bloomberg, Jan 26th.]  [19:  Supra note xiii ] 

Johnson Controls’ board stood behind the CEO. JCI spokesman, Fraser Engerman stated: “All allegations involving senior management are referred to the board and handled in accordance with the company’s ethics and integrity policies. The board reviewed the referenced relationship and determined that no conflicts of interest occurred. To avoid any perception or potential future conflicts, management elected to terminate the consulting firm. Mr. Molinaroli continues in his role with full support of the board, and the company considers this matter to be closed.” At that time Johnson Controls’ stock has increased 6.3% during Molinaroli’s short tenure as a CEO, by contrast S&P500 has gained 15%[endnoteRef:20]. As Molinaroli was executing his plan to curtail Johnson Controls’ reliance on the cyclical car industry, JCI, once the largest U.S. auto supplier, sold its electronics business to Visteon Corp. in July 2014.  [20:  Supra note xv  ] 

The following year, in October 2015, a new scandal broke out. Journal Sentinel published an article that “Johnson Controls CEO bankrolled defense of Ponzi schemer”. Joseph Zada, 57 was convicted in September 2015 of 15 counts of fraud for running a $50 million Ponzi scheme over a 10-year span. Zada’s legal defense team referred to Molinaroli as Zada’s “friend and benefactor”[endnoteRef:21]. Zada was allegedly introduced to Molinaroli by his stepson, who himself had pleaded guilty to the production of synthetic marihuana in Florida[endnoteRef:22].  [21:  Spivak C. 2015. Johnson Controls CEO bankrolled defense of Ponzi schemer, records show. Journal Sentinel, Oct 22.]  [22:  Supra note ii  ] 

Following the board investigation of Molinaroli’s financial ties with the Zada, Johnson Controls’ lead director, William Lacy, 69 announced the board’s full support for the CEO: “The board is confident that Alex Molinaroli’s involvement in the Zada case is an unfortunate personal matter that has no relevance to Johnson Controls,” Lacy said in the statement. “Alex has the board’s full support as chairman and CEO. Under his leadership the company has delivered strong operating results while simultaneously undergoing a strategic transformation designed to drive future growth.” A month earlier JCI announced the completion of the $1.5B sale of its Global Workplace Solutions business to the CBRE Group (NYSE: CBG).
Strategic Merger or Tax Inversion?
On January 25, 2016, less than three years after Molinaroli became CEO, Johnson Controls’ merger with Tyco International was announced. Tyco is one of the world’s largest fire protection and security company, employing 57,000 people across 50 countries. "The combination of Tyco and Johnson Controls is a highly strategic, value-enhancing step that brings together the unique strengths of two great companies to deliver best-in-class building technologies and services to customers around the world," said Tyco’s CEO George R. Oliver. "The proposed combination of Johnson Controls and Tyco represents the next phase of our transformation to become a leading global multi-industrial company," stated the CEO Alex Molinaroli[endnoteRef:23], a pronounced departure from the company’s “auto-centric” portfolio with leading building and energy storage businesses that he took over in 2013.  [23:  Johnson Controls. 2016. Johnson Controls and Tyco to Merge: Creates a global leader uniquely positioned in buildings and energy platforms with deep expertise across attractive end markets. PRNewswire, Jan 25th.] 

Earlier in January, Molinaroli has announced at the Rotary Club of Milwaukee that the company will shrink: “We will not be a victim to an activist investor. We will be our own activist.” JCI will downsize before a potential corporate raider gets the chance to dismantle it. According to Molinaroli, the stock markets perceived JCI to be an automotive, rather than an industrial company. This creates “confusion in the market,” as the risks of the cyclical automotive business are inferred on to the entire corporation; before the deal with Tyco is announced, JCI was trading at a three year low, despite rosy earnings projections[endnoteRef:24]. While the company’s stock price has initially increased during Molinaroli’s tenure as a CEO, it has largely declined in 2015 prior to the announcement of the merger (Exhibit 3); furthermore revenues have not picked up (Exhibit 4), and the company has already shed eleven thousand jobs[endnoteRef:25].  [24:  Supra note xi  ]  [25:  Content T. 2016. JCI merger nears – what comes next? Journal Sentinel, Aug 27.] 

Although the two firms will combine under the existing Tyco entity, the combined company will be called Johnson Controls plc. Johnson Controls’ shareholders would own about 56% of the combined entity, and Tyco’s shareholders the remaining 44%. At the time of the merger, Johnson Controls’ market valuation was $23 billion, whereas Tyco was valued at $13 billion. With the Adient spin-off separating the automotive seating business as a stand-alone company, the combination of JCI and Tyco, Johnson Controls plc, will have 117,000 employees[endnoteRef:26]. The joint company will continue to be traded on NYSE under JCI.  The firm’s global headquarters will be in Cork, Ireland, but the company will continue to conduct its North American operations from Milwaukee, WI. [26:  Content T. 2016. Johnson Controls International debuts. Journal Sentinel, Sep. 6th.] 

Johnson Controls plc will have $32 billion in annual revenues (Exhibit 5), with the merger expected to generate opportunities for enhanced growth, as well as anticipated synergies of $500 million over three years and annual $150 million in tax savings[endnoteRef:27]. Although the media looked at the deal as another corporate inversion, Molinaroli claimed that “This merger is not motivated by taxes, as has been suggested, but rather an opportunity to combine two global leaders, which will lead to continued investments and expanded opportunities for our U.S. workforce.” Questions about the tax-inversion embedded in the deal surfaced immediately. “This inversion is greedy, unpatriotic, and maneuvers sleazily around new Treasury rules” claimed Charles Tiefer[endnoteRef:28], finding the longstanding role of the company as a defense and civilian government contractor particularly troubling. “[I]f you look at this deal, this is not about taxes.” said Molinaroli on CNBC, “but you would be foolish not to take advantage of the tax opportunity. With its world-class fire and security businesses, Tyco aligns with and enhances the Johnson Controls buildings platform and further positions all of our businesses for global growth.[endnoteRef:29]”  [27:  Surane J. 2016. Johnson Controls merges with Tyco in tax-lowering maneuver. Bloomberg, Jan 25.]  [28:  Supra note i  ]  [29:  Supra note xxvi  ] 

If corporate tax inversions were once frowned upon, the trend may have reversed. Walgreens’ stock, for example, fell more than 14% when the company announced that it will not complete the planned inversion, backtracking following a public outcry against the inversion[endnoteRef:30]. Since 1997 corporate tax inversions have sped up. More than 100 corporate inversions have been announced since, triggering a public debate whether additional regulation should try to constrain corporate tax inverters. Although in 2002 the Congress enacted new legislation to stop corporate inversions, in 2009 companies began to exploit exceptions in the new law, and the pace of inversions started to pick up again[endnoteRef:31]. [30:  Hjelmgaard K, McCoy K. 2014. Walgreens stock smacked after tax inversion out. USA Today, Aug. 6th.]  [31:  Mider ZR, Drucker J. 2016. Tax inversion: How U.S. companies buy tax breaks, Bloomberg, Apr. 6.] 

One of the earliest corporate inversions was the 1997 Tyco International registration as a Bermuda company. Under the leadership of then CEO, Dennis Kozlowski, the company moved from its previous New Hampshire headquarters. Kozlowski soon gained notoriety, as his reputation morphed from controversial to infamous. He and his Chief Financial Officer (CFO), Mark Swartz, were convicted for fraud and embezzlement in 2005. The massive conglomerate amassed by the “deal-a-day Dennis“ was restructured by his successor Ed Breen, who was later appointed CEO of DuPont. 
The stock market reaction to Johnson Controls merger announcement has been positive (Exhibit 3). Yet more recently concerns have surfaced that tax inversions prioritize and create value for foreign and tax-exempt investors, who along with the CEO disproportionately benefit, while imposing a tax cost and reducing the wealth of taxable shareholders[endnoteRef:32]. Furthermore, tax savings are often surrounded by complexity and ambiguity, as exemplified by the recent ruling by the European Union that Apple should repay $14.5B in back taxes to Ireland[endnoteRef:33]. [32:  Babkin A, Glover B, Levine O. 2016. Are corporate inversions good for shareholders? Available at SSRN: http://ssrn.com/abstract=2700987]  [33:  Kanter J, Scott M. 2016. Apple owes $14.5 billion in back taxes to Ireland, E.U. says. NY Times, Aug 30.] 

Corporate Governance and Johnson Controls – Tyco Merger
Risk Metrics, the leading provider of corporate governance services rates Johnson Controls’ governance high, with a QuickScore of 1, and sub-scores of Board, 2, Audit 2, Compensation 1, and Shareholder Rights 5[endnoteRef:34].  [34:  Yahoo Finance.] 


Board of Directors
The board of directors has a critical oversight role in corporate governance. Directors set the tone at the top, choose and monitor the CEO, establish succession plans, nominate new directors, and manage corporate crises. Johnson Controls’ board convened for six regular meetings during the year and 10 special meetings. Relative to S&P500 boards with 4.3 standing committees on average, the JCI board is organized in five committees: executive, audit, corporate governance, compensation, and finance committees (see also Exhibit 2). The audit committee held seven regular meetings during 2015, with all four members – independent and financially literate as defined by the NYSE listing standards. Richard Goodman served as the audit committee chair and financial expert. The corporate governance committee, chaired by Black, held five meetings to review the size and composition of the board, recommend new directors, and review the board corporate governance guidelines. The compensation committee met four times during 2015 to review and approve compensation of senior executives. All of its members are independent, non-employee directors and the committee is chaired by Vergnano. The finance committee, chaired by Joerres held four meetings to review the dividend policy and share repurchase program and review the major financial risk exposures and significant capital appropriations[endnoteRef:35]. Finally, the executive committee, which is to exercise all the powers of the board when the board is not in session, had one meeting during the year. The executive committee is chaired by Molinaroli, with members: Black, Goodman, Joerres, Lacy, and Vergnano. [35:  Johnson Controls. 2015. Proxy Statement.] 

