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Executive Summary
Auto parts maker, Dana Corporation, has experienced overall financial decay in its US operations over the past 8 years.  The culmination of these consecutive poor returns led Dana to its tipping point, and, as a result it filed for Chapter 11 Bankruptcy protection last month, along with over 40 of its subsidiaries (dana.com).  During the past two months, while operating under the protection of the Chapter 11 bankruptcy, Dana has begun to consolidate its debt, purge itself of non-core business practices domestically, and shift the more costly US core production processes to Mexico in an effort to focus and simplify its enterprise as a whole.

Dana neglected to focus on asset efficiency and its core competencies during the last few years.  This paper will cover three high level recommendations that have precedence in their positive effect on stock price and shareholder value through managerial focus, spinoff of non-core business practices on a worldwide scale, and the streamlining of current asset use.

More specifically, an EVA based financial management system will enable managers to see through the fallibilities of accounting profit and to move forward with projects that are more consistent with cash flow.  EVA applied to employee compensation at all levels of the firm will allow for a united body to focus on Dana’s core strengths on a project-to-project basis with accurate, cash-relevant information. Coupled with this united body, we recommend Dana use a spinoff strategy as a form of divestiture.  The divestitures should continue domestically and be expanded to an international level.  These actions will allow Dana to concentrate on its core competencies so that it can pursue profitable operations and strengthen the firm.

With the establishment of a firm base provided by the EVA system and the divesting and simplification of its business, Dana must not stop short in its effort to continually improve its core.  Dana must push hard to reduce labor costs, to renegotiate contracts with its largest customer, Ford, over its commitment to provide products outside its core business, and to increase the price it receives from Ford on products Dana will continue to produce.  It may appear to be counterintuitive to think that a relatively smaller Dana would have the leverage to demand higher prices from a much larger company such as Ford, or that Dana would be able to back out of its future production commitments regardless of the fact that it may be losing money on the sale.  However, Dana is a significant supplier to Ford, who buys 25% of Dana’s goods, and Dana is an exclusive provider of key elements of Ford trucks (Welch).  Also, if Dana were to fail, it would exacerbate Ford’s current troubles in both the manufacturing and financial fields.  In addition, if Dana were to fail, it is possible 44,000 workers would be without jobs, so union workers are more likely to accept slightly lower pay in return for the added job security that results from helping Dana reduce its costs (bankrupt.com).

As a consequence of increasing supplier costs, a struggling US automotive industry, and the internal hindrances addressed in this paper, Dana has chosen to file for Chapter 11 bankruptcy.  Despite this, Dana can begin to make progress on the long path to recovery if it takes notice and commits to an EVA-based financial management system, renews its focus on its core competencies, and strives further to relieve itself of excess capacity.

Recommendation 1: EVA Financial Management
It is obvious from its recent bankruptcy that Dana Corporation has not been operating as efficiently and profitably as its shareholders would have desired.  While the bankruptcy is now an event of the firm’s past, it is crucial for Dana to move forward with new standards and controls in place to ensure this same situation will not be replayed in the future.  Many firms evaluate performance based on accounting figures such as net income, operating profit, and earnings per share.  While these numbers are important for accounting purposes, they may not be the best measure of performance for a company to evaluate itself or for basing the compensation levels of its executives.  The Economic Value Added system of financial management recognizes the shortcomings of traditional GAAP income and makes adjustments to produce a new income value that is more, “consistent with cash flow and the time value of money” (Rich 1).

According to Donald H. Chew, Jr., a financial management system, “consists of all those financial policies, procedures, methods, and measures that guide a company’s operations and its strategy” (Chew 141).  Chew also discusses three of the main ways the EVA model can help firms increase shareholder value.  First, by using EVA a firm can earn higher returns on existing assets without any additional capital.  Second, he discusses how some return rates (such as ROE and ROI) can discourage managers from pursuing activities that will increase the economic value of the firm because they will lower the average.  By using EVA, managers will be free to pursue all the investments that will earn a return that is higher than the actual cost of the capital used.  A third advantage of EVA is that it will help a firm stop investing in and release capital from unprofitable investment ventures.

Through its bankruptcy and serious financial problems, Dana is exhibiting the results of unprofitable and unwise investing activities.  Recently, the management of Dana Corporation has started to engage in divestment strategies to rid the firm of unprofitable assets.  If Dana had instituted an EVA system years ago, it would have been easier for all levels of management to identify the assets (plants, divisions, product lines, etc.) that were not adding any value to the firm.  On the same note, much of the capital that is tied up in these divested (or soon to be divested) assets might have been committed to other more valuable opportunities and the embarrassment of bankruptcy could have been avoided.

