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Executive Summary

Dana Corporation (hereafter Dana), a manufacturer and provider of automotive, commercial and off-highway vehicle parts and services, is struggling to pull out of bankruptcy and launch itself back into a stable financial position.  As of March 3, the New York Stock Exchange moved to de-list Dana’s stock; shares are currently traded over the counter (DCNAQ.PK) for only $1.49 per share (as of April 26, 2006) - down 58% since January 2005 (Syllabus).  Although this drop in shareholder value has many causes, the largest problem facing Dana is the limited amount of cash readily available to cover debt interest payments and its pension and health care liabilities.  Not only is the corporation lacking cash, but the cash that it does maintain is spent unwisely on unnecessary expenditures such as dividend payments and exorbitant management compensation packages.

As a manufacturer, the key to profitable operations for Dana is reliable cash flow.  To emerge from bankruptcy and stabilize its cash position, Dana must become more competitive in the automobile parts industry.  The corporation needs to restructure and reallocate its assets and increase liquidity in order to achieve maximum efficiency and continue the development of innovative technologies.  By increasing its competitive advantage, the company will be able to secure additional contracts from its current buyers, and acquire contracts from new buyers.  

Dana operates a number of divisions that are under-performing.  These businesses are draining capital from its more profitable sectors.  In order to increase cash availability, Dana must divest its non-profitable units, such as its engine hard parts division.  Additionally, the company needs to eliminate dividends and restructure its management compensation.

Dana also has significant current and long-term debt obligations.  The large principal amounts on this debt result in high interest payments, on which Dana is currently in default.  As the cash position becomes increasingly liquid, the company needs to use the influx of funds to pay off its large debt principals, thereby reducing the interest due.  Less interest payments will result in greater availability of funds for investment in profitable projects.

Additionally, Dana is responsible for an enormous amount of pensions and healthcare benefits.  The company needs to find some way to fund these obligations, which are hampering their ability to operate efficiently.  The liabilities can be partially paid with the cash garnered from divestitures, elimination of dividends, and alterations of compensation plans.  However, Dana must restructure, whether through negotiations with labor unions or litigation, its pension and healthcare plans in order to survive.

These recommendations will push Dana out of bankruptcy and into a leading position within its industry. 
Introduction


Dana’s current efforts to pull itself out of bankruptcy include divesting two of its non-core divisions (engine fluids and pump businesses), reducing payroll costs, consolidating manufacturing plants, and other actions.  The company is also fighting litigation from its shareholders in connection to an earlier takeover bid by ArvinMeritor; however, Dana feels that these accusations lack merit.  Furthermore, it is presently under investigation by the Securities and Exchange Commission for accounting fraud; the corporation was forced to restate its financial statements last year.  

Clearly, Dana Corporation needs to take additional financial steps to propel itself out of financial straits.  We propose that through steps to increase liquidity and reduce debt principal, Dana will be able to increase its cash flows and ultimately raise its stock price and maximize stockholder wealth.
Recommendation 1
Dana needs to increase liquidity by restructuring assets, completely discontinuing dividends, and modifying management compensation.  We plan to use the cash inflow as a result of these actions to reduce Dana’s debt principal (and therefore reduce its interest payments), investing further in our most profitable divisions and products, and identifying new, projects with superior returns on investment.  We will discuss the debt reduction in greater detail in our second recommendation.


