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Executive Summary
Dana Corporation, a worldwide leader in Automotive Components manufacturing, faces significant challenges to its existence in the short term and its competitive position in the long term. Dana must undergo strategic financial policy modifications in order to maintain their global market share and experience the kind of sales growth necessary to drive stockholder wealth.

Dana Corporation is experiencing financial difficulties for several key reasons. The first and principal reason is the poor primary market for domestic automotive sales in the United States. Automotive manufacturers such as Ford Motor Company, General Motors, and Daimler Chrysler have experienced significant shortfalls in sales due to poor consumer demand. Dana’s core division, the Automotive Sales Group (ASG), exists to produce parts for light-duty vehicles (passenger cars, light trucks, vans, SUVs, and crossover vehicles). Because this division solely produces products for light-duty vehicles, ASG’s demand directly corresponds to the demand for light-duty vehicles. As noted, the American light-duty vehicle market is currently experiencing a severe downturn in consumer demand. Therefore, ASG’s sales have been directly affected negatively.

Another reason Dana Corporation is experiencing financial difficulties is the high prices of consumer goods such as gasoline (high gasoline prices mean lower demand for automobiles); however, a greater price hike affecting Dana Corporation is the recent upturn in steel prices on the American market. Steel is a key component of almost every product Dana Corporation produces and sells. The cost to Dana Corporation to build each of their products has increased significantly because of the higher cost of steel. We are not too concerned as analysts about the effect of steel prices on our corporation because we believe that new capital projects by firms across America will bring steel prices back to a reasonable level.
A third reason Dana Corporation is experiencing financial trouble is the American automotive industry’s insistence on driving auto part prices down. Ford and General Motors have seen weak earnings for several consecutive periods, and have both decided one way to boost earnings is to force suppliers like Dana Corporation to provide their products at lower prices than they have in the past. This action hurts Dana because it is unable to adjust its prices for changes in the prices of raw materials that go into the production of their goods.

We believe there are two major solutions that Dana Corporation must utilize if it wishes to restore its financial health. The first solution is to divest in AVG production and redirect the cash saved to Dana’s other major division, Heavy Vehicle Technologies and Systems Group. We believe that Dana has historically underutilized its potential in HVTSG and now is the perfect time to refocus their efforts. The second solution is to decrease reliance on the United States consumer. We believe that if Dana Corporation divested in its American operations, and reinvested the cash savings in Canada, Mexico, and Overseas, it will significantly improve its economic position. Foreign endeavors have historically proven to be consistent profit producers for Dana Corporation. If Dana Corporation aggressively pursues these two ventures, we believe it will restore the firm’s financial health and cement its status as a world leader in the automotive industry.
Recommendation 1: Divest in ASG and Invest in HVTSG

Demand for Dana’s products rises and falls as the demand for passenger automobiles rises and falls because Dana Corp. is essentially a supplier to automotive manufacturers such as Ford Motor Co., General Motors, and Daimler Chrysler. Dana Corporation divides its production into three major business units: the Automotive Systems Group, the Heavy Vehicle Technologies and Systems Group, and Dana Credit Corporation. The Automotive Systems Group (ASG) is directly involved in dealings with the major automotive manufacturers of the United States. The ASG primarily supports the original equipment manufacturers of light-duty vehicles (passenger cars, light trucks, vans, SUVs, and crossover vehicles) (Dana 10-Q Statement). According to the 10-Q report, Dana Corporation’s net income and NOPAT have been affected by “lower-than-anticipated” light-duty vehicle production volumes on vehicles with significant Dana components. It is our belief as financial advisors to Dana Corporation that the firm would be better off if it divested in AVG production and reinvested the cash saved on the divestment into HVTSG.


According to the report, the profit margins for both sections have been severely hampered by the sharp increase in the cost of steel in the United States from years past. While obviously unpredictable, the report suggests, and we believe, that the price of steel will stabilize in the coming months due to heavy steel purchasing by major American automotive firms and other large-scale manufacturing corporations. The cost of steel equally affects AVG and HVTSG and should not be a major factor in considering which operation is more profitable for Dana Corporation.


In the first nine months of 2005, ASG experienced a gross margin on sales of 6.70%, while HVTSG experienced a margin of 6.90% on sales. We expect these margins to continue. Dana Corporation is too focused on catering to the needs of the American auto manufacturing corporations. The report suggests that American auto manufacturers have undergone a significant change in strategy and plan to demand far lower prices for automotive components than they have in the past. To further compound the problem, American automotive manufacturers have “resisted accepting any price increases associated with steel surcharges.” According to the 10-Q statement, the steel price increases affected ASG’s margin by 1.5%, while it affected HVTSG’s margin by 2.7%. Because steel prices are likely to stabilize in the coming months, these decreases in margin should wane drastically in the future. When you consider the margins without factoring in the decreases, HVTSG is clearly the more beneficial endeavor. Because the major automotive manufacturers are unwilling to accept price hikes, Dana Corp. should focus more on building up the HVSTG division of their sales. According to the Dana Corp. website, HVSTG accounted for only 8% of Dana’s total net sales for the 2005 year. We believe that figure should increase significantly.