Dana reported net income of $82 and $222 million in 2004 and 2003 respectively.  According to the results of our Harnischfeger EVA analysis in Appendix B, the firm actually lost value in both years of operation.  In 2003 the firm lost $241.5 million and another $512.3 million for 2004.  While the firm’s accounting income fell by nearly 63 percent, the amount of the economic value the firm was losing increased by 112 percent over the two year period.  Both sets of figures show that Dana was headed for trouble, but using the EVA measures would have given management and investors a more realistic view of the troubles that the firm was facing.  Unfortunately, Dana was not utilizing an EVA financial system, so now it is time for the firm to concentrate on its future.

Based on research and study of EVA and the company, it is our recommendation that Dana Corporation institute an EVA financial management system.  Using EVA will help managers identify existing assets that do not meet the firm’s standards and locating the new investment activities that will add the most value.  It is also our recommendation to reduce the executive officer’s salaries and create an incentive plan, tied to EVA, that will give senior management more incentive to base all of their decisions on the actual value that is being created for the firm and its shareholders.

Recommendation 2: Spinoff Non-Core Business


Since Dana’s announcement in 2001 to begin selling sizeable portions of Dana Credit Corporation (DCC), Dana Corporation has been divesting many of their assets that do not relate to their core business (bankrupt.com/dana.txt).  Throughout the recent years, Dana Corporation has refocused its operations into two business units: Automotive Systems Group (ASG) and Heavy Vehicle Technologies and Systems Group (HVTSG).  Dana’s core competencies are found here in these two business units where its performance is strongest.  Dana has more than 300 subsidiaries, both foreign and domestic, many of which are unrelated to ASG and HVTSG.  On March 3, 2006, Dana and 40 of its domestic subsidiaries declared Chapter 11, reorganization bankruptcy.  Divesting some of these non-core units would help Dana in two ways: refocus on its two main business segments and improve Dana’s shareholder value.


One method of divestiture that may suit Dana’s needs involves spinning off Dana’s conglomerate subsidiaries.  If properly executed, a spinoff is the “only way to divest assets on a tax-free basis” (Chew 592).  To receive this tax benefit, the parent company must release at least 80% of the outstanding shares and not have a controlling interest in the company (592).  Domestically, Dana has already begun to spin off unrelated subsidiaries.  We recommend that Dana continue this practice with its uncorrelated foreign subsidiaries.


Dana has nearly 150 subsidiaries outside of the United States.  Managing all of these is a sizeable and expensive task.  However, many of these smaller branches of Dana are unrelated to Dana’s primary operations, ASG and HVTSG.  This further complicates and impairs Dana’s operations.  Should Dana continue to divest, the spinoffs will “eliminate operating and managerial inefficiencies stemming from a lack of strategic fit or synergy between the subsidiary and [Dana]” (Chew 594).  Spinning off these subsidiaries could help refocus Dana’s operations and provide direction for a profitable future.  Another way in which operating efficiency and performance would improve is the resultant “greater decentralization of decision-making, as well as improvements in managerial accountability and incentives” in both the parent and subsidiary (Chew 594).  Managers can now focus on doing fewer things well, rather than doing many things poorly.


After Dana announces the spinoffs, its stock price will increase, both in the short and long terms.  The improvement in stock price occurs because the market anticipates the “eventual improvements in operating performance that come out of this restructuring activity” (Chew 596).  According to the Penn State study, returns on stock to the parents of spinoffs during the period 1965-1990 exceeded the market by 31% in the two years prior to the spinoff date (Table 4, Chew 596).  In the first, second, and third years after the spinoff, the parent’s stock return exceeded the market by 12.5%, 26.7%, and 18.1%, respectively (Chew 596).  This results from the improved focus and incentives for management provided by the removal of the unrelated subsidiary.


We expect stock price to improve, both before and after spinoff exercise dates. We also expect operating efficiency to improve, which in itself will create wealth for the company and its stockholders. Therefore, we recommend that Dana continue to divest its assets through the spinning off of unrelated companies.

Recommendation 3: Reduce Excess Capacity

It is evident with the recent decline in market share experienced by Ford and General Motors that these American automobile manufacturers will not have the same high demand for Dana products.  Ford and GM currently combine for 47% of Dana’s annual sales (Sherefkin).  Without developing major relationships with foreign auto manufacturers, Dana will continue to see their sales decline (SourceMedia).  Dana managers must recognize the need to liquidate underperforming investments (Chew).  Currently, Dana is tied up in $2.3 billion dollars in investments and other assets, only producing a minimal 3% return, while holding a 9% rate on long term debt.  These investments need to be untangled and perhaps disposed of (SourceMedia). 