Directors sitting on JCI board bring to the table a variety of executive and legal experiences from companies such as UPS, Kohler, 3M, Boeing, DuPont, PepsiCo, MGIC Investment Corporation, and Mexichem. During Molinaroli’s term as a CEO, two retiring directors were replaced with Juan Pablo del Vale Perochena, Chairman of Mexichem and Raymond Conner, Vice Chairman of Boeing. None of the JCI directors owns more than 1% of the JCI outstanding stock, and as a group the directors own 122 thousand shares; an average of 15 thousand shares, ranging from zero (Perochena) to 53 thousands (Lacy). The average S&P500 director was paid $277,237 for his or her service, while Johnson Controls’ directors earned on average $258,155, of which 52% was paid as stock awards. 
Like Johnson Controls, 52% of S&P500 firms have their CEO also serving as a Chairman of the board. Almost all, 98% of the S&P500 companies, also name a lead or presiding director. William Lacy, a Lead Independent Director of Johnson Controls since 2013, ceased to serve at the end of 2015 and Jeffrey Joerres, Executive Chairman of ManpowerGroup, was appointed as the Board’s Lead Director from 2016. 
The only insider sitting on the board is the CEO Molinaroli. Like Johnson Controls, 60% of the S&P500 boards have only one insider – the CEO. Although independent directors are posited to provide objective and vigilant monitoring, fulfilling their fiduciary role as guardians of shareholders’ interests, recent academic research points that CEO-only board structures could lead to greater CEO entrenchment rather than increased shareholder value[endnoteRef:36].  [36:  Joseph J, Ocasio W, McDonnell M. 2014. The structural elaboration of board independence: Executive power, institutional logics, and the adoption of CEO-only board structures in U.S. corporate governance. Academy of Management Journal, 57(6): 1834-1858.] 

The average S&P500 board has 10 directors - 84% independent, 80% male, and 76% Caucasian, with average age of 63 and tenure on the board of 8.5 years[endnoteRef:37]. The average board typically meets 8 times during the year. Johnson Controls’ board is hardly atypical. Of its 10 directors, 90% are independent, 80% - male, with average age of 59 (ranging from 43 to 70) and tenure of 8.3 years on the board (ranging from 1 to 19). Following the merger with Tyco, the board of directors of the newly–merged firm will be composed of 11 directors: six from Johnson Controls (Abney, Black, Perochena, Joerres, Molinaroli, and Vergnano, Exhibit 2) and five directors from Tyco.  [37:  Spencer Stuart Board Index. 2015.] 

Ownership and Large Shareholders
Ownership in the U.S. has changed dramatically over the past several decades, with the consolidation of equity holdings into the hands of institutional investors, such as pension and mutual funds[endnoteRef:38]. In 1950 institutional ownership accounted for less than 10% of outstanding equity. By contrast in 2015, 80% of the Johnson Controls shares were held by institutional investors, such as pension and mutual funds, insurance companies, banks, and endowments[endnoteRef:39]. While institutional investors are expected to be more sophisticated and savvy than individual investors, concerns have surfaced that they may also promote corporate myopia, particularly with short-term transient investors encouraging actions that may compromise the value created for long-term, dedicated shareholders. Christensen & van Bever termed that phenomenon the ‘Capitalist’s Dilemma,’ or the paradox of investors rewarding short-term [endnoteRef:40]actions, but penalizing firms “doing the right thing for long-term prosperity.” [38:  Goranova M & Ryan L.V. 2015. Shareholder empowerment: Introduction. In Goranova M, Ryan LV. (Eds.) Shareholder Empowerment: A New Era in Corporate Governance, Palgrave MacMillan, 2015.]  [39:  Yahoo Finance]  [40:  Christensen CM, van Bever D. (2014). The capitalist’s dilemma. Harvard Business Review, p. 66.] 

Large shareholders and blockholders (shareholders with at least 5% holdings), due to the magnitude of their equity stakes and the penalties associated with market exit, have vested interest to monitor corporate managers. By the virtue of their stake in the focal firm, such investors have greater incentives and means to pay attention to the focal firm strategies and actions in order to protect their interests and sizeable investment in the firm. According to JCI proxy statement, the company had two blockholders  – Capital Research Global Investors, which held 59 million shares or 8.9% of the outstanding stock, and Vanguard with 34 million shares or 5.1%.
Executive Compensation
In addition to the oversight exercised by the firm’s Board of Directors and monitoring by its large shareholders, an important internal corporate governance mechanism is incentive compensation. Historically, the SEC has treated executive compensation as an “ordinary business” decision with power vested in the board of directors alone. In 1992, however, the SEC changed its interpretation to permit precatory shareholder resolutions on executive pay matters.  Further regulatory changes geared toward aligning the interests of executives to those of shareholders include pay-for-performance deductibility, peer group comparisons, disclosure and accounting treatment to ensure that corporate shareholders are informed about the corporate pay practices for named executive officers (NEO), and shareholders have say on pay. “Say on pay” is enforced via the Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act, 2010), which requires shareholder approval of compensation plans and golden parachutes, independence of compensation committee and advisers, enhanced disclosure relative to firm performance and employee pay, and clawback provisions for recouping pay in the event of accounting restatements[endnoteRef:41]. These changes have promoted the growth of stock-based compensation, which can give executives ‘skin in the game’ and thus align their interests with the interests of the firm’s shareholders. [41:  Supra note xxxviii   ] 

Johnson Controls received the highest governance score for Compensation by RiskMetrics, as the vast majority of executive compensation is tied to the firm’s performance (Exhibit 6). In 2015, Alex Molinaroli total compensation was $22 million, including $1.6M salary, $10.5M stock and option awards, $4.6M bonus, and $5M deferred and other compensation. For comparison, the median total compensation of S&P500 CEOs was $10.8 million according to Equilar, representing a 4.5% increase from the prior year[endnoteRef:42]. Molinaroli’s compensation has increased 11%, and was two times higher than that of the next best paid named executive officer (NEO) and 555 times the average worker pay, according to AFL-CIO. The five NEOs held 2.5 million of JCI common stock or less than a 0.4% of the outstanding stock, with Alex Molinaroli holding 630 thousand shares.   [42:  Equilar 2016. S&P500 CEO pay study. http://www.equilar.com/reports/37-associated-press-pay-study-2016.html] 

According to Johnson Controls proxy statement “Awarding stock options and restricted stock reflects our executive compensation philosophy and the principle of pay for performance. By awarding stock options and restricted stock, we link long-term incentives directly to our stock price. If our stock price decreases, so does the value of the executive officer’s compensation.”  As goals for the bonus payments, the board has selected the following performance metrics for 80% determination of the bonus - ROA (Return on Assets), ROS (Return on Sales) and year-over-year Segment income growth.  The maximum goals for all three were exceeded in 2015. For its long-term incentive plan (LTIP), the company has selected the performance metric of ROIC (return on the invested capital) and year-over-year pre-tax earnings. 
Although performance-based pay including stock-based compensation has become widely accepted and even expected by both shareholders and executives, concerns have surfaced that it may encourage gaming behavior, betting-the-farm type of oversized risks (Sanders & Hambrick, 2007), as well as short-term actions aimed to improving the stock price of the firm, such as replacing corporate investments with stock buybacks (Exhibit 7). Under Molinaroli’s leadership, for example, cash returned to shareholders has grown - $3B spent on stock buybacks and $1.7B on dividends during the three years, 2013-2015, before the merger with Tyco. During that same period, the company earned $4B in net income and spent $1.4B on research and development (R&D) and $3.7B on capital expenditures (Appendix 1-3).
As a part of the merger agreement, Molinaroli is eligible for $74 million in “Golden Parachute” payments and $20 million retention bonus[endnoteRef:43]. [43:  Content T. 2016. JCI owners bash CEO pay, file suit. Journal Sentinel, Aug 19.] 


Market for Corporate Control
When internal governance mechanisms such as monitoring and incentive alignment fail, the market for corporate control can exercise a disciplinary role, by replacing and enhancing the company’s management. If the actions of corporate managers affect negatively the stock market valuation of the firm, the lower stock prices could render the company more attractive target to prospective acquirers. This governance mechanism thus embeds the change in control and the potential protection of shareholder interests as corporate managers compete for control over a limited number of firms. In reality, the market for corporate control constitutes a small portion of the mergers and acquisitions (M&A) market, which had a record year of deals reaching $3.8 trillion in 2015[endnoteRef:44]. Mergers and acquisitions are normally approved by the respective board of directors of the involved companies and then subjected to shareholder approval. By contrast, the market for corporate control typically involves hostile takeovers. If the management and the board of directors of the targeted company oppose the deal, the acquiring firm could offer a takeover deal to the shareholders of the targeted firm directly. [44:  Baigorri M. 2016. 2015 was best-ever year for M&A; This year looks good too. Bloomberg, Jan 5th.] 

Rather than a hostile takeover, JCI –Tyco deal is a friendly merger, and Johnson Controls paid 11% premium to Tyco’s owners[endnoteRef:45]. Still, change in control is anticipated to pass to Tyco’s management. George Oliver, the Tyco Chairman will be the first outsider CEO for Johnson Controls. Oliver joined Tyco in 2006 as President of Tyco Safety Products, and became CEO of Tyco in 2012. Prior to joining Tyco, George Oliver has spent more than 20 years at General Electric (GE) in various leadership roles, including CEO of GE Water and Process Technologies and CEO of GE Engine Services. [45:  Allison K. 2016. Johnson Controls and Tyco can take a political punch. N.Y.Times, Jan 25th.] 

