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04 EVA 03 EVA 02 EVA 01 EVA 00 EVA

Years 2000-2004

Beta 1.45 1.35 1.25 1.15 1.10

30 yr treasury 5.70% 5.37% 5.48% 5.49% 6.35%

Market Premium 6% 6% 6% 6% 6%

Cost of Equity (%) 14.40% 13.47% 12.98% 12.39% 12.95%

Short term debt rate 2.50% 3.90% 3.50% 7% 6.00%

Long term debt rate 7.90% 7.81% 7.57% 6.75% 6.68%

$ST Debt $493,000,000 $287,000,000 $674,000,000 $1,526,000,000 $968,000,000

$LT Debt $2,605,000,000 $3,215,000,000 $3,008,000,000 $2,649,000,000 $2,732,000,000

Total Debt $3,098,000,000 $3,502,000,000 $3,682,000,000 $4,175,000,000 $3,700,000,000

Average Rate 7.04% 7.49% 6.82% 6.84% 6.50%

After tax debt rate 4.58% 4.87% 4.44% 4.45% 4.23%

Stock price at year end $18.35 $11.76 $13.88 $15.31 $29.94

Shares Outstanding 148,627,201 148,627,201 148,530,464 147,877,034 163,151,142

Capitalization $2,727,309,138 1,747,855,884 2,061,602,840 2,263,997,391 4,884,745,191

Minority interest $96,000,000 $107,000,000 $112,000,000 $121,000,000 $148,000,000

Total equity $2,823,309,138 $1,854,855,884 $2,173,602,840 $2,384,997,391 $5,032,745,191

Total value of Dana $5,921,309,138 $5,356,855,884 $5,855,602,840 $6,559,997,391 $8,732,745,191

Weight of equity 47.68% 34.63% 37.12% 36.36% 57.63%

Weight of Debt 52.32% 65.37% 62.88% 63.64% 42.37%

Cost of Capital 9.26% 7.85% 7.61% 7.33% 9.25%

Operating Profit $178,000,000 $147,000,000 $118,000,000 $80,000,000 $590,000,000

Interest income $0 $0 $0 $0 $0

Goodwill amort $0 $0 $0 $0 $0

R&D Expense $0 $0 $0 $0 $0

Change in LIFO $0 $0 $0 $0 $0

(Cash Taxes) $43,000,000 $63,000,000 -$86,000,000 -$38,000,000 $98,000,000

Amort of R&D $0 $0 $0 $0 $0

NOPAT $135,000,000 $84,000,000 $204,000,000 $118,000,000 $492,000,000

Cash $634,000,000 $731,000,000 $571,000,000 $199,000,000 $179,000,000

Receivables $1,254,000,000 $1,047,000,000 $1,348,000,000 $1,371,000,000 $1,548,000,000

Inventory $898,000,000 $752,000,000 $1,116,000,000 $1,299,000,000 $1,564,000,000

Other current assets $87,000,000 $275,000,000 $246,000,000 $436,000,000 $714,000,000

PP&E $2,171,000,000 $2,229,000,000 $2,556,000,000 $3,133,000,000 $3,509,000,000

Intangibles $593,000,000 $558,000,000 $568,000,000 $841,000,000 $969,000,000

Capitalized R&D $0 $0 $0 $0 $0

Other assets $800,000,000 $391,000,000 $474,000,000 $491,000,000 $433,000,000

(Current Liabilities) $2,319,000,000 $1,895,000,000 $2,273,000,000 $2,235,000,000 $2,269,000,000

Capital  $4,118,000,000 $4,088,000,000 $4,606,000,000 $5,535,000,000 $6,647,000,000

EVA

-$246,341,606 -$236,771,266 -$146,409,947 -$287,978,111 -$123,104,019
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Executive Summary
          Dana Corporation of Toledo, Ohio provides quality auto parts for every major vehicle manufacturer on the planet. They have successfully operated since 1904 building a firm customer base and remaining fully committed to providing the best products they can while enriching the lives of their employees and the communities they are in. Although they have good intentions, sadly that is not enough to keep this auto part giant in a healthy financial state. Operating conditions are currently less than stable. Dana filed for Chapter 11 Bankruptcy on March 3, 2006. Now is the time for strides to be taken to recover losses and undo the damages that have been done. Throughout the difficulties, the corporation has remained firm in its loyalty within the company as well as to its customers. Other general company goals include continuing innovation and growing with global markets.