Dana is not the only automobile parts supplier that is experiencing the effects of the current recession hitting General Motors and Ford.  Delphi Inc, one of Dana’s competitors, also filed for bankruptcy in late 2005.  The combination of both Dana and Delphi filing bankruptcy leaves their suppliers exposed to significant risk of bankruptcy themselves.  In order to ease this financial strain, Dana must implement a payment system to pay off a portion of its debt to its key suppliers (Welch).   Instead of retiring the debt entirely, it is important to pay off Dana’s key suppliers so that the suppliers remain in business; the failure of Dana’s suppliers would disrupt the production of profitable parts to customers such as GM and Ford, thereby preventing the completion of Dana’s restructuring.
We recommend Dana reduce capacity by liquidating some of their non-profitable current investments and use the resulting cash flow to establish a system to retire outstanding debt with key suppliers.  If Dana follows in the footsteps of Delphi, by renegotiating their labor contracts and petitioning federal courts to negate contracts with Ford pertaining to parts that are not producing profit, they may be able to retain enough costs savings to get costs in line with competitors (Welch).  Also, by petitioning the courts, Dana may be able to get Ford to reduce their pressure tactics which have forced Dana to reduce their prices.  Ford is inclined to help Dana through the reorganization process for two reasons.  First, Ford has begun to reduce its number of suppliers.  Second, they have developed a closer working relationship with those suppliers that remain in order to culminate a long term cost cutting solution (Wernle).  This is demonstrated by Delphi’s success in their petition to the courts to negate their contracts with GM gaining more support from the automobile manufacturer.  In addition, some analysts worry that Ford is heavily exposed because the carmaker buys 25% of its parts from Dana (Welch).  Trouble within the autoparts suppliers could have negative implications for Ford and GM due to a partial bottleneck in receiving crucial parts and through an expected drain in cash (SourceMedia). 

As a result of these actions, Dana will experience an increase in cash flow by liquidating assets which are not earning an acceptable return, decreased labor costs, and increasing prices charged to Ford.  With this extra cash flow they will establish a payment system which will stabilize their suppliers and ensure that Dana will be able to continue to supply key parts to GM and Ford without interruption.

Appendix A: Overview of the Company
Products and Services:

Dana Corporation manufactures products for the automotive, commercial vehicle, and off highway industries as well as manufacturing service parts.  The company has four product platforms: Chassis Products, Drivetrain Products, Engine Products and Structural Products (Dana.com).  Dana offers a line of chassis products including suspension systems, steering components, and intelligent actuators for various chassis functions.  They were the first in the industry to offer rolling chassis systems which incorporate their structural, driveline, and chassis systems.  This enables them to provide broader engineering and manufacturing support for their customers.  Under Dana’s drivetrain platform, they offer a variety of products including axles, driveshafts, and other products such as cooling systems and fluid transfer systems that enhance performance, extend durability, and allow for maximum versatility of the drivetrain.  The engine products provided by Dana vary from individual components to complete systems that are designed to enhance engine performance through efficient cooling, management of emissions without reducing power, and increase fuel economy.  Their structural products include innovative methods of creating frames and other traditional and nontraditional automotive structures that reduce the number of welds, increase flexibility, and reduce weight.

Facilities and Employees


Dana’s main offices are in Toledo, Ohio.  Around the world, it has 254 manufacturing, distribution, sales branches and office facilities (Mergent).  These are distributed as follows: North America, 142; Europe 49; South America, 46; Asia/Pacific, 17.  Worldwide, Dana employs 44,000 persons; in the United States, Dana has 19,000 employees, and 7500 of these workers are unionized (Bankrupt.com).
Competitors


As one of the major suppliers for Ford, General Motors and Chrysler, Dana competes directly with other companies who supply chassis, drivetrain, engine, and/or structural systems and components for automobiles.  In addition to this direct competition, Dana experiences competition from the suppliers of its customer’s competitors such as Toyota, Honda, Nissan, and other foreign car companies who do not use Dana products.  It is important to note that Toyota and a few other foreign companies do use Dana products; however, the vast majority of the volume of business done by Dana Corporation is done with the big three American car companies discussed earlier.  The major competitors of Dana are Delphi Corp., Honeywell International Inc., Modine Manufacturing Co., Accuride Corp., and Aftermarket Technology Corp., along with others. 