Unlike Molinarloli who had worked for Johnson Controls for 30 years before succeeding Steve Roell in the position of a CEO back in 2013, Oliver would have been with the company for merely 18 months before taking the reins[endnoteRef:46]. According to the merger agreement, Alex Molinaroli will continue to serve as CEO and Chairman of the combined entity for the first 18 months, and continue as Executive Chairman for another 12 months. On the other hand, Oliver, Tyco’s CEO, will serve as President and COO of Johnson Controls plc during the first 18 months after the merger, follow up as a CEO for the next 12 months, and finally assume both the position of Chairman of the Board and CEO[endnoteRef:47].  [46:  Supra note xxv  ]  [47:  Johnson Controls. 2016. Johnson Controls and Tyco to merge: Creates a global leader uniquely positioned in buildings and energy platforms with deep expertise across attractive end markets. PRNewswire, Jan 25th.
] 
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Exhibit 1: Alex Molinaroli, CEO and Chairman of Johnson Controls
[image: ]Education:

2003-2005 MBA, Business Administration and Management, Northwestern University – Kellogg School of Management


1978-1983 BS, Electrical and electronics engineering, University of South Carolina - Columbia 

Johnson Controls:
1983-1995 		Branch Manager, Controls Group
1995-1997		Vice President, Sales, Systems & Service, North America
1997-2001		Vice President, Sales, Controls Group
2001-2003		Vice President & General Manager, North America, Controls Group
2004-2007		Vice President, North America Systems & Middle East, Building 					Efficiency
2007-2013		President, Power Solutions
Jan 2013- Sep 2013	Vice Chairman
Oct 2013-		Chairman & CEO

Others: 
Board Member – United Way of Greater Milwaukee & Waukesha County, Greater Milwaukee Committee, MMAC
Donor – Meta House, Safe Babies Healthy Families, COA Youth & Family Centers.
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Exhibit 2. JCI Board of Directors (* continuing as director of Johnson Controls plc in addition to CEO/Chairman Molinaroli)
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Exhibit 3. Johnson Controls Stock Price (Yahoo Finance, 2016)	
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Exhibit 4. Johnson Controls: Firm Size and Performance (Compustat)
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Exhibit 5. Johnson Controls – Tyco Merger: Portfolio of Products
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Exhibit 6. Named Executive Officer (NEO) compensation (JCI, Def 14-a) 
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Exhibit 7. Johnson Controls: Executive Compensation, Dividends and Stock Buybacks as a Proportion of Operating Cash Flows (ExecuComp and Compustat)
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Appendix 1. Consolidated Income Statement (JCI, 10-k)
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Appendix 2. Consolidated Balance Sheet (JCI, 10-k)
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Appendix 3. Consolidated Cash Flow Statement (JCI, 10-k)
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Appendix 4. Income Statement by Geographic Region and Corporate Segments (JCI, 10-k)
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Audit Committee

Financial reporting, tax, internal control, 

legal, IT, and financial policies

7 meetings Richard Goodman, 67 *David P. Abney, 60 Julie L. Bushman, 54 *Juan Pablo del Valle Perochena, 43

Director since 2008 Director since 2009 Director since 2012 Director since 2015

All members are independent and 

financially literate.

Executive Vice President of Global 

Operations, PepsiCo (2010-2011); CFO 

of PepsiCo (2006-2010). 

CEO of UPS since September 2014. 

Senior Vice President and Chief 

Operating Officer of UPS (2007-2014).

Senior Vice President, Business 

Transformation and Information 

Technology of 3M since 2013. 

Chairman of Mexichem, S.A.B. de C.V., 

Tlalnepantla, Mexico since April 2011

Corporate Governance Committee

Corporate governance, board independence, 

conflicts of interests, ethics, director 

succession

5 meetings *Natalie A. Black, 65 *Mark P. Vergnano, 57 *David P. Abney, 60 Julie L. Bushman, 54

Director since 1998

All members are independent.  Chief Legal Officer of Kohler (2012-

2014),  Senior Vice President (2000-

2014).

Compensation Committee

Leadership assessment, management 

succession, executive compensation

4 meetings *Mark P. Vergnano, 57 *Natalie A. Black, 65 Eugenio Clariond Reyes-Retana, 72 Raymond L. Conner, 60 William H. Lacy, 70

Director since 2011 Director 2005-2015 Director since 2013 Director since 1997

All members are independent.  CEO of Chemours Company since July 

2015. Executive Vice President, E. I. du 

Pont de Nemours (2009-2015).

Non-Executive Chairman of Grupo 

Cuprum, S.A. de C.V., Nuevo Leon, 

Mexico since 2010; CEO (1985-2006).

Vice Chairman of Boeing since 2013 

and president and CEO of Boeing 

Commercial Airplanes since 2012.

Retired Chairman and CEO of MGIC 

Investment Corporation  

Finance Committee

Capital structure and investments, liquidity, 

financing, pensions

4 meetings *Jeffrey A. Joerres, 56 Richard Goodman, 67 Eugenio Clariond Reyes-Retana Raymond L. Conner, 60 William H. Lacy, 70 *J.P. del Valle Perochena, 43

Director since 2001

All members are independent.  Executive Chairman of 

ManpowerGroup (2014-2015);  CEO 

and President (1999-2014).

Richard Goodman Director since 2008

Age 67

Retired Senior Executive of PepsiCo, Inc., Purchase, New York (food and beverage

manufacturer). Mr. Goodman served as Executive Vice President of Global

Operations, PepsiCo, Inc. from 2010 through 2011. From 2006 to 2010,

Mr. Goodman served as Chief Financial Officer (CFO) of PepsiCo. Prior to 2006, he

served in a variety of senior financial positions at that company, including CFO of

PepsiCo International, CFO of PepsiCo Beverages International, and General

Auditor.

Mr. Goodman joined PepsiCo in 1992, having previously worked with W.R. Grace in

a variety of global senior financial roles. Mr. Goodman also serves on the boards of

Kindred Healthcare, Inc., The Western Union Company and Toys “R” Us, Inc. (not

publicly-traded). He serves as chair of the Audit Committee and a member of the

Nominating and Governance Committee of Kindred Healthcare, Inc., as chair of the

Audit Committee and a member of the Compensation and Benefits Committee of

The Western Union Company and as chair of the Audit Committee of Toys “R” Us,

Inc.

Mr. Goodman brings to the Board, among other skills and qualifications, years of

financial management, risk management, and auditing expertise from his various

positions at PepsiCo and W.R. Grace. He possesses valuable experience in

mergers and acquisitions, investment, and corporate finance from his many years

of service at large, international corporations. Mr. Goodman also brings the

experience of serving as a director of other global public companies.

Jeffrey A. Joerres Director since 2001

Age 56

Executive Chairman of ManpowerGroup Inc., Milwaukee, Wisconsin (provider of

employment services), since May 2014. Mr. Joerres is retiring as Executive

Chairman and from the Board of Directors of ManpowerGroup, Inc. effective

December 30, 2015. Mr. Joerres served as Chief Executive Officer and President of

ManpowerGroup from 1999 to 2014. Mr. Joerres served as Senior Vice President of

European Operations from 1998 to 1999 and as Senior Vice President of Major

Account Development from 1995 to 1998. Mr. Joerres is a director of the Federal

Reserve Bank of Chicago. Mr. Joerres serves on the board of Artisan Partners

Asset Management Inc., where he serves as chair of the Compensation Committee

and as a member of the Audit Committee. He also is a director of The Western

Union Company and is a member of the Corporate Governance and Public Policy

Committee and the Compensation and Benefits Committee. From 2001 to 2011,

Mr. Joerres also served as a board member of Artisan Funds, Inc.

Mr. Joerres brings to the Board, among other skills and qualifications, experience in

leadership, operations, and labor and employment through his various senior

management positions at ManpowerGroup. He also has a deep understanding of

the global marketplace, as well as beneficial insights into corporate best practices in

the service industry and mergers and acquisitions.
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Mark P. Vergnano Director since 2011

Age 57

President, Chief Executive Officer and Director, The Chemours Company,

Wilmington, Delaware (titanium technologies, fluoroproducts, and chemical

solutions producer), since July 2015. Previously, Mr. Vergnano served as Executive

Vice President, E. I. du Pont de Nemours and Company, Wilmington, Delaware

(agriculture, nutrition, industrial biotechnology, and advanced materials), from 2009

to June 2015. While at DuPont, he previously served as group vice president —

Safety & Protection from 2006 to 2009, vice president and general manager —

DuPont Surfaces and Building Innovations from 2005 to 2006, and vice president

and general manager — DuPont Nonwovens from 2003 to 2005. Mr. Vergnano

joined DuPont in 1980 as a process engineer and held a variety of manufacturing,

technical and management assignments in DuPont’s global organization.

Mr. Vergnano brings to the Board, among other skills and qualifications, leadership

in the chemicals industry and global business management and operations,

technological innovation, risk management and corporate governance and financial

matters. In addition, he brings manufacturing expertise, global sales and marketing

experience, leadership in safety and sustainability initiatives from his many years of

senior leadership experience managing a variety of DuPont’s diverse business

units.

RETIRING DIRECTOR

EugenioClariond Reyes-Retana, who has served as a director since 2005, will retire from the Board

effectiveDecember 31, 2015, consistent with Johnson Controls’ retirement policy under our Corporate

GovernanceGuidelines .

CORPORATE GOVERNANCE

CorporateGovernance Guidelines

Ourvisionisamore comfortable, safe, and sustainable world. In addition to achieving financial

performanceobjectives, our Board and management believe that we must assume a leadership

positioninthearea of corporate governance to fulfill our vision. Our Board has adopted Corporate

GovernanceGuidelines which provide a framework for the effective governance of Johnson Controls.

Theseguidelines address matters such as the Board’s duties, director independence, director

responsibilities,

Board

structure and operation, director criteria and qualifications, Board succession

planning,Boardcompensation, management evaluation and development, Board orientation and

training,LeadDirector responsibilities and our Ethics Policy . The Corporate Governance Committee

regularlyreviews developments in corporate governance and updates the Corporate Governance

Guidelinesandother governance materials as it deems necessary and appropriate.