          As a leading supplier, their corporate goal to grow with markets has recently become a commitment to recede with the market as overall production levels decline. The industry as a whole is suffering losses, and Dana has failed to escape those. Efforts to survive will include reworking existing labor contracts, through layoffs and job reclassification, and making management reductions for a temporary period of time until market trends and financial difficulties stabilize. Other measures to endure this industry hardship will be to redesigning plant layouts and only assigning bonuses through the analysis of EVA. 
          Actions to conserve cash out flows include salary cutbacks for employees as well as management. Existing executives will endure a 20 percent reduction of annual salary. Worker pay will be reduced and layoffs will be made. No facilities will close, but after plants have been reorganized and redesigned through job reclassification, some positions will be lost. It is not out of the ordinary for layoffs and bankruptcy to walk hand in hand. In addition to salary reduction and downsizing, benefits and bonuses will have to be trimmed as well. All general bonuses will be cut, and any future bonus offered will be based on EVA. 

          The EVA bonus implementation will reduce shareholder/management conflicts and report the “true economic value” of Dana. By using EVA, operations will become more centralized and therefore eventually more standardized and stable. Any prior method of determining bonuses and values will be retired after the EVA enactment. Motivation for using this technique will prove successful when managers are rewarded just like shareholders providing greater incentive for their hard work. 

          After calculating Dana’s EVA for the past five years, it was discovered that wealth has consistently been destroyed. The EVA method will accelerate Dana’s recovery from financial distress more quickly than alternative techniques, like gauging profit earning off of taxable income or other measurements that are less equipped than EVA. This approach to recognizing wealth provides decision makers better information as well as more relevant performance and compensation standards.
         Hopefully after substantial strides have been made in these areas, Dana Corporation will pull itself out of the extreme difficulties it is currently undergoing.        

Dana Corporation


In recent years, domestic automakers such as Ford and General Motors have been taking heavy losses at the hands of foreign competition. Ford and GM in turn, are forced to attempt to cut input costs. The demanded lower prices by domestic automakers are erasing whatever profits their suppliers once enjoyed. Even the suppliers with superior foresight could not have predicted the drastic and continued downturn that both Ford and GM weathered. Many suppliers were financially unprepared to fight the prolonged down turn side by side with domestic automakers and have been forced to reorganize or declare bankruptcy. Two of the biggest part suppliers have gone bankrupt, first Delphi and then Dana Corporation on March 3, 2006. Dana's woes reflect the constant pressure from automakers for lower prices and more flexible payment terms, which have been crushing one parts maker after another (Bloomberg, Dana’s Bankruptcy is Payback to Ford).
Recommendation 1:  Rework Labor Contracts

Managers and executives from GM, Ford Motor Co. and the old Chrysler Corp. have been two-faced with respect to the United Automobile Workers of America (UAW). For decades, they have renewed labor contracts every three to four years which they hailed publicly. Privately, they bemoaned the agreements as ruinously expensive and restrictive (Bloomberg, GM’s Management gets Lion’s Share of Blame, not UAW). While domestic automakers and the United Auto Workers have always enjoyed a contentious relationship, both parties are currently willing to sacrifice in order to ensure the United States auto market does not collapse completely under the pressing hardships it is currently facing. This was illustrated in the reworked labor contract between the UAW and Delphi that was produced after their bankruptcy. By reworking the existing contract or developing a new labor agreement, Dana will be able to remove considerable financial distress from their books if both the workers and domestic automakers will temporarily shoulder some of the financial responsibility. Dana can expect a favorable contract similar to Delphi’s as domestic automakers are equally dependent on Dana’s parts. For example, the frame for one of the nation’s favorite trucks is a Dana product, Ford’s top-selling F-150. 
 There are three components that will be reworked in the new labor agreement that will allow for the maximum efficiency and cost cuts. The first step is for Dana Corporation to cut jobs. Next, Dana will rework their current plant designs. Finally, Dana will drastically reduce the pay and benefits of their top and middle management.

Following a bankruptcy, it is typical for an employee to become nervous that their job will be in jeopardy or for communities to fear the closing of local plants. Dana will cushion the impact of bankruptcy and reorganization by keeping all current facilities operating. However, there will be positions eliminated due to the decreased production levels, as well as the job reclassification that will be discussed later. Dana will save $153,288,962 in employee’s salaries, $5,881,305 in employee benefits and bonuses, $1,181,944 in tool allocations, $664,100 in executive salaries due to our 20 percent salary decrease, and $2,173,500 in executive benefits and bonuses. It is predicted that cutting 43,059 jobs will be acceptable to counter the 6.19 percent decrease in Dana’s production which is directly related to the dip in domestic auto sales. The employees are willing to take these temporary hardships to save their jobs in the long run. Delphi was able to successfully rework labor contracts; Dana will follow suit. Wages and benefits in the U.S. automotive and truck component industry would be the benchmark used to determine fair value of contract rates. As used here, “competitive wage and benefit levels” means wages and benefits that meet those of an appropriate, representative group of UAW (www.UAW.com/contracts/gm). If Dana were to implement these actions, the process of restoration would be in motion and could assist in guiding them back to the path to financial stability.