Industry
Dana Corporation is in the automotive industry supplying system components as well as complete systems to the manufacturers of commercial vehicles and automobiles.  The automotive industry has seen drastic changes in recent years as foreign car companies continue to excel in innovative areas, addressing the needs of fuel efficiency and affordable luxury.  The success of foreign car companies, primarily Toyota, has reduced the market share of domestic car companies, decreasing their demand.  Decreased demand for these companies results in decreased demand for the products offered by Dana Corp. and their competitors.  Companies like Dana deal with high overhead and depend on high volume to keep their facilities profitable.  Delphi Corp. and Dana Corp. are the first two suppliers to file for bankruptcy and reorganization while several others are fighting to avoid this situation.

Customers


The majority of the products produced by Dana Corp. are used by Ford, General Motors, and Chrysler in the manufacturing of automobiles.  Both Ford and General Motors are experiencing record losses and declines in market share.  Both companies are making efforts to decrease their costs and reduce their production levels to match demand.  Chrysler is the only one of the three with plans to expand their production capacity in 2006.  Dana Corp. does the most business with Ford providing the frames for the F-150 and two other light sport utility vehicles produced by Ford.  Dana also provides the frame for the Z06 Corvette produced by General Motors.  While Dana’s customers do include foreign car companies such as Toyota, the success of the relationship with the domestic car companies is far more lucrative for Dana.

Suppliers


Dana’s top six suppliers last year were Worthington Steel, DBM Elbe Group, Continental do Brasil, Yamaguchi Electroic, Omega Industries, and Seco.  Based from countries from around the world, these suppliers provide a range of products from steel to electronics that are used in its various automotive products distributed in the US (dana.com). 

Harnischfeger EVA Analysis
	Year
	2004
	2003
	2002

	Operating Profit
	
	
	                        $2 
	                      $(68)
	

	Plus: 
	Interest on Cash Balances
	0.8409
	0.9881
	

	
	Goodwill Amortization
	
	$0
	$558
	

	
	R & D Expense
	
	$128
	$0
	

	
	Change in LIFO
	
	$0
	$0
	

	Less:
	Cash Taxes
	
	
	$43
	$63
	

	
	Amortization of Capitalized R & D
	$257.25
	$254
	

	NOPAT (t)
	
	
	
	$(169.41)
	$173.99
	

	
	
	
	
	
	
	

	operating cash
	
	
	
	$731
	$571

	Plus: 
	receivables
	
	
	
	$1,048
	$1,668

	
	inventory (FIFO)
	
	
	$743
	$1,116

	
	other current assets
	
	
	$431
	$586

	
	plant & equipment
	
	
	$2,210
	$2,556

	
	intangible assets 
	
	
	$0
	$0

	
	capitalized R&D
	
	
	$0
	$0

	
	other assets
	
	
	$391
	$474

	Less:
	Current liabilities
	
	
	$2,004
	$2,205

	Capital
	
	
	
	
	$3,550
	$4,766

	
	
	
	
	
	
	

	r(f)
	
	
	
	
	5.10%
	4.83%

	Beta
	
	
	
	
	1.45
	1.35

	MRP
	
	
	
	
	6.00%
	6.00%

	Cost of equity is r(e) = r(f) + Beta * MRP
	
	13.80%
	12.93%

	
	
	
	
	
	
	

	r(Short-Term)
	
	
	
	1.8%
	3.2%

	r(Long-Term)
	
	
	
	11.0%
	11.0%

	Amount of Short-Term Debt
	
	
	$493.00
	$287.00

	Amount of Long-Term Debt
	
	
	$2,605.00
	$3,215.00

	Total Amount
	
	
	
	$3,098.00
	$3,502.00

	r(B)
	
	
	
	
	9.5%
	10.4%

	Tc
	
	
	
	
	35.00%
	35.00%

	(1-Tc)
	
	
	
	
	65.00%
	65.00%

	Cost of debt is r(BAT) = r (B) (1-Tc)
	
	6.20%
	6.73%

	
	
	
	
	
	
	

	Stock Price (December 31)
	
	
	$17.39
	$11.07

	Shares Outstanding
	
	
	
	$149,000,000.00
	$149,000,000.00

	Value of equity
	
	
	
	$2,591,110,000.00
	$1,649,430,000.00

	Value of debt
	
	
	
	$3,098,000,000.00
	$3,502,000,000.00

	Total Value of Debt and Equity
	
	
	$5,689,110,000.00
	$5,151,430,000.00

	Weight of equity
	
	
	
	0.4555
	0.3202

	Weight of debt
	
	
	
	0.5445
	0.6798

	Cost of Capital = [(Xe)(r(e))*(Xd)(r(bat))]
	
	9.66%
	8.72%

	
	
	
	
	
	
	

	EVA(t) = NOPAT(t) - k(t-1) * Capital(t-1)
	($512.36)
	($241.52)
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