BoardLeadership Structure

TheBoard’sleadership structure generally includes a combined Chairman and Chief Executive Officer

(“CEO”)rolewith a strong, independent nonexecutive lead director.

TheBoardbelieves our overall corporate governance measures help ensure that strong, independent

directorscontinue to effectively oversee our management and key issues related to strategy, risk and

integrity;executive compensation; CEO evaluation; and succession planning.

Inchoosinggenerally to combine the roles of Chairman and CEO, the Board takes into consideration

theimportanceof in-depth, industry-specific knowledge and a thorough understanding of our business

environmentand risk management practices in setting agendas and leading the Board’s discussions.
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Natalie A. Black Director since 1998

Age 65

Retired Senior Vice President and Chief Legal Officer, Kohler Co., Kohler,

Wisconsin (manufacturer and marketer of plumbing products, power systems and

furniture and operator of hospitality facilities). Ms. Black served as Chief Legal

Officer from 2012 to 2014 and as Senior Vice President from 2000 to 2014. She

also served as General Counsel from 1983 to 2012, as Secretary from 2000 to

2012, as a Group President for Kohler Co. from 1998 to 2000 and as Group Vice

President — Interiors from 1991 to 1998.

Ms. Black brings to the Board, among other skills and qualifications, expertise in

brand management, distribution, sales, and marketing from her executive

management experience at Kohler, a large multinational company. Her prior roles

as Chief Legal Officer and General Counsel of Kohler provides the Board with

meaningful insight into federal and state regulatory matters, as well as mergers and

acquisitions.

Julie L. Bushman Director since 2012

Age 54

Senior Vice President, Business Transformation and Information Technology of 3M

Company, St. Paul, Minnesota (diversified technology company), since 2013.

Ms. Bushman served as Executive Vice President Safety & Graphics Business of

3M from 2012 to 2013, Executive Vice President Safety, Security and Protection

Services Business of 3M from 2011 to 2012, as Vice President and General

Manager, Occupational Health and Environmental Safety Division of 3M from 2007

to 2011, and as Division Vice President, Occupational Health and Environmental

Safety Division of 3M from 2006 to 2007.

Ms. Bushman brings to the Board, among other skills and qualifications,

manufacturing and technical expertise, management and information technology

experience, and leadership in product safety initiatives from her roles in the

management of a number of different 3M Company departments and divisions.

Raymond L. Conner Director since 2013

Age 60

Vice C hairman of The Boeing Company, C hicago, Illinois ( aerospace, commercial

jetliners, and military defense systems c ompany) s ince 2013 and president and chief

executive o fficer o f B oeing Commercial Airplanes since 2012. From 2012 to 2013,

Mr. Conner was E xecutive Vice P resident of The Boeing Company, and from 2011 to

2012, he led S ales, M arketing and Commercial A viation S ervices f or Boeing

Commercial Airplanes. F rom 2008 to 2011, Mr. Conner was v ice p resident and

general manager of Supply C hain M anagement and Operations for B oeing

Commercial Airplanes. Mr. Conner served as vice president of Sales f or Commercial

Airplanes for B oeing Commercial Airplanes from 2007 to 2008 and as vice president

of Sales f or the A mericas f or Boeing from 2003 to 2007. Mr. Conner has held o ther

positions of increasing r esponsibility s ince joining The Boeing Company in 1977.

Mr. Conner brings to the Board, among other skills and qualifications,

manufacturing and technical expertise, global leadership experience, and insight

into government affairs from his roles in the management of a number of different

departments at Boeing.
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Richard Goodman Director since 2008 Age 67 Retired Senior Executive of PepsiCo, Inc., Purchase, New York (food and beverage manufacturer). Mr. Goodman served as Executive Vice President of Global Operations, PepsiCo, Inc. from 2010 through 2011. From 2006 to 2010, Mr. Goodman served as Chief Financial Officer (CFO) of PepsiCo. Prior to 2006, he served in a variety of senior financial positions at that company, including CFO of PepsiCo International, CFO of PepsiCo Beverages International, and General Auditor. Mr. Goodman joined PepsiCo in 1992, having previously worked with W.R. Grace in a variety of global senior financial roles. Mr. Goodman also serves on the boards of Kindred Healthcare, Inc., The Western Union Company and Toys “R” Us, Inc. (not publicly-traded). He serves as chair of the Audit Committee and a member of the Nominating and Governance Committee of Kindred Healthcare, Inc., as chair of the Audit Committee and a member of the Compensation and Benefits Committee of The Western Union Company and as chair of the Audit Committee of Toys “R” Us, Inc. Mr. Goodman brings to the Board, among other skills and qualifications, years of financial management, risk management, and auditing expertise from his various positions at PepsiCo and W.R. Grace. He possesses valuable experience in mergers and acquisitions, investment, and corporate finance from his many years of service at large, international corporations. Mr. Goodman also brings the experience of serving as a director of other global public companies. Jeffrey A. Joerres Director since 2001

Age 56

Executive Chairman of ManpowerGroup Inc., Milwaukee, Wisconsin (provider of

employment services), since May 2014. Mr. Joerres is retiring as Executive

Chairman and from the Board of Directors of ManpowerGroup, Inc. effective

December 30, 2015. Mr. Joerres served as Chief Executive Officer and President of

ManpowerGroup from 1999 to 2014. Mr. Joerres served as Senior Vice President of

European Operations from 1998 to 1999 and as Senior Vice President of Major

Account Development from 1995 to 1998. Mr. Joerres is a director of the Federal

Reserve Bank of Chicago. Mr. Joerres serves on the board of Artisan Partners

Asset Management Inc., where he serves as chair of the Compensation Committee

and as a member of the Audit Committee. He also is a director of The Western

Union Company and is a member of the Corporate Governance and Public Policy

Committee and the Compensation and Benefits Committee. From 2001 to 2011,

Mr. Joerres also served as a board member of Artisan Funds, Inc.

Mr. Joerres brings to the Board, among other skills and qualifications, experience in

leadership, operations, and labor and employment through his various senior

management positions at ManpowerGroup. He also has a deep understanding of

the global marketplace, as well as beneficial insights into corporate best practices in

the service industry and mergers and acquisitions.
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Natalie A. Black Director since 1998 Age 65 Retired Senior Vice President and Chief Legal Officer, Kohler Co., Kohler, Wisconsin (manufacturer and marketer of plumbing products, power systems and furniture and operator of hospitality facilities). Ms. Black served as Chief Legal Officer from 2012 to 2014 and as Senior Vice President from 2000 to 2014. She also served as General Counsel from 1983 to 2012, as Secretary from 2000 to 2012, as a Group President for Kohler Co. from 1998 to 2000 and as Group Vice President — Interiors from 1991 to 1998. Ms. Black brings to the Board, among other skills and qualifications, expertise in brand management, distribution, sales, and marketing from her executive management experience at Kohler, a large multinational company. Her prior roles as Chief Legal Officer and General Counsel of Kohler provides the Board with meaningful insight into federal and state regulatory matters, as well as mergers and acquisitions. Julie L. Bushman Director since 2012

Age 54

Senior Vice President, Business Transformation and Information Technology of 3M

Company, St. Paul, Minnesota (diversified technology company), since 2013.

Ms. Bushman served as Executive Vice President Safety & Graphics Business of

3M from 2012 to 2013, Executive Vice President Safety, Security and Protection

Services Business of 3M from 2011 to 2012, as Vice President and General

Manager, Occupational Health and Environmental Safety Division of 3M from 2007

to 2011, and as Division Vice President, Occupational Health and Environmental

Safety Division of 3M from 2006 to 2007.

Ms. Bushman brings to the Board, among other skills and qualifications,

manufacturing and technical expertise, management and information technology

experience, and leadership in product safety initiatives from her roles in the

management of a number of different 3M Company departments and divisions.

Raymond L. Conner Director since 2013

Age 60

Vice C hairman of The Boeing Company, C hicago, Illinois ( aerospace, commercial

jetliners, and military defense systems c ompany) s ince 2013 and president and chief

executive o fficer o f B oeing Commercial Airplanes since 2012. From 2012 to 2013,

Mr. Conner was E xecutive Vice P resident of The Boeing Company, and from 2011 to

2012, he led S ales, M arketing and Commercial A viation S ervices f or Boeing

Commercial Airplanes. F rom 2008 to 2011, Mr. Conner was v ice p resident and

general manager of Supply C hain M anagement and Operations for B oeing

Commercial Airplanes. Mr. Conner served as vice president of Sales f or Commercial

Airplanes for B oeing Commercial Airplanes from 2007 to 2008 and as vice president

of Sales f or the A mericas f or Boeing from 2003 to 2007. Mr. Conner has held o ther

positions of increasing r esponsibility s ince joining The Boeing Company in 1977.