Inefficiencies in plant design cripple production companies. Many domestic companies lack the efficiencies of their foreign counterparts. Plant redesign and employee reclassification will let Dana reduce the number of jobs on the floor by allowing employees to avoid work stoppages and bottlenecks. By reclassifying positions, workers will be responsible for additional tasks along the production line. Too many classifications equal too many workers and frequent delays (Bloomberg, Ford Could Learn from Caterpillar’s Don Fites). Many times the UAW protests the reduction of jobs by reclassification, however due to the circumstances of the domestic car market they are currently more lenient in this sector of the contract, as they were with Delphi.

Dana will target many of the bloated and redundant positions among their top management for cost cutting and job elimination. Management, especially in the auto industry, has always had the reputation for lining their own wallets while cutting every ounce of fat off production lines and employee’s pay packages. Increases in management benefits correlate with the reduction of retirement funds and improper accounting methods. Dana has already replaced their Chief Financial Officer, Robert Richter, and other changes in management will be soon to follow. All guaranteed executive bonuses will be suspended until profits return since bonuses are usually a percentage of profits and Dana’s current earnings are nonexistent. Briefly mentioned earlier, a 20 percent, temporary salary decrease for existing executives will be enforced. Yearly earnings for executives will return to normal as the company begins to stabilize and after employee contracts are restored. However, new management that is being brought in to turn the distressed situation back to health will not suffer these unfortunate salary consequences.
Recommendation 2:  EVA Awareness


A major problem facing many companies today is the shareholder/management conflict.  Often managers are not motivated to choose the projects that benefit the shareholders the most.  Economic value added (EVA) is one way to diminish this conflict.  EVA captures the “true economic profit” of a company by recognizing key financial concepts like the time value of money and the efficient use of capital. This analytical tool gives companies a common benchmark to make better informed decision when analyzing whether or not project decisions will benefit the company and maximizes shareholder wealth.  Through EVA compensation, managers are motivated to make decisions that are beneficial to both themselves and the shareholders (“What is EVA” 1).

In the past Dana Corp. has generally operated as a decentralized company. However, over the past couple of years the company has focused centralizing. One way it is accomplishing this goal is by having more standardization among the organization (Dana Corp 19) and implementing EVA throughout the company to further the goal of standardization (“What is EVA” 1-2).   


Many organizations use alternatives to EVA.  The most popular of these alternatives is using net taxable income as mandated by GAAP (Generally Accepted Accounting Principles) to measure company performance. GAAP exists mainly to provide investors with a transparent, fair, and comparable picture of a company.  However, these facts do not lead to a conclusion that net taxable income and GAAP are proper performance measures. The problem is that GAAP does not incorporate time value of money into its earnings calculation and does stress efficient use of capital and assets.  Using net taxable income leads to “incohesive planning, operating strategy, and decision making.” Stewart defines EVA as, “net operating profit after tax minus capital times the cost of capital” (“What is EVA” 1). By integrating EVA as a standard in Dana Corporation, managers in all departments will be able to link all decisions to one goal; improving EVA. This goal will give Dana a standard to compare and “allow all decisions to be modeled, monitored, communicated, and compensated uniformly” (“What is EVA” 2).  One of Stewart’s goals of developing EVA was to help managers understand “the primary financial objective of any company should be to maximize the wealth of its shareholders” (“What is EVA” 1).  By increasing the companies EVA, the company is increasing the market value of the firm (“What is EVA” 2).

Bonuses in many companies are based on budgets. This process provides managers faulty motivation to set low goals that are easily attainable while also discouraging exceeding set goals in fear of raising expectations. When implementing an EVA bonus structure, managers are paid like owners. Therefore, this will help to reduce shareholder/manager conflict. If managers are paid like owners, when shareholders are happy, managers are happy. If Dana Corporation implements an EVA bonus structure, managers would be motivated to do projects that were beneficial to both shareholders and managers.  With EVA bonuses there is no upside limit, therefore it does not deter managers from shooting as high as possible. Every year a new target bonus is set based on the improvement of the new EVA. Stewart also recommends incorporating a banking system for bonuses. This system pays out bonuses over the course of many years. This is beneficial because it makes negative bonuses possible which motivates managers to strive for projects with long-run payoffs (“Stern Stewart’s Four Ms” 1). Implementing an EVA bonus system would help Dana manager’s be motivated to achieve the main goal, maximizing shareholder value. 
EVA bonuses also have no upside limit. There is nothing to deter managers from shooting as high as possible. Every year a new target bonus is set based on the improvement of the new EVA. Stewart recommends incorporating a banking system for bonuses.  The system pays out bonuses over the course of many years. Spacing out the timing of bonuses serves one main purpose: get management thinking about long-term wealth creation as opposed to maximizing short-term gains. The banking system subordinates short term performance to long term and makes negative bonuses possible which also motivates managers to strive for projects with long-run payoffs (“Stern Stewart’s Four Ms” 1). Implementing an EVA bonus system would help Dana’s managers be motivated to achieve their main goal: maximize shareholder value.