The divestiture of non-profitable entities will be the key to freeing up large quantities of cash, which is the cornerstone of our restructuring process.  Mike Burns, CEO of Dana Corp., says that there are already plans to divest several non-core businesses.  According to an article by Phillip Nussel appearing in Automotive News, Dana has already sold its fluids and pump divisions.  Although this is a step in the right direction, we feel that more divestitures are needed to raise a sufficient amount of cash to regain a stable financial position.  The management must devise a plan to determine which entities have sustainable cash inflow, and which units are unprofitable and should be divested.  Since one of Dana’s most significant problems is liquidity, the entities will be evaluated on the basis of past and current cash flows – not only sales, but how much actual cash was collected as a result of those sales.  These figures will be evaluated using historical figures from the past five years, as well as forecasted figures for the next two years.  After the management has identified poorly performing entities, they need to be sold as quickly as possible.  Ideally, management should sell or liquidate between 20 and 25 percent of its most poorly performing stores.
Even though a great deal of cash will be generated through the divestitures, more is still needed in order cover all of its liabilities.  One of Dana’s largest expenditures during the past two years has been dividend payments.  In 2003, the company paid $0.09 per share, resulting in a $14 million cash outflow.  Then, in 2004, dividends jumped 433% to $0.48 per share.  2005 per share amounts decreased slightly to $0.37 but remained over 300% higher than 2003 amounts.  Altogether, cash-starved Dana Corporation could have saved an estimated $130 million in 2004 and 2005 simply by eliminating dividends.
Clearly, discontinuation of dividends would effectively make available significant amounts of cash.  As such, we recommend that dividends be completely abolished for the time being.  In their recent book Financial Turnarounds, Henry Davis and William Sihler discuss Maytag’s financial restructuring.  Maytag was suffering from poor cash flows as a result of an effort to repair its overseas operations.  Davis and Sihler report that “to generate the cash for increased domestic capital spending, management secured the board’s approval to cut the common stock cash dividend in half” (75).  Additionally, the book mentions another company in similar financial straits, Navistar.  “One of the most important things the company did to reverse its fortunes was to eliminate its dividend so it could retain cash for reinvestment,” the authors say (62).  Partially thanks to their dividend restructuring policies, both Maytag and Navistar were able to pull themselves out of financial straits.  Currently, Dana’s policy seems to focus on increasing dividends each year.  If the company wishes to have cash to invest in profitable projects and reduce debt, it must eliminate dividends.  However, passing along profits to shareholders is extremely important, so Dana will need to begin paying dividends again after it regains financial stability.  At that time, the company may also wish to consider alternate forms of wealth distribution, such as share buybacks or stock dividends. 
Finally, Dana needs to restructure its management compensation plans.  According to the company’s 2004 Proxy Statement (Audit Committee Report) filed with the SEC, the majority of management compensation (with few exceptions) consisted of base salary.  Furthermore, total compensation of upper management increased across the board from 2002 to 2003 and again from 2003 to 2004.  For example, compensation for William Carroll, COO and Acting President, increased 314% in 2004, and compensation for Terry McCormack, Aftermarket President, increased 428% in the same year.  An excellent way for Dana to increase liquidity cash is to a) reduce total compensation of upper management, and b) reduce base pay as a percentage of total compensation.  The board of directors will have to negotiate pay schedules with the managers on an individual basis; however, base pay should constitute no more than 40% of total compensation; at least 60% will come from bonuses or options.  Using this plan, Dana will have less immediate cash expenditure obligations; this will enable the company to use the cash for growth and debt reduction, while at the same time providing additional incentive to management for superior performance.
Divesting non-profitable entities, eliminating dividends, and restructuring management compensation will increase Dana’s liquidity
.  As a result of the system that the management implements, Dana will have eliminated the non-core businesses, and it will be left with the most profitable or promising units.  Using the newly accessible cash, the company will provide additional funding for these profitable businesses.  As the units are strengthened through this influx of capital, they will sustain and increase their competitive advantages within the market.
Once Dana begins to focus on its most profitable businesses, it must protect and grow the income and cash flows from those units.  To do this, the company will employ three basic strategies.  First, it will move some of its units into Mexico, China, India or other foreign markets.  These countries have lower labor costs, which will drive up Dana’s dismally low profit margins.  Management has already begun this process; in Nussel’s article, he reports that management will “move a driveshaft operation in Bristol, Va., and a steering shaft operation in Lima, Ohio, to Mexico.”  However, this small step is not enough; this move must be on a much broader scale to effective.  Ideally, Mr. Burns – Dana’s CEO – would like to have about 50% of its operations overseas (Nussel).  Second, Dana will seek out contracts with new, more stable buyers.  Nussel goes on to say that 43% of Dana’s revenue comes from General Motors, Ford Motor Company, and the Chrysler group.  As all of these manufacturers are in considerable financial distress, it would be prudent for Dana to find buyers in better financial positions.  For example, according to bizjournals.com, military vehicle supplier Oshkosh was recently awarded a $169 million defense order from the U.S. military for production of Medium tactical Vehicle Replacement (MTVR) cargo vehicles.  By using its influx of capital from the divestitures, etc., Dana could strengthen its core businesses and make its products more appealing to buyers such as Oshkosh.  Specifically, Dana needs to focus on its most profitable technologies, such as the Atmosplas Microwave Technology, Intelligent Cooling System, and the Spicer Drivetrain (see Appendix A).  Investment in these lucrative divisions and technologies is an important financial step that Dana can take to reestablishing its credibility and financial security.
Along with finding new buyers, Dana also needs to strengthen its relationship with its most stable current business partners.  For example, a particularly strong manufacturer that Dana currently contracts with is Volvo Truck.  According to Hoovers, Volvo is “now a leading maker of trucks, buses, and construction equipment,” so our position can only be strengthened by continuing to work with this growing company.  However, in order to continue acquiring contracts with Volvo, Dana must allocate its new and considerable financial resources to specific products that will be very attractive to Volvo.  For example, the Environmental Protection Agency (EPA) has recently begun to tighten long-term emissions standards.  (In 2006 the emissions requirement is 3.43 g/hr; in 2030 that figure will drop to .33 g/hr.)  As a heavy automobile manufacturer, Volvo must adjust its processes in order to abide by these regulations.  The Department of Transportation requires that truck drivers rest for a minimum of 10 hours for every 14 hours of driving.  Often, the truck drivers must keep their engines idling while they are resting (possibly because of refrigeration systems or other electrical needs).  As previously mentioned, Dana has developed an Intelligent Cooling System, which allows the refrigeration or other electrical systems to run independently from the engine, thereby reducing the amount of fuel burned and the emissions emitted.  Therefore, Volvo – and other heavy manufacturing companies – will be better able to comply with the EPA standards.  By focusing on and allocating capital to technologies such as the Intelligent Cooling System, Dana will make its products more attractive to these companies, thus increasing its number of contracts and therefore profits.