Mr. Conner brings to the Board, among other skills and qualifications,

manufacturing and technical expertise, global leadership experience, and insight

into government affairs from his roles in the management of a number of different

departments at Boeing.
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William H. Lacy Director since 1997 Age 70 Retired Chairman and Chief Executive Officer, MGIC Investment Corporation, Milwaukee, Wisconsin (holding company for private mortgage insurers). Mr. Lacy retired in 1999 after a 28-year career at MGIC Investment Corporation and its principal subsidiary, Mortgage Guaranty Insurance Corp. (MGIC), one of the nation’s leading private mortgage insurers. Mr. Lacy is a Director of Ocwen Financial Corporation, where he is the Chairman of the Compensation Committee and serves on the Nomination/Governance Committee. Mr. Lacy brings to the Board, among other skills and qualifications, financial expertise and significant experience as a former senior executive of a large public company. He has management experience and an in-depth knowledge of finance, insurance and banking from his long-time employment at MGIC. Mr. Lacy also brings the experience of serving as a director of other public companies. Alex A. Molinaroli Director since 2013 Age 56 Chairman, President and Chief Executive Officer, Johnson Controls, Inc. since 2013. He previously served as Vice Chairman in 2013, as a Corporate Vice President from 2004 to 2013, and as President of Johnson Controls’ Power Solutions business from 2007 to 2013. Previously, Mr. Molinaroli served as Vice President and General Manager for North America Systems & the Middle East for Johnson Controls’ Building Efficiency business and has held positions with increasing levels of responsibility for controls systems and services, sales and operations. Mr. Molinaroli joined Johnson Controls in 1983. The Board believes t hat Mr. Molinaroli’s extensive experience and knowledge of Johnson Controls, and its p roducts and services, gained from o ver 3 0 years o f service in a wide r ange of Johnson Controls’ l eadership positions, enables him t o provide meaningful input and guidance t o t he Board and Johnson Controls. Mr. Molinaroli brings to the B oard a b road strategic v ision f or Johnson Controls, w hich is valuable t o developing and implementing J ohnson Controls’ s trategic g rowth i nitiatives. Juan Pablo del Valle Perochena Director since 2015

Age 43

Chairman of Mexichem, S.A.B. de C.V., Tlalnepantla, Mexico (chemical and

petrochemical producer and seller and a subsidiary of Kaluz, S.A. de C.V.), since

April 2011. Mr. del Valle Perochena has been a Board member of Mexichem since

2001. Mr. del Valle Perochena serves on the boards of Kaluz, S.A. de C.V.,

Elementia S.A. de C.V., Grupo Lala S.A.B., and Grupo Pochteca, S.A.B. de C.V.

Mr. del Valle Perochena brings to the Board, among other skills and qualifications,

leadership, operations and manufacturing experience from his service at Mexichem.

He has served on boards of multi-national companies operating in the United

States, Mexico, and other Latin American countries, giving him valued international

expertise. Mr. del Valle Perochena’s service with Kaluz, S.A. de C.V. gives him

unique insight into the construction industry and real estate development.
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Natalie A. Black Director since 1998 Age 65 Retired Senior Vice President and Chief Legal Officer, Kohler Co., Kohler, Wisconsin (manufacturer and marketer of plumbing products, power systems and furniture and operator of hospitality facilities). Ms. Black served as Chief Legal Officer from 2012 to 2014 and as Senior Vice President from 2000 to 2014. She also served as General Counsel from 1983 to 2012, as Secretary from 2000 to 2012, as a Group President for Kohler Co. from 1998 to 2000 and as Group Vice President — Interiors from 1991 to 1998. Ms. Black brings to the Board, among other skills and qualifications, expertise in brand management, distribution, sales, and marketing from her executive management experience at Kohler, a large multinational company. Her prior roles as Chief Legal Officer and General Counsel of Kohler provides the Board with meaningful insight into federal and state regulatory matters, as well as mergers and acquisitions. Julie L. Bushman Director since 2012 Age 54 Senior Vice President, Business Transformation and Information Technology of 3M Company, St. Paul, Minnesota (diversified technology company), since 2013. Ms. Bushman served as Executive Vice President Safety & Graphics Business of 3M from 2012 to 2013, Executive Vice President Safety, Security and Protection Services Business of 3M from 2011 to 2012, as Vice President and General Manager, Occupational Health and Environmental Safety Division of 3M from 2007 to 2011, and as Division Vice President, Occupational Health and Environmental Safety Division of 3M from 2006 to 2007. Ms. Bushman brings to the Board, among other skills and qualifications, manufacturing and technical expertise, management and information technology experience, and leadership in product safety initiatives from her roles in the management of a number of different 3M Company departments and divisions. Raymond L. Conner Director since 2013

Age 60

Vice C hairman of The Boeing Company, C hicago, Illinois ( aerospace, commercial

jetliners, and military defense systems c ompany) s ince 2013 and president and chief

executive o fficer o f B oeing Commercial Airplanes since 2012. From 2012 to 2013,

Mr. Conner was E xecutive Vice P resident of The Boeing Company, and from 2011 to

2012, he led S ales, M arketing and Commercial A viation S ervices f or Boeing

Commercial Airplanes. F rom 2008 to 2011, Mr. Conner was v ice p resident and

general manager of Supply C hain M anagement and Operations for B oeing

Commercial Airplanes. Mr. Conner served as vice president of Sales f or Commercial

Airplanes for B oeing Commercial Airplanes from 2007 to 2008 and as vice president

of Sales f or the A mericas f or Boeing from 2003 to 2007. Mr. Conner has held o ther

positions of increasing r esponsibility s ince joining The Boeing Company in 1977.

Mr. Conner brings to the Board, among other skills and qualifications,

manufacturing and technical expertise, global leadership experience, and insight

into government affairs from his roles in the management of a number of different

departments at Boeing.
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William H. Lacy Director since 1997

Age 70

Retired Chairman and Chief Executive Officer, MGIC Investment Corporation,

Milwaukee, Wisconsin (holding company for private mortgage insurers). Mr. Lacy

retired in 1999 after a 28-year career at MGIC Investment Corporation and its

principal subsidiary, Mortgage Guaranty Insurance Corp. (MGIC), one of the

nation’s leading private mortgage insurers. Mr. Lacy is a Director of Ocwen

Financial Corporation, where he is the Chairman of the Compensation Committee

and serves on the Nomination/Governance Committee.

Mr. Lacy brings to the Board, among other skills and qualifications, financial

expertise and significant experience as a former senior executive of a large public

company. He has management experience and an in-depth knowledge of finance,

insurance and banking from his long-time employment at MGIC. Mr. Lacy also

brings the experience of serving as a director of other public companies.

Alex A. Molinaroli Director since 2013

Age 56

Chairman, President and Chief Executive Officer, Johnson Controls, Inc. since

2013. He previously served as Vice Chairman in 2013, as a Corporate Vice

President from 2004 to 2013, and as President of Johnson Controls’ Power

Solutions business from 2007 to 2013. Previously, Mr. Molinaroli served as Vice

President and General Manager for North America Systems & the Middle East for

Johnson Controls’ Building Efficiency business and has held positions with

increasing levels of responsibility for controls systems and services, sales and

operations. Mr. Molinaroli joined Johnson Controls in 1983.

The Board believes t hat Mr. Molinaroli’s extensive experience and knowledge of

Johnson Controls, and its p roducts and services, gained from o ver 3 0 years o f service

in a wide r ange of Johnson Controls’ l eadership positions, enables him t o provide

meaningful input and guidance t o t he Board and Johnson Controls. Mr. Molinaroli

brings to the B oard a b road strategic v ision f or Johnson Controls, w hich is valuable t o

developing and implementing J ohnson Controls’ s trategic g rowth i nitiatives.

Juan Pablo del Valle Perochena Director since 2015

Age 43

Chairman of Mexichem, S.A.B. de C.V., Tlalnepantla, Mexico (chemical and

petrochemical producer and seller and a subsidiary of Kaluz, S.A. de C.V.), since

April 2011. Mr. del Valle Perochena has been a Board member of Mexichem since

2001. Mr. del Valle Perochena serves on the boards of Kaluz, S.A. de C.V.,

Elementia S.A. de C.V., Grupo Lala S.A.B., and Grupo Pochteca, S.A.B. de C.V.

Mr. del Valle Perochena brings to the Board, among other skills and qualifications,

leadership, operations and manufacturing experience from his service at Mexichem.

He has served on boards of multi-national companies operating in the United

States, Mexico, and other Latin American countries, giving him valued international

expertise. Mr. del Valle Perochena’s service with Kaluz, S.A. de C.V. gives him

unique insight into the construction industry and real estate development.
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PROPOSAL ONE: ELECTION OF DIRECTORS OurBy-Lawsstate the Board may be comprised of not less than nine nor more than thirteen members withtheexactnumber determined by resolution of the Board. The Board has set the current size of the Boardatelevenmembers. However, the Board has acted to reduce its size from eleven to ten memberseffective upon the retirement of Eugenio Clariond Reyes-Retana on December 31, 2015, consistentwithJohnson Controls’ retirement policy under our Corporate Governance Guidelines . AttheAnnualMeeting, the phased declassification of the Company’s Board, which shareholders approvedatthe2013 annual meeting of shareholders, will be complete and at the Annual Meeting and eachannualmeeting thereafter, all directors will be elected to hold office for a term expiring at the next annualmeetingand until their successors have been elected and qualified, or until the director’s earlier retirementpursuant to our Corporate Governance Guidelines . JuanPablodelValle Perochena was appointed to the Board in November 2015, and his initial term as adirectorexpires at the Annual Meeting. Mr. Clariond, one of our independent directors, initially identifiedMr.delValle Perochena as a director candidate, and a third-party search firm, which was paidafeeforitsservices, assisted the Corporate Governance Committee with background checks. Forfurtherinformation regarding the Board, please see the “Corporate Governance” section of this proxystatement.The following biographies summarize the experiences, qualifications, attributes, and skillsthatqualifyour director nominees and continuing directors to serve as directors of Johnson Controls.TheBoard believes each of our directors possesses certain personal traits that are essential foracompetent,well-functioning Board, such as candor, integrity, sound business judgment and vision,andcollegiality. DIRECTOR NOMINEES Therearetennominees for election to the Board at this Annual Meeting. Each of the ten nominees, if elected,willserve until the 2017 annual meeting of shareholders or until his or her successor has been dulyelectedandqualified. Each nominee, with the exception of the recently appointed Mr. del Valle Perochena,underwent an evaluation by his or her director peers to confirm the nominee’s effectivenessasa director. The Corporate Governance Committee has recommended, and the Board hasselected,the following director nominees for election, all of whom are current directors of Johnson Controls. David P. Abney Director since 2009

Age 60

Chief Executive Officer and Director of United Parcel Service, Inc., Atlanta, Georgia

(package delivery, supply chain and freight services provider), since September

2014. Mr. Abney served as Senior Vice President and Chief Operating Officer of

UPS from 2007 to 2014, also as President of UPS Airlines from 2007 to 2008, and

as Senior Vice President and President of UPS International from 2003 to 2007.