Eugene Vessel, Managing Director of Oppenheimer Capital, states, “As value investors, we look for managements whose philosophy focuses on their intelligent use of invested capital as measured by an EVA approach. We want to find managements who are incentivized on an EVA basis to produce long-term returns well above their cost of capital… the EVA mindset is at the root of how we measure ourselves and manage our portfolios” (eva.com/capital). EVA was found to be a superior investment valuation as well as a superior form of measuring management wealth creation. Many companies have had success stories by implementing EVA such as SPX, Diageo, and Herman Miller.  Keith Barton of James Hardie Industries Limited states, “EVA has focused people's minds on the short and long term in terms of shareholder value creation, and it has focused our decision-making” (eva.com/hardie).
By implementing a superior wealth creation measure like EVA, Dana Corporation can improve the relevance and quality of its decision making information. Dana’s management performance was evaluated by calculating Stewart’s EVA for the past 5 years. Dana reported taxable income (in millions of dollars) of $334 in 2000, -$298 in 2001, -$182 in 2002, $222 in 2003, and $82 in 2004. The cyclical nature of the auto industry can partly explain the extreme volatility of earnings, but Dana still managed to turn a profit in three out of five years. Will EVA be positive for three years like taxable income? The answer is no. EVA showed that the company actually destroyed wealth in all of the past five years. EVA (in millions of dollars) for Dana Corporation was -$123 in 2000, -$288 in 2001, -$146 in 2002, -$237 in 2003, and -$246 in 2004 (Appendix ). Comparing the accounting income figures with the EVA analysis shows a startling discovery that reminds us of a major corporate problem: Dana was judging performance with an inferior valuation and possibly compensating its managers for destroying company wealth.  

Implementing EVA will allow a faster recovery for Dana Corporation by giving its decision makers better information and more relevant performance and compensation standards.  Management as well as employees should be compensated for behavior and decision making that improves EVA. It will thus become management’s responsibility to train employees and create a new corporate culture that embraces value adding activities over demands on the bottom line.  


Conclusion

Reducing salaries and benefits to Dana Corporation’s workers as well as management will reduce expenses, which in turn will help Dana generate increased cash flows. Implementing EVA will help align management and shareholders interests, and standardize the company. By implementing these two recommendations Dana Corporation will be able to improve the value of the company to the shareholders.
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Appendix A:  Company Overview

Dana Corporation is a multinational, leading supplier for major vehicle producers with technology, manufacturing, and customer service facilities all over the world. In 2004, revenues increased by 14.4 percent while net profit decreased by 63 percent (Datamonitor 4). Dana supplies modules, light systems and components, and commercial and off-highway vehicle original equipment. They manufacture globally for related original equipment service customers (Datamonitor 4-5).


Dana operates in two different segments. The automotive systems group manufactures and sells drive train modules, steering products, and systems and components – axles, drive shafts, structures and chassis. The heavy vehicle technologies and systems group manufactures and sells the components – axles, brakes, drive shafts, and chassis – as well as suspension modules, ride controls, and related modules and systems (“Dana Corp” 7). Dana previously had an automotive aftermarket group that it discontinued in 2004. The discontinuation of this group was an effort to simplify their business structure (“Dana Corp” 17).

Dana operates in North America, Europe, South America and Asia Pacific (“Dana Corp” 7). Customers including General Motors Corporation, Ford Motor Company, and DaimlerChrysler account for 44 percent of sales. Thirty-five percent of sales are currently from foreign operations, however an effort is being made to increase that to 50 percent.  Dana is trying to maintain its three largest customers while expanding sales with new businesses (“Dana Corp” 18). Dana has many competitors all competing for the same market share. Among the competition is Delphi, Visteon, foreign competitors, and many other members of the auto parts manufacturing industry (“Motor Vehicle Parts and Accessories” 8).

Many part dealers have recently gone under because of the increase pressure for price reductions by customers, the decrease in auto productions as a whole, and the increase in raw material prices (“Motor Vehicle Parts and Accessories” 1). Since the late 1990s there has been a surplus of auto manufactures which has increased intense competition in the industry, and enabled automakers to successfully request price concessions. In 2003, automakers received an average discount of 3.7 percent from suppliers. Despite auto production falling and many companies merging or shutting down, automakers are continuing to expect discounts (“Motor Vehicle Parts and Accessories” 7). On top of pressures for price discounts, raw material prices began climbing in 2004. Prices for scrap metal increased from $230 per ton at the beginning of the year to $440 at the end. Galvanized steel rose almost 100 percent to $760 per ton. The increase in steel prices was hard to pass on to customers because many manufactures were under renegotiated long term contracts (“Motor Vehicle Parts and Accessories” 8).  It is foreseeable that all of these problems will continue in the future.