One of Dana Corporation’s main problems is inadequate cash flow.  We propose that the company divest poorly performing businesses, eliminate dividends, and restructure upper management’s compensation.  Through these actions, Dana will be able to fund the transfer of its most profitable divisions to other countries with cheaper labor markets.  Additionally, the cash will allow the company to invest more capital in its best products and technologies, which in turn will attract more stable buyers such as Oshkosh and Volvo and increase profits.
Recommendation 2

Another serious problem for Dana is its prohibitively large debt position.  In the preliminary fourth-quarter and 2005 year-end financial statements posted on its website, Dana reports $3.04 billion in outstanding debt (see Appendix B).   The majority of debt, approximately 63%, is from deferred employee benefits and other non-current liabilities – in other words, healthcare benefits and pensions.  Another 35% is from short-term debt and bond obligations.  This percentage increased significantly from 2004 because Dana was required to move a large portion of its long-term debt into short-term debt status.  On March 1, the company defaulted on a $21 million bond interest payment.  Partially as a result of this default, the debt is “subject to acceleration in the event of non-compliance with the financial covenants” (www.dana.com) and must be classified as short-term debt.  The remainder of the debt (approximately 2%) is still classified as long-term.

In order to pull out of bankruptcy, Dana must alter its capital structure by reducing the principal amount of its debt.  There are two important reasons for this.  First, reducing the principal will also reduce the amount of interest payments.  In 2005, Dana had a $104 million net interest expense (see Appendix C).  This number was down from the 2004 net interest expense of $152 million; during this time period, Dana repurchased a significant amount of debt, thereby reducing its interest payments.  Further repurchase of debt will decrease interest payments even more in upcoming years.  Second, as mentioned above, a large percentage of the company’s total debt is now classified as short-term.  Thus, it is not only prudent but necessary for the company to pay back its debt as soon as possible.  For these two reasons, we propose that Dana continue this debt repurchasing strategy, funded partly by the cash inflows discussed in our first recommendation.  