Mr. Abney brings to the Board, among other skills and qualifications, significant

operations and leadership experience and international business expertise from his

roles in the senior management of UPS. From his over 40 years of service at UPS,

Mr. Abney has advanced knowledge of global logistics and strategies, as well as

international human resources. His experience also includes service on the boards

of a number of industry groups.

9

Natalie A. Black Director since 1998 Age 65 Retired Senior Vice President and Chief Legal Officer, Kohler Co., Kohler, Wisconsin (manufacturer and marketer of plumbing products, power systems and furniture and operator of hospitality facilities). Ms. Black served as Chief Legal Officer from 2012 to 2014 and as Senior Vice President from 2000 to 2014. She also served as General Counsel from 1983 to 2012, as Secretary from 2000 to 2012, as a Group President for Kohler Co. from 1998 to 2000 and as Group Vice President — Interiors from 1991 to 1998. Ms. Black brings to the Board, among other skills and qualifications, expertise in brand management, distribution, sales, and marketing from her executive management experience at Kohler, a large multinational company. Her prior roles as Chief Legal Officer and General Counsel of Kohler provides the Board with meaningful insight into federal and state regulatory matters, as well as mergers and acquisitions. Julie L. Bushman Director since 2012

Age 54

Senior Vice President, Business Transformation and Information Technology of 3M

Company, St. Paul, Minnesota (diversified technology company), since 2013.

Ms. Bushman served as Executive Vice President Safety & Graphics Business of

3M from 2012 to 2013, Executive Vice President Safety, Security and Protection

Services Business of 3M from 2011 to 2012, as Vice President and General

Manager, Occupational Health and Environmental Safety Division of 3M from 2007

to 2011, and as Division Vice President, Occupational Health and Environmental

Safety Division of 3M from 2006 to 2007.

Ms. Bushman brings to the Board, among other skills and qualifications,

manufacturing and technical expertise, management and information technology

experience, and leadership in product safety initiatives from her roles in the

management of a number of different 3M Company departments and divisions.

Raymond L. Conner Director since 2013

Age 60

Vice C hairman of The Boeing Company, C hicago, Illinois ( aerospace, commercial

jetliners, and military defense systems c ompany) s ince 2013 and president and chief

executive o fficer o f B oeing Commercial Airplanes since 2012. From 2012 to 2013,

Mr. Conner was E xecutive Vice P resident of The Boeing Company, and from 2011 to

2012, he led S ales, M arketing and Commercial A viation S ervices f or Boeing

Commercial Airplanes. F rom 2008 to 2011, Mr. Conner was v ice p resident and

general manager of Supply C hain M anagement and Operations for B oeing

Commercial Airplanes. Mr. Conner served as vice president of Sales f or Commercial

Airplanes for B oeing Commercial Airplanes from 2007 to 2008 and as vice president

of Sales f or the A mericas f or Boeing from 2003 to 2007. Mr. Conner has held o ther

positions of increasing r esponsibility s ince joining The Boeing Company in 1977.

Mr. Conner brings to the Board, among other skills and qualifications,

manufacturing and technical expertise, global leadership experience, and insight

into government affairs from his roles in the management of a number of different

departments at Boeing.

10

William H. Lacy Director since 1997 Age 70 Retired Chairman and Chief Executive Officer, MGIC Investment Corporation, Milwaukee, Wisconsin (holding company for private mortgage insurers). Mr. Lacy retired in 1999 after a 28-year career at MGIC Investment Corporation and its principal subsidiary, Mortgage Guaranty Insurance Corp. (MGIC), one of the nation’s leading private mortgage insurers. Mr. Lacy is a Director of Ocwen Financial Corporation, where he is the Chairman of the Compensation Committee and serves on the Nomination/Governance Committee. Mr. Lacy brings to the Board, among other skills and qualifications, financial expertise and significant experience as a former senior executive of a large public company. He has management experience and an in-depth knowledge of finance, insurance and banking from his long-time employment at MGIC. Mr. Lacy also brings the experience of serving as a director of other public companies. Alex A. Molinaroli Director since 2013 Age 56 Chairman, President and Chief Executive Officer, Johnson Controls, Inc. since 2013. He previously served as Vice Chairman in 2013, as a Corporate Vice President from 2004 to 2013, and as President of Johnson Controls’ Power Solutions business from 2007 to 2013. Previously, Mr. Molinaroli served as Vice President and General Manager for North America Systems & the Middle East for Johnson Controls’ Building Efficiency business and has held positions with increasing levels of responsibility for controls systems and services, sales and operations. Mr. Molinaroli joined Johnson Controls in 1983. The Board believes t hat Mr. Molinaroli’s extensive experience and knowledge of Johnson Controls, and its p roducts and services, gained from o ver 3 0 years o f service in a wide r ange of Johnson Controls’ l eadership positions, enables him t o provide meaningful input and guidance t o t he Board and Johnson Controls. Mr. Molinaroli brings to the B oard a b road strategic v ision f or Johnson Controls, w hich is valuable t o developing and implementing J ohnson Controls’ s trategic g rowth i nitiatives. Juan Pablo del Valle Perochena Director since 2015

Age 43

Chairman of Mexichem, S.A.B. de C.V., Tlalnepantla, Mexico (chemical and

petrochemical producer and seller and a subsidiary of Kaluz, S.A. de C.V.), since

April 2011. Mr. del Valle Perochena has been a Board member of Mexichem since

2001. Mr. del Valle Perochena serves on the boards of Kaluz, S.A. de C.V.,

Elementia S.A. de C.V., Grupo Lala S.A.B., and Grupo Pochteca, S.A.B. de C.V.

Mr. del Valle Perochena brings to the Board, among other skills and qualifications,

leadership, operations and manufacturing experience from his service at Mexichem.

He has served on boards of multi-national companies operating in the United

States, Mexico, and other Latin American countries, giving him valued international

expertise. Mr. del Valle Perochena’s service with Kaluz, S.A. de C.V. gives him

unique insight into the construction industry and real estate development.
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Leading Brands Across Comprehensive Portfolio of  Products and Services

Building Controls

Integrated Solutions & Services

$32 billion

global leader

#1 in Controls, Fire, Security and Power Solutions
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Alex A. Molinaroli 2015 1,575,000 7,921,874 2,635,521 4,572,068 4,513,507 526,059 21,744,029
Chairman of the Board,
President and Chief 2014 1,400,000 6,749,937 2,249,997 5,744,000 3,145,751 250,996 19,540,681
Executive Officer

2013 966,333 4,001,741 1,184,040 3,450,000 0 270,255 9,872,369

2015 1,000,000 3,749,971 1,247,578 2,714,400 1,179,536 300,185 10,191,670
R. Bruce McDonald
Executive Vice President
and Vice Chairman 2014 881,000 2,173,942 724,989 2,972,000 750,796 190,701 7,693,428

2013 855,000 4,739,119 641,784 2,592,000 0 113,783 8,941,686
Brian J. Stief 2015 | 700,000 | 1,499,968 | 499,034 | 1,425,060 0 159,870 | 4,283,932
Executive Vice President and
Chief Financial Officer

2014 536,000 631,954 210,989 1,138,000 0 138,030 2,654,973
Beda Bolzenius 2015 881,000 2,217,956 737,563 1,694,229 469,105 509,377 6,509,230
Vice President, Vice
Chairman—»Asia Pacific 2014 | 855000 | 2,153,916 | 717,992 | 2,806,000 | 1,335,524 | 422,039 | 8,290,471
and President—
Automotive Experience

2013 830,000 2,088,319 641,784 1,579,000 408,757 90,040 5,637,900
UL (Ea e o 2015 | 800,000 | 1,930,992 | 642,750 | 1,082,730 0 248,131 | 4,704,603
Vice President and
President, Building
Efficiency 2014 769,000 1,804,927 601,994 2,304,000 0 204,339 5,684,260










SUMMARYCOMPENSATIONTABLEFORFISCALYEARS2015,2014AND2013 ThefollowingtablesummarizesthecompensationearnedinthefiscalyearsnotedbyourNEOs.Wearenot includinginformationforMessrs.JacksonandStiefforfiscalyear2013becausetheydidnotbecomenamed executiveofficersuntilfiscalyear2014.
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Changein

Pension

Valueand
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Deferred

Compen-

sation

Earnings(3)(5)

($)
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Compen-

sation(4)

($)

Total(5)

($)

AlexA.Molinaroli

ChairmanoftheBoard,

PresidentandChief

ExecutiveOfficer

2015 1,575,000 7,921,874 2,635,521 4,572,068 4,513,507 526,059 21,744,029

2014 1,400,000 6,749,937 2,249,997 5,744,000 3,145,751 250,996 19,540,681

2013 966,333 4,001,741 1,184,040 3,450,000 0 270,255 9,872,369

R.BruceMcDonald

ExecutiveVicePresident

andViceChairman

2015 1,000,000 3,749,971 1,247,578 2,714,400 1,179,536 300,185 10,191,670

2014 881,000 2,173,942 724,989 2,972,000 750,796 190,701 7,693,428

2013 855,000 4,739,119 641,784 2,592,000 0 113,783 8,941,686

BrianJ.Stief

ExecutiveVicePresidentand

ChiefFinancialOfficer

2015 700,000 1,499,968 499,034 1,425,060 0 159,870 4,283,932

2014 536,000 631,954 210,989 1,138,000 0 138,030 2,654,973

BedaBolzenius

VicePresident,Vice

Chairman—AsiaPacific

andPresident—

AutomotiveExperience

2015 881,000 2,217,956 737,563 1,694,229 469,105 509,377 6,509,230

2014 855,000 2,153,916 717,992 2,806,000 1,335,524 422,039 8,290,471

2013 830,000 2,088,319 641,784 1,579,000 408,757 90,040 5,637,900

WilliamC.Jackson

VicePresidentand

President,Building

Efficiency

2015 800,000 1,930,992 642,750 1,082,730 0 248,131 4,704,603

2014 769,000 1,804,927 601,994 2,304,000 0 204,339 5,684,260
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(in millions, except per share data)
Net sales
Products and systems*
Services*

Cost of sales
Products and systems*
Services*

Gross profit

Selling, general and administrative expenses
Restructuring and impairment costs

Net financing charges

Equity income

Income from continuing operations before income taxes
Income tax provision

Income from continuing operations

Income (loss) from discontinued operations, net of tax (Note 3)
Net income

Income from continuing operations attributable to noncontrolling interests
Income from discontinued operations attributable to noncontrolling interests

Net income attributable to Johnson Controls, Inc.