Dana Corporation uses strategic partnerships as a significant part of its strategy.  The strategic alliances are used to assist global expansion, improve technology, and progress cost competitiveness. Dana dealt a great deal with strategic alliances in 2003. A joint venture was arranged with GETRAG and Volvo. This alliance’s purpose was to produce all-wheel-drive systems in Europe. Another important alliance formed in 2003 was an agreement with the United Auto Workers. “This agreement established collective bargaining and representation principles governing our automotive assembly and manufacturing facilities in the United States that serve DaimlerChrysler, Ford, and GM.”  In 2004, Dana formed another joint venture with Bendix Commercial Vehicle Systems.  Dana plans to finalize a previously announced joint venture with Dongfeng Motor Co. further strengthening Dana’s strategic partnerships (“Dana Corp” 18).


Appendix B:  Cut Back Analysis
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Appendix C:  EVA Analysis

[image: image2.emf]Janitor Assembler Tool and Die AverageExecutive Management

Yearly Salary $47,736 $49,046 $57,616$53,952 $442,734

Bonus $1,930 $1,970 $2,310 $2,070 $362,250

Restricted Stock Awards $0 $0 $0 $0 $1,010,571

Tool Allowance $0 $624 $624 $416 $0

Total $49,666 $51,640 $60,550 $1,815,555

Total Non- Executive Employee Cost$2,476,396,800

Total Executive Cost $10,893,328

Total Executive and Employee Cost $2,487,290,128

Percent Decrease in Production  6.19%

Savings from Executive Salary Decrease - 20% $664,100

Savings from Executive Benefit and Salary Decrease $2,837,600

Savings from Salary Decrease $153,288,962

Savings from Benefits/Bonus Decrease $5,881,305

Savings from Tool Allowance Decrease $1,181,943

Total Decrease $163,189,810

Proposed New Employment Costs $2,333,316,205

*Tool Allowance is $.030 an hour in a 2080 hour work year.

*Salary is based on a 2080 hour work year.

*Executive Management Salary and Bonus is an average of the director and chief officers.

GM Production Decrease 3.19%

Ford Production Decrease 3%

*From GM.com and Ford.com 2005-2006 production schedule



Appendix D:  Stock Charts
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04 EVA 03 EVA 02 EVA 01 EVA 00 EVA

Years 2000-2004

Beta 1.45 1.35 1.25 1.15 1.10

30 yr treasury 5.70% 5.37% 5.48% 5.49% 6.35%

Market Premium 6% 6% 6% 6% 6%

Cost of Equity (%) 14.40% 13.47% 12.98% 12.39% 12.95%

Short term debt rate 2.50% 3.90% 3.50% 7% 6.00%

Long term debt rate 7.90% 7.81% 7.57% 6.75% 6.68%

$ST Debt $493,000,000 $287,000,000 $674,000,000 $1,526,000,000 $968,000,000

$LT Debt $2,605,000,000 $3,215,000,000 $3,008,000,000 $2,649,000,000 $2,732,000,000

Total Debt $3,098,000,000 $3,502,000,000 $3,682,000,000 $4,175,000,000 $3,700,000,000

Average Rate 7.04% 7.49% 6.82% 6.84% 6.50%

After tax debt rate 4.58% 4.87% 4.44% 4.45% 4.23%

Stock price at year end $18.35 $11.76 $13.88 $15.31 $29.94

Shares Outstanding 148,627,201 148,627,201 148,530,464 147,877,034 163,151,142

Capitalization $2,727,309,138 1,747,855,884 2,061,602,840 2,263,997,391 4,884,745,191

Minority interest $96,000,000 $107,000,000 $112,000,000 $121,000,000 $148,000,000

Total equity $2,823,309,138 $1,854,855,884 $2,173,602,840 $2,384,997,391 $5,032,745,191

Total value of Dana $5,921,309,138 $5,356,855,884 $5,855,602,840 $6,559,997,391 $8,732,745,191