Furthermore, selling, general, and administrative expenses are a key component of each division’s bottom line. In the first nine months of 2005, ASG’s SGA expenses were only 4.04% of sales, while HVSTG’s SGA expenses were 4.72% of sales. However, it is important to note that versus the same period in 2004, ASG’s SGA expenses increased by 3.32%, while HVSTG’s SGA expenses decreased by 17.19%. As HVSTG’s SGA expenses continue to decrease, the SGA expenses will be a total non-factor in the decision to invest in ASG production or HVSTG production.


In the first nine months of 2005, Operating PAT for ASG was $128 million, versus only $50 million of Operating PAT for HVSTG. However, the profit margin after tax for ASG was 2.30%, while profit margin after tax for HVSTG was 2.48%. In 2005, sales growth in ASG was created by new business with American manufacturers and the restructuring of contracts with current customers. The gain in HVSTG, however, is due to higher demand and greater production of off-highway components. Margins in HVSTG were also negatively impacted by “ongoing restructuring costs and related production inefficiencies associated with the downsizing and relocation of its production at its Brugge, Belgium and Statesville, North Carolina operations” (Dana 10-Q). According to the report, the ASG’s primary market (the North American light-truck market) was down about 2.3% from 2004 through the first nine months of 2005. We expect this downtrend in ASG’s primary market to continue throughout 2006. The report also notes that “production levels in the commercial vehicle markets both in North America and Europe were much stronger, with the North American Class 8 segment being up by more than 8% in the first nine months of 2005, compared to the same period in 2004” (Dana 10-Q). We expect that the commercial vehicle market will continue to experience strong growth throughout 2006, as hurricane related relief and rebuilding efforts in the southern US will drive demand for commercial vehicles.


In the 10-Q statement, Dana also notes that demand for ASG related products is directly derived from “the ability of our customers to maintain their market positions and achieve their projected sales and production levels.” While we don’t believe that GM, Ford, and Daimler Chrysler are going out of business anytime soon, the Asian auto manufacturing companies are making a serious dent in the business of our main customers. As their demand decreases, demand for our products decreases as well. If they don’t need to build as many cars, they aren’t going to need as many parts from us.


As demand for ASG related products decreases, and the HVSTG product market remains strong for the foreseeable future, we believe that to provide a boost to our bottom line and cash flow, Dana Corporation must divest from ASG and invest the savings into HVSTG. We believe if we increase the percentage of sales done in the HVSTG segment of our business, we will positively impact the bottom line and growth of our company. 

Recommendation 2: Divest in America, Invest in Canada, Mexico, and Overseas
Dana Corporation believes that numerous external factors have severely limited their financial performance over the last few years.  Possible reasons for this include a continued decline in the market share of Dana’s largest customers, causing a decrease in their purchases from Dana, growing commodity prices, rising energy costs, increased cost of capital, and the tightening of available trade debt.  Dana has tried to compete in a very competitive market place with a majority of operations inside the United States, which have recently become largely unprofitable.   

In order to alleviate these problems, we believe moving plant operations from the US to Canada and Mexico, along with a stronger focus in manufacturing production overseas, will help Dana lower their manufacturing costs and allow them to be more competitive as a global manufacturing corporation.  By simply moving plant operations to the other North American countries, Dana Corporation will be able to dramatically reduce its costs.  The currency of Canada and especially Mexico in comparison to the US is much weaker.  As of April 7, 2006 the Mexican peso was $0.09 per US Dollar and the Canadian dollar was $0.87 respectively (Yahoo Finance).  Dana Corporation will be able to save money in Canada and Mexico because of cheaper labor, less government regulation and intrusion, and more purchasing power through the stronger US dollar.  Canada socialist health care system also offers another unique way to save.  This system should have a substantial impact on the firm because it will reduce the benefit costs that are incurred, thus making Dana more competitive with global suppliers.  Another positive of moving manufacturing and production into Mexico and Canada is the North American Free Trade Agreement.  Under this treaty, there is zero tax imposed on imports.  In addition, the corporate tax rate will be unaffected as long as the rate in each country is 35% or less.  For instance, if the corporate tax rate in Mexico is 25%, the US will only charge Dana Corporation 10% in taxes.  Dana will be unaffected by tax considerations in Canadian and Mexican ventures.  Another interesting impact of divesting United States operations and moving them to Canada or Mexico is the effect of hedging foreign exchange rate risk.  Dana would be able to invest in an array of hedging techniques such as buying calls or writing puts on Mexican Pesos or Canadian Dollars, or use a Forward Rate Agreement to get the full return on their investment.  By hedging currency, Dana could fix a low exchange rate before having to pay employees or suppliers in Mexico and Canada, and then not have to worry about increasing exchange rate risk.  With this method Dana would run the risk of incurring the cost of whichever hedging method they choose, but the costs are generally minimal.