A second action that Dana must take to decrease its debt position is reduce the amount of pension and healthcare.  According to a phone interview with Sean Tidley, JP Morgan research analyst, Dana’s pension and healthcare liabilities are grossly under-funded.  After reviewing the financial statements, it is clear that the pension and healthcare liabilities are growing despite this lack of funding: in 2005, these liabilities increased from $1,759 million to $1,910 million.  There are several plans that Dana could implement in order to fix this problem.
First, Dana needs to attempt to negotiate with the labor unions, such as United Auto Workers (UAW), to restructure its pension and healthcare obligations.  In its present position, Dana is unable to support its significant pension and healthcare liabilities.  According to the Retiree Benefits Bankruptcy Protection Act, a judge could order a decrease in pension liabilities if Dana shows that they are a threat to its continued existence
.  However, Dana should first try to work directly with the unions to reduce the obligations; if this doesn’t work, then litigation may become necessary.
In the event that the courts order a reduction in Dana’s pension obligations, the retirees will still be able to collect the money that they need.  The Pension Benefit Guarantee Corporation (PBGC) was created by the Employee Retirement Income Security Act of 1974 to protect the employees of bankrupt companies that have defaulted on their pension plans (www.pbgc.org).  If the company could prove that its pension liabilities are prohibitive to continued operations, Dana would be eligible for a “distress termination,” in which case PBGC would pay Dana’s pensions.

Dana also needs to consider its healthcare liabilities.  Ideally, the company should try to negotiate with unions about this problem as well; implementation or augmentation of co-pays, premiums, or deductibles would be the best solution.  This outcome would benefit both parties; Dana would reduce its massive liabilities, the workers would still retain their healthcare benefits.  If Dana is unable to reach an agreement with the unions about healthcare, it has the option to eliminate the plan altogether.  According to David R. Jury, Assistant General Council for the United Steelworkers of America (Pittsburgh), “There’s no legal requirement [for Dana] to provide for employee health benefits…” (Lucia).  Therefore, the company has the ability to eliminate or restructure the healthcare plans as needed; no matter which of these plans it chooses to follow, Dana will significantly improve its liability position.
The health care and pension liability issue is one of the major components that need to be reduced and re-evaluated in order to launch Dana back into a position of financial stability within the industry.  Through negotiations, both sides must compromise to reach a successful conclusion with Dana Corporation’s long term financial health in mind.  

Appendix A: Overview of the Company
Dana Corporation is an automobile parts manufacturer based in Toledo, Ohio.  The company was founded in 1904 by Clarence Spicer, and it was originally created to sell the Spicer Universal Joint – a truly innovative product that helped change the way that automobiles were powered.  From this humble beginning, Dana has grown and evolved into a multi-national corporation, employing thousands of workers worldwide and powering everything from light automobiles to 18-wheelers to off-road construction equipment.

Products
Dana’s products are split into three main divisions: Automotive, Commercial Vehicles and Off-Highway Vehicles.  Each of these divisions manufactures and sells internal automobile parts, such as axles, drivetrains, and chassis and structural products.
Technology
Although Dana is a technological frontrunner of its industry in many ways, there are three important breakthroughs that will help it regain its competitive advantage:
1. Atmoplas Microwave Technology:  This transforms the way that metals are heated and reduces cycle time.  It can also lead to lower energy use, lower operating and maintenance costs, and an overall reduction in capital investment.  This technology is also used to aid fuel cell development in the storage and recovery rate of hydrogen.

2. Intelligent Cooling System:  This helps to warm up the engine faster, improving fuel economy and reducing emissions.  The system acts independently of the engine in heating and cooling the cabin and trailer compartments.
3. Spicer Drivetrain Components: New axle gearings reduce noise and wear on trailer and Spicer driveshaft gives users a longer life and overall reduced maintenance.
Facilities and Employees
The Dana Corporation family encompasses 316 parent companies and subsidiaries, as well as a myriad of manufacturing plants, distribution centers, and other offices which are spread out over the United States and throughout the world.  Presently, Dana has facilities in Mexico, Canada, the U.K., Pacific Asia, South America, and many other areas.  It is truly a global corporation; according to Automotive News, nearly 40% of Dana’s operations are foreign, with approximately 60% remaining in North America.  However, CEO Mike Burns wants to concentrate more on overseas production and sales; his goal is to increase foreign business to about 50% of the total (Nussel).  
Clearly, these upcoming closures will have a serious impact on Dana’s employees.  The company currently employs about 45,900 workers worldwide, most of whom have significant health care benefits.  Added to this figure is a growing number of pensioners, all of whom Dana must consider as it goes through the bankruptcy process.  
There have recently been a number of significant changes in Dana’s upper management.  Mike Burns continues to hold the positions of President and Chief Executive Officer, despite Dana’s recent bankruptcy filing.  Mr. Burns is also the Chairman of the Board of Directors, which might have something to do with this.  The Chief Financial Officer is Kenneth Hiltz, who took over on March 7th after former CFO Robert Richter retired days before the company filed for bankruptcy.  Dana has also hired Ted Stenger as its Chief Restructuring Officer.  Mr. Stenger has worked with many other large companies in bankruptcy, such as K-Mart Corporation and Fleming Companies.  Finally, the corporation has brought in Miller Buckfire as financial advisers and AlixPartners as restructuring advisers (Dana Seeks).