Weight of equity 47.68% 34.63% 37.12% 36.36% 57.63%

Weight of Debt 52.32% 65.37% 62.88% 63.64% 42.37%

Cost of Capital 9.26% 7.85% 7.61% 7.33% 9.25%

Operating Profit $178,000,000 $147,000,000 $118,000,000 $80,000,000 $590,000,000

Interest income $0 $0 $0 $0 $0

Goodwill amort $0 $0 $0 $0 $0

R&D Expense $0 $0 $0 $0 $0

Change in LIFO $0 $0 $0 $0 $0

(Cash Taxes) $43,000,000 $63,000,000 -$86,000,000 -$38,000,000 $98,000,000

Amort of R&D $0 $0 $0 $0 $0

NOPAT $135,000,000 $84,000,000 $204,000,000 $118,000,000 $492,000,000

Cash $634,000,000 $731,000,000 $571,000,000 $199,000,000 $179,000,000

Receivables $1,254,000,000 $1,047,000,000 $1,348,000,000 $1,371,000,000 $1,548,000,000

Inventory $898,000,000 $752,000,000 $1,116,000,000 $1,299,000,000 $1,564,000,000

Other current assets $87,000,000 $275,000,000 $246,000,000 $436,000,000 $714,000,000

PP&E $2,171,000,000 $2,229,000,000 $2,556,000,000 $3,133,000,000 $3,509,000,000

Intangibles $593,000,000 $558,000,000 $568,000,000 $841,000,000 $969,000,000

Capitalized R&D $0 $0 $0 $0 $0

Other assets $800,000,000 $391,000,000 $474,000,000 $491,000,000 $433,000,000

(Current Liabilities) $2,319,000,000 $1,895,000,000 $2,273,000,000 $2,235,000,000 $2,269,000,000

Capital  $4,118,000,000 $4,088,000,000 $4,606,000,000 $5,535,000,000 $6,647,000,000

EVA

-$246,341,606 -$236,771,266 -$146,409,947 -$287,978,111 -$123,104,019


Appendix E:  EVA Citations & Explanations
Beta – beta’s were retrieved from Value Line Investment Survey microfiche as close to year end of the previous fiscal year.  The beta’s came from the summary of the investment survey for the following dates: 2000 beta- December 31, 1999.  2001 beta – December 29, 2000.  2002 beta – December 28, 2001.  2003 beta – December 27, 2002.  2004 beta – November 28, 2003 (last survey on record for 2003).

30 year treasury- website shows 30 year treasury yields from 1977 to 2006.

http://www.federalreserve.gov/releases/h15/data/Monthly/H15_TCMNOM_Y30.txt
Market premium- Stewart says to use 6% for the market premium.

Short term debt interest rate- from Dana’s annual reports for fiscal years ended 1999 - 2003.  In the notes, titled “Short term debt and credit facilities” under weighted average interest rates.

Long-term debt rate- I calculated this rate by taking a weighted average of Dana’s long-term debt issues from Dana’s annual reports for fiscal years ended 1999 - 2003.  The numbers I used were in the notes under “Long term debt” with the debt issues listed under the “Indebtedness of Dana”.

Amount of short-term debt – taken from the category “Notes payable, including current portion of long term debt” on the balance sheet.  From annual reports for fiscal years ended 1999-2003.

Amount of long-term debt – taken from the category “Long-term debt” on the balance sheet.  From annual reports for fiscal years ended 1999-2003.

Stock Price – taken from the closing price of Dana’s stock on December 31 or closest date to it because December 31 might be on a weekend or holiday.  For 2004 and 2003 EVA, the stock price was taken from the annual reports under Item 5.  For 2000-2002 EVA’s, the stock price was taken from a custom Morningstar graph where the graph showed the Dana’s stock price one year at a time.  When you place your mouse in the graph it will give the closing price for the stock on that day.  I tested it on 2003 and 2004 numbers and it gave me the same numbers as the annual report did.

Shares outstanding – taken from note titled “Common shares” under shares outstanding at the end of the year.  From annual reports for fiscal years ended 1999-2003.

Minority interest – taken from category “Minority interest in consolidated subsidiaries” on the balance sheet.  From annual reports for fiscal years ended 1999-2003.

Operating Profit – Net sales.  Disregard revenue from lease financing and other income because they are not part of operations.  Subtract cost of sales and SG&A expenses.  Disregard realignment costs and interest expense because they have nothing to do with operations of Dana.  From annual reports for fiscal years ended 2000-2004.

Cash Taxes – taken from note titled “Income taxes”.  Look toward the end of the note for the sentence that starts “We paid income taxes of”.  From annual reports for fiscal years ended 2000-2004.  A negative cash taxes indicates a tax refund or avoidance of paying taxes due to using NOL’s.  

Cash – taken from category “Cash and cash equivalents” on balance sheet.  From annual reports for fiscal years ended 2000-2004.

Receivables – only use “trade receivables” on balance sheet.  From annual reports for fiscal years ended 2000-2004.

Inventory – taken from category “Inventory” on balance sheet.  From annual reports for fiscal years ended 2000-2004.