Amounts attributable to Johnson Controls, Inc. common shareholders:
Income from continuing operations
Income (loss) from discontinued operations

Net income

Basic earnings (loss) per share attributable to Johnson Controls, Inc.
Continuing operations

Discontinued operations
Net income **

Diluted earnings (loss) per share attributable to Johnson Controls, Inc.
Continuing operations
Discontinued operations

Net income **

Year Ended September 30,

2015 2014 2013
33,513 $ 34,978 $ 33,092
3,666 3,771 4,053
37,179 38,749 37,145
28,214 29,910 28,189
2,518 2,534 2,810
30,732 32,444 30,999
6,447 6,305 6,146
(3,986) (4,216) (3,627)
(397) (324) (903)
(288) (244) (247)

375 395 399
2,151 1,916 1,768
600 407 674
1,551 1,509 1,094
128 (166) 203
1,679 1,343 1,297
112 105 102

4 23 17
1,563 $ 1215 $ 1,178
1,439 $ 1,404 $ 992
124 (189) 186
1,563 $ 1215 $ 1,178
220 $ 211§ 1.45
0.19 (0.28) 0.27
239 $ 1.82 $ 1.72
218 $ 208 $ 1.44
0.19 (0.28) 0.27
236 $ 180 $ 1.71

*  Products and systems consist of Automotive Experience and Power Solutions products and systems and Building Efficiency

installed systems. Services are Building Efficiency technical services.

**  Certain items do not sum due to rounding.
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Johnson Controls, Inc. Consolidated Statements of Income  

 

Year Ended September 30,

(in millions, except per share data) 2015 2014 2013

Net sales

Products and systems* $ 33,513 $ 34,978 $ 33,092

Services* 3,666 3,771 4,053

37,179 38,749 37,145

Cost of sales

Products and systems* 28,214 29,910 28,189

Services* 2,518 2,534 2,810

30,732 32,444 30,999

Gross profit 6,447 6,305 6,146

Selling, general and administrative expenses

(3,986

)

(4,216

)

(3,627

)

Restructuring and impairment costs (397) (324) (903)

Net financing charges (288) (244) (247)

Equity income 375 395 399

Income from continuing operations before income taxes 2,151 1,916 1,768

Income tax provision 600 407 674

Income from continuing operations 1,551 1,509 1,094

Income (loss) from discontinued operations, net of tax (Note 3) 128 (166) 203

Net income 1,679 1,343 1,297

Income from continuing operations attributable to noncontrolling interests 112 105 102

Income from discontinued operations attributable to noncontrolling interests 4 23 17

Net income attributable to Johnson Controls, Inc. $ 1,563 $ 1,215 $ 1,178

Amounts attributable to Johnson Controls, Inc. common shareholders:

Income from continuing operations

$ 1,439 $ 1,404 $ 992

Income (loss) from discontinued operations

124 (189) 186

        Net income

$ 1,563 $ 1,215 $ 1,178

Basic earnings (loss) per share attributable to Johnson Controls, Inc.

Continuing operations

$ 2.20 $ 2.11 $ 1.45

Discontinued operations

0.19 (0.28) 0.27

        Net income **

$ 2.39 $ 1.82 $ 1.72

Diluted earnings (loss) per share attributable to Johnson Controls, Inc.

Continuing operations

$ 2.18 $ 2.08 $ 1.44

Discontinued operations

0.19 (0.28) 0.27

        Net income **

$ 2.36 $ 1.80 $ 1.71

 * Products and systems consist of Automotive Experience and Power Solutions products and systems and Building Efficiency

installed systems. Services are Building Efficiency technical services.

** Certain items do not sum due to rounding.

The accompanying notes are an integral part of the financial statements.
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(in millions, except par value and share data)

Assets

Cash and cash equivalents

Accounts receivable, less allowance for doubtful

accounts of $82 and $72, respectively
Inventories
Assets held for sale
Other current assets
Current assets

Property, plant and equipment - net
Goodwill

Other intangible assets - net
Investments in partially-owned affiliates
Noncurrent assets held for sale

Other noncurrent assets

Total assets

Liabilities and Equity

Short-term debt
Current portion of long-term debt
Accounts payable
Accrued compensation and benefits
Liabilities held for sale
Other current liabilities

Current liabilities

Long-term debt

Pension and postretirement benefits

Other noncurrent liabilities
Long-term liabilities

Commitments and contingencies (Note 21)

Redeemable noncontrolling interests

Common stock, $1.00 par value, shares authorized: 1,800,000,000
shares issued: 2015 - 717,039,108; 2014 - 706,761,661

Capital in excess of par value
Retained earnings

Treasury stock, at cost (2015 - 69,671,840; 2014 - 41,264,918 shares)

Accumulated other comprehensive loss

Shareholders’ equity attributable to Johnson Controls, Inc.

Noncontrolling interests
Total equity
Total liabilities and equity

September 30,

2015 2014
597 $ 409
5,751 5,871
2,377 2,477
55 2,157
2,313 2,193
11,093 13,107
5,870 6,314
6,824 7,127
1,516 1,639
2,143 1,018
— 630
2,227 2,969
29673 $ 32,804
52 % 183
813 140
5,174 5,270
1,090 1,124
42 1,801
3,324 3,176
10,495 11,694
5,745 6,357
767 865
1,915 2,132
8,427 9,354
212 194
717 707
3,030 2,669
10,838 9,956
(3,152) (1,784)
(1,057) (237)
10,376 11,311
163 251
10,539 11,562
29,673 $ 32,804
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Johnson Controls, Inc. Consolidated Statements of Financial Position

 

September 30,

(in millions, except par value and share data) 2015 2014

Assets

Cash and cash equivalents

$ 597 $ 409

Accounts receivable, less allowance for doubtful

 accounts of $82 and $72, respectively

5,751 5,871

Inventories 2,377 2,477

Assets held for sale

55 2,157

Other current assets 2,313 2,193

Current assets

11,093 13,107

Property, plant and equipment - net 5,870 6,314

Goodwill

6,824 7,127

Other intangible assets - net 1,516 1,639

Investments in partially-owned affiliates

2,143 1,018

Noncurrent assets held for sale — 630

Other noncurrent assets

2,227 2,969

Total assets $ 29,673 $ 32,804

Liabilities and Equity

Short-term debt $ 52 $ 183

Current portion of long-term debt

813 140

Accounts payable 5,174 5,270

Accrued compensation and benefits 1,090 1,124

Liabilities held for sale

42 1,801

Other current liabilities 3,324 3,176

Current liabilities

10,495 11,694

Long-term debt 5,745 6,357

Pension and postretirement benefits

767 865

Other noncurrent liabilities 1,915 2,132

Long-term liabilities

8,427 9,354

Commitments and contingencies (Note 21)

Redeemable noncontrolling interests

212 194

Common stock, $1.00 par value, shares authorized: 1,800,000,000

shares issued: 2015 - 717,039,108; 2014 - 706,761,661

717 707

Capital in excess of par value 3,030 2,669

Retained earnings

10,838 9,956

Treasury stock, at cost (2015 - 69,671,840; 2014 - 41,264,918 shares) (3,152) (1,784)

Accumulated other comprehensive loss

(1,057) (237)

Shareholders’ equity attributable to Johnson Controls, Inc.

10,376 11,311

Noncontrolling interests 163 251

Total equity

10,539 11,562

Total liabilities and equity $ 29,673 $ 32,804

The accompanying notes are an integral part of the financial statements.
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(in millions)
Operating Activities
Net income attributable to Johnson Controls, Inc.
Income from continuing operations attributable to noncontrolling interests
Income from discontinued operations attributable to noncontrolling interests
Net income
Adjustments to reconcile net income to cash provided by operating activities:
Depreciation and amortization
Pension and postretirement benefit expense (income)
Pension and postretirement contributions
Equity in earnings of partially-owned affiliates, net of dividends received
Deferred income taxes
Non-cash restructuring and impairment charges
Loss (gain) on divestitures - net
Fair value adjustment of equity investment
Equity-based compensation
Other
Changes in assets and liabilities, excluding acquisitions and divestitures:
Receivables
Inventories
Other assets
Restructuring reserves
Accounts payable and accrued liabilities
Accrued income taxes
Cash provided by operating activities

Investing Activities
Capital expenditures
Sale of property, plant and equipment
Acquisition of businesses, net of cash acquired
Business divestitures
Changes in long-term investments
Other
Cash provided (used) by investing activities

Financing Activities
Increase (decrease) in short-term debt - net
Increase in long-term debt
Repayment of long-term debt
Stock repurchases
Payment of cash dividends
Proceeds from the exercise of stock options
Cash paid to acquire a noncontrolling interest
Other

Cash used by financing activities
Effect of exchange rate changes on cash and cash equivalents
Change in cash held for sale
Increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