Competition

Dana’s general market is motor vehicle parts, accessories, and bodies.  As such, its major competitors include Delphi Corporation (which was a spin-off of GM), Visteon (a spin-off of Ford), Tower Automotive, Collins & Aikman Corporation, and Meridian Automotive Systems.  Interestingly, all of these competitors – and several more – have recently filed for bankruptcy protection as a result of many of the same problems now plaguing Dana.
Customers

Dana sells its products to major automobile and machinery manufacturers.  Right now, 46% of its business comes from the “Big 3”: General Motors, Ford Motor Company, and the Chrysler Group (Nussel).  All three of these entities are in significant financial distress, and the problems of the Big 3 are greatly affecting Dana’s profits and cash flow.  Fortunately, the company also supplies to many other manufacturers through its HVTSG and service parts divisions.  These include Caterpillar, Inc., John Deere, Mack Trucks, Inc., and Freightliner LLC (www.bankrupt.com).  Also, many of Dana’s customers are outside the U.S.; these companies are able to pay more for products and give Dana a higher profit margin – something it desperately needs.

Suppliers

Dana uses a wide variety of suppliers that vary depending on the region.

Industry
As a whole, the fate of the automobile parts industry is inextricably linked to the financial position of the automobile manufacturers.  As a result of thinning gross profit margins and slipping market shares, they have been pressuring their suppliers (i.e., the parts manufacturers such as Dana) to lower their costs, and thus their prices, as much as possible (Business and Company Resource Center).  
Appendix B





Dana Corporation

                      Consolidated Balance Sheet (Unaudited)*

                             December 31, 2005 and 2004

                                   (in millions)

           Assets                                   2005              2004

           Current assets

           Cash and cash equivalents                $762              $634

           Accounts receivable

                Trade, less allowance for doubtful

                 accounts of $36 - 2005 and

                 $39 - 2004                        1,064             1,254

                Other                                244               437

           Inventories                               662               898

           Assets of discontinued

            operations                               549

           Other current assets                       57               185

           Total current assets                    3,338             3,408

           Goodwill                                  439               593

           Investments, deferred taxes

            and other assets                       1,811             2,566

           Investments in leases                     186               281

           Property, plant and

            equipment, net                         1,629             2,171

           Total assets                           $7,403            $9,019

           Liabilities and

            Shareholders' Equity

           Current liabilities

           Notes payable, including

            current portion of

            long-term debt (1)                    $2,580              $155

           Accounts payable                          948             1,330

           Accrued payroll and employee benefits     429               378

           Liabilities of discontinued

            operations                               290

           Other accrued liabilities                 463               611

           Taxes on income                           175               199

           Total current liabilities               4,885             2,673

           Deferred employee benefits

            and other noncurrent

            liabilities                            1,910             1,759

           Long-term debt                             66             2,054

           Minority interest in

            consolidated subsidiaries                 84               122

           Total liabilities                       6,945             6,608

           Shareholders' equity

                Common stock, $1 par

                 value, shares

                 authorized, 350;

                 shares issued, 150

                 - 2005, 150 - 2004                  150               150

                Additional paid-in

                 capital                             194               190

                Retained earnings                    820             2,479

                Accumulated other

                 comprehensive loss                 (706)             (408)

           Total shareholders' equity                458             2,411

           Total liabilities and

            shareholders' equity                  $7,403            $9,019

  * Subsequent to Dana's filing under chapter 11 of the U.S. Bankruptcy Code

    on March 3, 2006, the company and certain of its U.S. subsidiaries are

    operating as debtors-in-possession.