Other current assets – note 17 breaks down the components of other current assets.  Include everything but deferred tax assets.

PP&E- taken from category “Property, plant, and equipment” on balance sheet.  From annual reports for fiscal years ended 2000-2004.

Intangibles- taken from category “Goodwill” on balance sheet.  From annual reports for fiscal years ended 2000-2004.

Other assets – note 17 breaks down other assets under the heading of “Investments and other assets”.  Don’t include investments in equity affiliates.  From annual reports for fiscal years ended 2000-2004.

Current Liabilities- numbers taken from select headings under “Current Liabilities” on balance sheet.  Don’t include interest bearing debt or deferred taxes.  Usually use amounts under headings “Accounts payable”, “Accrued payroll and employee benefits”, and “Other accrued liabilities”.  
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[image: image4.emf]Janitor Assembler Tool and Die AverageExecutive Management

Yearly Salary $47,736 $49,046 $57,616$53,952 $442,734

Bonus $1,930 $1,970 $2,310 $2,070 $362,250

Restricted Stock Awards $0 $0 $0 $0 $1,010,571

Tool Allowance $0 $624 $624 $416 $0

Total $49,666 $51,640 $60,550 $1,815,555

Total Non- Executive Employee Cost$2,476,396,800

Total Executive Cost $10,893,328

Total Executive and Employee Cost $2,487,290,128

Percent Decrease in Production  6.19%

Savings from Executive Salary Decrease - 20% $664,100

Savings from Executive Benefit and Salary Decrease $2,837,600

Savings from Salary Decrease $153,288,962

Savings from Benefits/Bonus Decrease $5,881,305

Savings from Tool Allowance Decrease $1,181,943

Total Decrease $163,189,810

Proposed New Employment Costs $2,333,316,205

*Tool Allowance is $.030 an hour in a 2080 hour work year.

*Salary is based on a 2080 hour work year.

*Executive Management Salary and Bonus is an average of the director and chief officers.

GM Production Decrease 3.19%

Ford Production Decrease 3%

*From GM.com and Ford.com 2005-2006 production schedule
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Sheet1

				Janitor		Assembler		Tool and Die		Average		Executive Management

		Yearly Salary		$47,736		$49,046		$57,616		$53,952		$442,734

		Bonus		$1,930		$1,970		$2,310		$2,070		$362,250

		Restricted Stock Awards		$0		$0		$0		$0		$1,010,571

		Tool Allowance		$0		$624		$624		$416		$0

		Total		$49,666		$51,640		$60,550				$1,815,555

		Total Non- Executive Employee Cost		$2,476,396,800

		Total Executive Cost		$10,893,328

		Total Executive and Employee Cost		$2,487,290,128

		Percent Decrease in Production		6.19%

		Savings from Executive Salary Decrease - 20%				$664,100

		Savings from Executive Benefit and Salary Decrease				$2,837,600

		Savings from Salary Decrease				$153,288,962

		Savings from Benefits/Bonus Decrease				$5,881,305

		Savings from Tool Allowance Decrease				$1,181,943

		Total Decrease				$163,189,810

		Proposed New Employment Costs						$2,333,316,205

		*Tool Allowance is $.030 an hour in a 2080 hour work year.

		*Salary is based on a 2080 hour work year.

		*Executive Management Salary and Bonus is an average of the director and chief officers.

		GM Production Decrease		3.19%

		Ford Production Decrease		3%

		*From GM.com and Ford.com 2005-2006 production schedule
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Sheet1

		EVA for Dana Corp.								04 EVA		03 EVA		02 EVA		01 EVA		00 EVA

		Years 2000-2004

		Beta								1.45		1.35		1.25		1.15		1.10

		30 yr treasury								5.70%		5.37%		5.48%		5.49%		6.35%

		Market Premium								6%		6%		6%		6%		6%

		Cost of Equity (%)								14.40%		13.47%		12.98%		12.39%		12.95%

		Short term debt rate								2.50%		3.90%		3.50%		7%		6.00%

		Long term debt rate								7.90%		7.81%		7.57%		6.75%		6.68%

		$ST Debt								$493,000,000		$287,000,000		$674,000,000		$1,526,000,000		$968,000,000

		$LT Debt								$2,605,000,000		$3,215,000,000		$3,008,000,000		$2,649,000,000		$2,732,000,000

		Total Debt								$3,098,000,000		$3,502,000,000		$3,682,000,000		$4,175,000,000		$3,700,000,000

		Average Rate								7.04%		7.49%		6.82%		6.84%		6.50%

		After tax debt rate								4.58%		4.87%		4.44%		4.45%		4.23%

		Stock price at year end								$18.35		$11.76		$13.88		$15.31		$29.94

		Shares Outstanding								148,627,201		148,627,201		148,530,464		147,877,034		163,151,142