A Cdl LIIutu ovpieinuel Jv,

2015 2014 2013
1,563 $ 1215 $ 1,178
112 105 102

4 23 17
1,679 1,343 1,297
860 955 952
396 321 (475)
(409) (161) 97)
(144) (153) (86)
327 (329) 273
183 181 586
(1,340) 111 (483)
— (38) (106)

90 82 64
(1) 2 (21
(297) (18) (182)
(99) 311) 97)
(113) (192) (181)
() 31) 234
348 440 686
126 197 322
1,600 2,395 2,686
(1,135) (1,199) (1,377)
37 79 116
(22) (1,733) (123)
1,646 225 761
(44) 19 (10)
(12) 16 53
470 (2,593) (580)
(68) 73 (197)
299 2,001 114
(191) (833) (490)
(1,362) (1,249) (350)
(657) (568) (513)
275 186 254
(38) (5) (64)
(79) (17) 32
(1,821) @12) (1214)
81 (20) (98)
20 (16) @)
188 (646) 790
409 1,055 265
597 $ 409 S 1,055
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Johnson Controls, Inc. Consolidated Statements of Cash Flows   Year Ended September 30,

(in millions) 2015 2014 2013

Operating Activities

Net income attributable to Johnson Controls, Inc. $ 1,563 $ 1,215 $ 1,178

Income from continuing operations attributable to noncontrolling interests 112 105 102

Income from discontinued operations attributable to noncontrolling interests 4 23 17

Net income 1,679 1,343 1,297

Adjustments to reconcile net income to cash provided by operating activities:

Depreciation and amortization 860 955 952

Pension and postretirement benefit expense (income) 396 321 (475)

Pension and postretirement contributions (409) (161) (97)

Equity in earnings of partially-owned affiliates, net of dividends received (144) (153) (86)

Deferred income taxes 327 (329) 273

Non-cash restructuring and impairment charges 183 181 586

Loss (gain) on divestitures - net (1,340) 111 (483)

Fair value adjustment of equity investment — (38) (106)

Equity-based compensation 90 82 64

Other (1) (2) (21)

Changes in assets and liabilities, excluding acquisitions and divestitures:

Receivables (297) (18) (182)

Inventories (99) (311) (97)

Other assets (113) (192) (181)

Restructuring reserves (6) (31) 234

Accounts payable and accrued liabilities 348 440 686

Accrued income taxes 126 197 322

Cash provided by operating activities 1,600 2,395 2,686

Investing Activities

Capital expenditures (1,135) (1,199) (1,377)

Sale of property, plant and equipment 37 79 116

Acquisition of businesses, net of cash acquired (22) (1,733) (123)

Business divestitures 1,646 225 761

Changes in long-term investments (44) 19 (10)

Other (12) 16 53

Cash provided (used) by investing activities 470 (2,593) (580)

Financing Activities

Increase (decrease) in short-term debt - net (68) 73 (197)

Increase in long-term debt 299 2,001 114

Repayment of long-term debt (191) (833) (490)

Stock repurchases (1,362) (1,249) (350)

Payment of cash dividends (657) (568) (513)

Proceeds from the exercise of stock options 275 186 254

Cash paid to acquire a noncontrolling interest (38) (5) (64)

Other (79) (17) 32

Cash used by financing activities (1,821) (412) (1,214)

Effect of exchange rate changes on cash and cash equivalents (81) (20) (98)

Change in cash held for sale 20 (16) (4)

Increase (decrease) in cash and cash equivalents

188 (646) 790

Cash and cash equivalents at beginning of period 409 1,055 265

Cash and cash equivalents at end of period $ 597 $ 409 $ 1,055

The accompanying notes are an integral part of the financial statements.
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Net Sales

Building Efficiency
North America Systems and Service
Asia
Other

Automotive Experience
Seating

Interiors

Power Solutions

Total net sales

Segment Income (Loss)

Building Efficiency
North America Systems and Service (1)
Asia (2)
Other (3)

Automotive Experience
Seating (4)

Interiors (5)

Power Solutions (6)

Total segment income

Net financing charges

Restructuring and impairment costs

Net mark-to-market adjustments on pension and

postretirement plans

Income from continuing operations before income taxes

Year Ended September 30,

2015 2014 2013
4,443 § 4336 $ 4,492
1,957 2,069 2,022
4,110 3,680 3,812
10,510 10,085 10,326
16,539 17,531 16,285
3,540 4,501 4,176
20,079 22,032 20,461
6,590 6,632 6,358
37,179 $ 38,749 $ 37,145
Year Ended September 30,
2015 2014 2013
513§ 448 § 498
283 332 270
127 37 77
923 817 845
928 853 686
254 €] (19)
1,182 852 667
1,153 1,052 999
3258 § 2,721 $ 2,511
(288) (244) (247)
(397) (324) (903)
(422) (237) 407
2,151 § 1,916 $ 1,768
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Management evaluates the performance of the segments based primarily on segment income, which represents income from  continuing operations before income taxes and noncontrolling interests excluding net financing charges, significant restructuring  and impairment costs, and net mark-to-market adjustments on pension and postretirement plans. General corporate and other  overhead expenses are allocated to business segments in determining segment income. As mentioned above, the previously reported  GWS segment met the criteria to be classified as a discontinued operation, and general corporate overhead was not allocated to  discontinued operations. The Company reported discontinued operations through retrospective application to all periods presented,  resulting in general corporate allocation changes between the segments in the prior periods. Financial information relating to the  Company’s reportable segments is as follows (in millions):   Year Ended September 30,

  2015 2014 2013

Net Sales

Building Efficiency

North America Systems and Service $ 4,443 $ 4,336 $ 4,492

Asia 1,957 2,069 2,022

Other 4,110 3,680 3,812

10,510 10,085 10,326

Automotive Experience

Seating 16,539 17,531 16,285

Interiors 3,540 4,501 4,176

20,079 22,032 20,461

Power Solutions 6,590 6,632 6,358

Total net sales $ 37,179 $ 38,749 $ 37,145

  Year Ended September 30,

  2015 2014 2013

Segment Income (Loss)

Building Efficiency

North America Systems and Service (1) $ 513 $ 448 $ 498

Asia (2) 283 332 270

Other (3) 127 37 77

923 817 845

Automotive Experience

Seating (4) 928 853 686

Interiors (5) 254 (1) (19)

1,182 852 667

Power Solutions (6) 1,153 1,052 999

Total segment income $ 3,258 $ 2,721 $ 2,511

Net financing charges (288) (244) (247)

Restructuring and impairment costs (397) (324) (903)

Net mark-to-market adjustments on pension and

postretirement plans (422) (237) 407

Income from continuing operations before income taxes $ 2,151 $ 1,916 $ 1,768
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Debriefing Questionnaire:

On a scale of 1 to 5 where 1 = Strongly Agree, 2 = Agree, 3 = Neutral, 4 = Disagree, and 5 =
Strongly Disagree, please circle one number for each of the following statements related to the
Johnson Controls case. Your individual responses will remain anonymous, while the aggregate
responses will be summarized for journal validation purposes.

[ enjoyed reading the Johnson Controls case.

1 2 3 4 5
Strongly Strongly
Agree Agree Neutral Disagree Disagree

The Johnson Controls case and related questions required me to use critical thinking skills.

1 2 3 4 5
Strongly Strongly
Agree Agree Neutral Disagree Disagree

The Johnson Controls case and related questions were too difficult.

1 2 3 4 5
Strongly Strongly
Agree Agree Neutral Disagree Disagree

The Johnson Controls case increased my knowledge of the role of corporate governance in
corporate restructuring, mergers, and acquisitions.

1 2 3 4 5
Strongly Strongly
Agree Agree Neutral Disagree Disagree

The Johnson Controls case increased my knowledge of the board of directors’ functioning,
independence, and compensation.

1 2 3 4 5
Strongly Strongly
Agree Agree Neutral Disagree Disagree

The Johnson Controls case increased my knowledge of the debate whether stock-based
compensation promotes long-term strategic alignment of the interests of executives and
shareholders, or short-term tactics to improve the stock price of the company.

1 2 3 4 5
Strongly Strongly
Agree Agree Neutral Disagree Disagree










Debriefing Questionnaire: 

On a scale of 1 to 5 where 1 = Strongly Agree, 2 = Agree, 3 = Neutral, 4 = Disagree, and 5 = 

Strongly Disagree, please circle one number for each of the following statements related to the 

Johnson Controls case. Your individual responses will remain anonymous, while the aggregate 

responses will be summarized for journal validation purposes. 

 

I enjoyed reading the Johnson Controls case. 

1________________2________________3________________4________________5 

Strongly                                                                                                                Strongly 

Agree                    Agree                       Neutral                     Disagree              Disagree 

 

The Johnson Controls case and related questions required me to use critical thinking skills. 

 

1________________2________________3________________4________________5 

Strongly                                                                                                               Strongly 

Agree                    Agree                       Neutral                     Disagree              Disagree 

 

The Johnson Controls case and related questions were too difficult. 

1________________2________________3________________4________________5 

Strongly                                                                                                               S trongly 

Agree                    Agree                       Neutral                     Disagree              Disagree 

 

The Johnson Controls case increased my knowledge of the role of corporate governance in 

corporate restructuring, mergers, and acquisitions. 

 

1________________2________________3________________4________________5 

Strongly                                                                                                               S trongly 

Agree                    Agree                       Neutral                     Disagree              Disagree 

 

The Johnson Controls case increased my knowledge of the board of directors’ functioning, 

independence, and compensation. 

 

1________________2________________3________________4________________5 

Strongly                                                                                                                Strongly 

Agree                    Agree                       Neutral                     Disagree              Disagree 

The Johnson Controls case increased my knowledge of the debate whether stock-based 

compensation promotes long-term strategic alignment of the interests of executives and 

shareholders, or short-term tactics to improve the stock price of the company. 

 

1________________2________________3________________4________________5 

Strongly                                                                                                               S trongly 

Agree                    Agree                       Neutral                     Disagree              Disagree 
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