  (1) At December 31, 2005, although we had obtained waivers of certain

      financial covenants through May 31, 2006, we had determined that

      following expiration of the waivers, it was unlikely that we would be

      able to comply with such covenants.  As a consequence, under

      accounting requirements for debt classification, we classified long-

      term debt that is subject to acceleration in the event of non-

      compliance with the financial covenants as debt payable within one

      year.

Appendix C

Dana Corporation

                 Consolidated Statement of Income (Unaudited)*

                    (in millions, except per share amounts)

                                          Three Months

                                             Ended         Year Ended

                                          December 31,    December 31,

                                          2005    2004    2005     2004

         Net sales                       $2,046  $1,988   $8,611  $7,775

         Revenue from lease financing         4       4       15      18

         Other income (expense), net         22    (107)      73    (103)

         Total revenue                    2,072   1,885    8,699   7,690

         Costs and expenses

              Cost of sales               2,016   1,899    8,192   7,189

              Selling, general and

               administrative expenses      143      97      500     416

              Realignment and impairment

               charges                      108      44      111      44

              Interest expense               44      52      167     206

         Total costs and expenses         2,311   2,092    8,970   7,855

         Loss before income taxes          (239)   (207)    (271)   (165)

         Income tax benefit (expense)        (5)    118     (935)    205

         Minority interest                   (1)      2       (6)     (5)

         Equity in earnings of

          affiliates                         14      15       40      37

         Income (loss) from continuing

          operations                       (231)    (72)  (1,172)     72

         Income (loss) from discontinued

          operations before income taxes   (156)    (69)    (441)     17

         Income tax benefit (expense) of

          discontinued operations            13       5        7     (27)

         Loss from discontinued

          operations                       (143)    (64)    (434)    (10)

           Income before effect of

            change in accounting           (374)   (136)  (1,606)     62

         Effect of change in accounting      (2)               4

         Net income (loss)                $(376)  $(136) $(1,602)    $62

         Basic earnings (loss) per

          common share

         Income (loss) from continuing

          operations before effect

          of change in accounting        $(1.54) $(0.48)  $(7.84)  $0.48

         Loss from discontinued

          operations                      (0.95)  (0.43)   (2.90)  (0.07)

         Effect of change in accounting   (0.01)    -       0.03

           Net income (loss)             $(2.50) $(0.91) $(10.71)  $0.41

         Diluted earnings (loss) per

          common share

         Income (loss) from continuing

          operations before effect

          of change in accounting        $(1.54) $(0.48)  $(7.84)  $0.48

         Loss from discontinued

          operations                      (0.95)  (0.43)   (2.90)  (0.07)

         Effect of change in accounting   (0.01)            0.03

           Net income (loss)             $(2.50) $(0.91) $(10.71)  $0.41

         Cash dividends declared and

          paid per common share           $0.01   $0.12    $0.37   $0.48

         Average shares outstanding -

          Basic                             150     149      150     149

         Average shares outstanding -

          Diluted                           150     151      151     151

  * Subsequent to Dana's filing under chapter 11 of the U.S. Bankruptcy Code

    on March 3, 2006, the company and certain of its U.S. subsidiaries are

    operating as debtors-in-possession.
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� Recently, courts approved $1.45 billion of debtor-in-possession (DIP) financing provided by CitiGroup, JP Morgan, and Bank of America.  According to the Bankruptcy Creditors’ Service, Inc., these funds will be used to finance the companies “normal working capital requirements, including employee wages and benefits, supplier payments, and other operating expenses during the reorganization process.”  Thus, the rest of the cash that we raise need not be used to fund day-to-day business operations.


� Volvo has also made a recent move to develop hybrid diesel trucks – a revolutionary breakthrough. Investing more capital in Dana’s newly-developed fuel cell technology is just another way to make the company more attractive to buyers like Volvo.


� The Retiree Benefits Bankruptcy Protection Act states that a “company going through a Chapter 11 reorganization continue[s] to pay for retiree medical benefits unless doing so could be shown to threaten its survival, in which case the judge could order a reduction in the company’s obligation.  This reduction would become an unsecured claim, along with the other unsecured claims” (Gilson).
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