The auto parts equipment industry is anticipated to have a negative growth in the next year.  There are a couple factors causing this phenomenon. There is an increase in price pressure in the commodity markets (i.e. steel), decreased vehicle demand of General Motors, Ford, and Daimler Chrysler, and increased market share of foreign manufacturers, such as Toyota and Honda.  To alleviate the potential problems associated with these trends, Dana Corporation should strongly consider increasing investment in foreign markets by doing things such as importing all “small parts” from Asia and Europe.  Production costs are far smaller and more efficient in the Dana owned factories in Asia, Eastern Europe, and South America and it would be extremely useful for Dana to import their parts for their suppliers from these places, but for their larger products, such as axels and drive-shafts, the transportation costs are far too high.  Dana can efficiently import the smaller parts from overseas locations, but should rely on Mexican and Canadian facilities for those larger parts.  Dana’s overseas potential for growth is almost limitless.  They have been expanding into the international market for several years, but they have yet to fully realize those opportunities.  For example, before declaring bankruptcy, Dana undertook a joint venture in China with the large Chinese manufacturer Dongfeng.  This new corporation, Dongfeng Dana Axle, has three production facilities in China headquartered in Xiangfan, and employs 8,000 people.  This facility came at a cost to Dana of about $60 million (USD), but it will allow them a foothold in the very lucrative Asian automotive industry with the possibility of further expansion in those areas.  This is not the only investment of this kind Dana has made recently.  A new plant in Gyor, Hungary is scheduled to begin production this quarter.  This facility will employ 50 people involved in the testing, painting, assembly and packaging of axels and other products made specifically for the off-highway HVT brand.  Another successful foreign investment for Dana is the dissolution of Spicer SA de CV.  Dana has recently signed a letter of intent to dissolve their joint venture with Mexican manufacturer DESC SA de CV. Dana and DESC SA de CV jointly owned Spicer SA de CV, and will now separate those operations into an axel and drive shaft manufacturing company and an after market gasket operation.  Dana will receive five manufacturing operations, which allotted for $290 million worth of sales last year.   This transaction will allow Dana to further narrow their product line to the axel and driveshaft division, a stated company goal.  These investment opportunities are just a few of the options in the marketplace today, and can allow Dana to be the leader in the global market for automotive parts in the near future.  Due to the declining market at home, as well as the booming international market (foreign governments continue to relax unfavorable regulation and restriction), Dana should focus on moving their operations out of the country, and utilizing every advantage available.
 Appendix A: Overview of the Company

Dana Corporation, based in Toledo, Ohio, is a leading supplier of axle, driveshaft, engine, frame, chassis, and transmission technologies. Dana employees design and manufacture products for every major vehicle producer in the world. Dana specifically operates in the automotive, commercial vehicle, and off-highway markets (2005 Preliminary Fourth-Quarter and Full-Year Reports 2,3). 

The company and certain of its U.S. subsidiaries are currently operating under Chapter 11 of the U.S. Bankruptcy Code as debtors-in-possession. Dana consists of two manufacturing business units: the Automotive Systems Group (ASG) and the Heavy Vehicle Technologies and Systems Group (HTVSG)(Dana Quarterly Reports 10-Q 21). The (ASG) unit is the larger of the two segments; it is garnering double in external sales and inter-segment sales. Dana receives 90% of its sales from North America and Europe (Dana Quarterly Reports 10-Q 23). 


Dana employs 46,000 people in 28 countries. They are closing many plants around the United States with 1,000 employees working in those facilities. These layoffs are designed to help reduce operating and overhead costs in the U.S. facilities. Dana has many key employees that operate the business efficiently. The company has five key directors of operations worldwide, including Kenneth A. Hiltz, newly appointed Chief Financial Officer. (Dana Quarterly Reports 10-Q 30,31).

Dana‘s top competitors in the transmission business are Delphi and Daimler Chrysler AG. Delphi, a spin-off of GM, is a leading supplier of auto parts around the world. Delphi is the key competitor to Dana’s business because of their massive employment and global subsidiaries. The trend in the auto part industry is variable. Dana, a supplier of auto parts to major car companies, thrives off of the demand for automobiles across the world. Demand for auto parts is driven by new car sales, which are strongly affected by interest rates, and by the replacement market. The profitability of a company in the industry depends partly on how difficult it is to manufacture its products and partly on the volume of demand, since many costs are fixed.
Dana supplies many parts to top automakers around the world including Ford and Toyota. The primary customers to Dana’s off-highway market are construction and agricultural equipment dealers, such as John Deere. Dana competes with other top suppliers in order to maintain its market share of the multi-billion dollar industry (Dana Quarterly Report 8-K 33). Dana’s products are designed and manufactured to surpass customer needs to compete with other top businesses in the industry. Dana’s goal to their customers is to help improve overall vehicle performance in areas such as handling, safety, emissions, fuel economy, and vibration (Dana Annual Report 8-K 32).
In the last quarter (2005), three businesses (engine hard parts products, fluid routing products, and pump products) earning $1.3 billion annually will be offered for sale. This is one of the divestitures hindering Dana’s ability to come out bankruptcy (Dana Quarterly Reports 10-Q 29). Also, a lot of operational realignments are taking place to relieve constraints. The Commercial Vehicle operation of HVTSG will increase gear production and assembly activity in Toluca, Mexico. ASG will close two facilities in Virginia, and shift production to other locations around the states. Dana is also expanding facilities in Mexico (Dana Quarterly Reports 10-Q 29).

New business for Dana is contributing $500 million to 2006 Sales and is expected to contribute millions more to the company’s core business. The majority of this net new business is outside North America, mainly Europe, with customers other than the Big Detroit businesses (Dana Annual Report 8-K 35). Geographically, the majority of the sales is coming from international markets, and Dana’s future depends on the international market to compete with domestic competitors like Delphi.

Appendix B: Margin Analysis and Selling, General, and Administrative Expenses
An analysis of our nine-month 2005 and 2004 gross margins and selling, general and administrative expense by segment is presented in the following tables.
	 Gross Margin
	As a % of Sales

	 
	2005
	2004
	Increase/Decrease
	% Change

	ASG
	6.70%
	8.78%
	-2.08%
	-23.60%

	HVTSG
	6.90%
	11.90%
	-5.03%
	-42.10%

	Total
	5.77%
	8.39%
	-2.62%
	-31.20%


	SGA Expenses
	As a % of Sales

	 
	2005
	2004
	Increase/Decrease
	% Change

	ASG
	4.04%
	3.91%
	0.13%
	3.32%

	HVTSG
	4.72%
	5.70%
	-0.98%
	-17.19%

	Total
	5.50%
	5.55%
	-0.05%
	-0.90%


Appendix C: Auto Parts & Equipment’s 52-Wk. Rel. Strength vs S&P 500 as of 3/3/06
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Appendix D: Sales, EBIT, and NOPAT for first 9 months of 2005 (in millions)
	 
	External Sales
	Inter-Segment Sales
	EBIT
	Operating PAT
	Net Profit (Loss)

	ASG
	5467 
	110 
	179 
	128 
	14 

	HVTSG
	2014 
	4 
	81 
	50 
	(3)

	DCC
	 
	 
	 
	 
	12 

	Other
	24 
	42 
	(201)
	(210)
	(43)

	 
	 
	 
	 
	 
	 

	Total Operations
	7505 
	156 
	59 
	(20)
	(20)


Appendix E: Works Cited
“2005 Dana Corporation 3rd Quarter 10-Q”. Dana Corporation. September 30, 2005. http://finance.yahoo.com/dcn
 “2005 Dana Corporation 8-K”. Dana Corporation. December 31, 2005. http://finance.yahoo.com/dcn
“Currency Conversion.” Yahoo Finance.  April 9, 2006. <http://quote.yahoo.com/m5?a=1&s=MXN&t=USD&c=0>                                           

“Dana Corporation and Dongfeng Motor Co., Ltd. Sign Joint-Venture Agreement to Produce Commercial Vehicle Axles in China” Dana Corp Press Release.  March 10, 2005.  <http://dana.mediaroom.com/index.php/press_releases/64>                      

 “Dana Corporation Signs Letter of Intent to Acquire Full Ownership of Core Operations in Mexico.”  Associated Press.  November 22, 2005.  <http://www.theautochannel.com/news/2005/11/22/148852.html> 

“Dana Corporation to Assemble Off-Highway Transmissions and Axles in Hungary.”  PR Newswire.  December 16, 2005 <http://www.newratings.com/analyst_news/article_1162814.html>

Stoval, Sam.  “Salvaging for Auto Parts Investment Bargains.” BusinessWeek Online.  March 8, 2006.  <http://www.businessweek.com/investor/content/mar2006/pi20060308_869354.htm?chn=autos_autos+index+page_aftermarket>