		Capitalization								$2,727,309,138		1,747,855,884		2,061,602,840		2,263,997,391		4,884,745,191

		Minority interest								$96,000,000		$107,000,000		$112,000,000		$121,000,000		$148,000,000

		Total equity								$2,823,309,138		$1,854,855,884		$2,173,602,840		$2,384,997,391		$5,032,745,191

		Total value of Dana								$5,921,309,138		$5,356,855,884		$5,855,602,840		$6,559,997,391		$8,732,745,191

		Weight of equity								47.68%		34.63%		37.12%		36.36%		57.63%

		Weight of Debt								52.32%		65.37%		62.88%		63.64%		42.37%

		Cost of Capital								9.26%		7.85%		7.61%		7.33%		9.25%

		Operating Profit								$178,000,000		$147,000,000		$118,000,000		$80,000,000		$590,000,000

		Interest income								$0		$0		$0		$0		$0

		Goodwill amort								$0		$0		$0		$0		$0

		R&D Expense								$0		$0		$0		$0		$0

		Change in LIFO								$0		$0		$0		$0		$0

		(Cash Taxes)								$43,000,000		$63,000,000		-$86,000,000		-$38,000,000		$98,000,000

		Amort of R&D								$0		$0		$0		$0		$0

		NOPAT								$135,000,000		$84,000,000		$204,000,000		$118,000,000		$492,000,000

		Cash								$634,000,000		$731,000,000		$571,000,000		$199,000,000		$179,000,000

		Receivables								$1,254,000,000		$1,047,000,000		$1,348,000,000		$1,371,000,000		$1,548,000,000

		Inventory								$898,000,000		$752,000,000		$1,116,000,000		$1,299,000,000		$1,564,000,000

		Other current assets								$87,000,000		$275,000,000		$246,000,000		$436,000,000		$714,000,000

		PP&E								$2,171,000,000		$2,229,000,000		$2,556,000,000		$3,133,000,000		$3,509,000,000

		Intangibles								$593,000,000		$558,000,000		$568,000,000		$841,000,000		$969,000,000

		Capitalized R&D								$0		$0		$0		$0		$0

		Other assets								$800,000,000		$391,000,000		$474,000,000		$491,000,000		$433,000,000

		(Current Liabilities)								$2,319,000,000		$1,895,000,000		$2,273,000,000		$2,235,000,000		$2,269,000,000

		Capital								$4,118,000,000		$4,088,000,000		$4,606,000,000		$5,535,000,000		$6,647,000,000

		EVA								-$246,341,606		-$236,771,266		-$146,409,947		-$287,978,111		-$123,104,019
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				1578

		150		0.0950570342		6.5		0.6178707224						0		3.6		0		6.82

		164		0.1039290241		7		0.7275031686

		349		0.221166033		6.5		1.4375792142						0.1591349258		2.5		0.8408650742		7.9

		266		0.1685678074		7		1.1799746515

		115		0.0728770596		9		0.6558935361						0				7.0406714009

		10		0.0063371356		9		0.0570342205

		74		0.0468948035		10.125		0.4748098859												0.9180468304

		450		0.2851711027		5.85		1.6682509506												0.0819531696

								6.8189163498

																				7.81

				2232																3.9

		150		0.0672043011		6.5		0.436827957

		164		0.0734767025		7		0.5143369176												7.1699457453

		349		0.1563620072		6.5		1.0163530466												0.3196173615

		266		0.1191756272		7		0.8342293907												7.4895631068

		575		0.2576164875		9		2.3185483871

		250		0.1120071685		9		1.0080645161

		247		0.1106630824		10.125		1.1204637097

		231		0.1034946237		6.25		0.6468413978						3,098,000,000

								7.8956653226

														0.4768

														0.5232

																				0.1830526888		3.5		0.6406844106

																				0.8169473112		7.57		6.1842911461

				2347										3,502,000,000.00										6.8249755568

		250		0.1065189604		6.25		0.6657435023

		150		0.0639113762		6.5		0.4154239455

		196		0.0835108649		7		0.5845760545												0.0428281437

		349		0.1487004687		6.5		0.9665530464												0.025592

		371		0.1580741372		7		1.1065189604										0.634491018		0.0684201437								0.2616		0.015696

		575		0.2449936089		9		2.2049424798										0.3656										0.7384		0.04932512

		209		0.0890498509		9		0.8014486579																						0.06502112

		247		0.1052407329		10.125		1.0655624201

								7.8107690669

				2203

		250		0.113481616		6.25		0.7092600999

		150		0.0680889696		6.5		0.4425783023

		196		0.0889695869		7		0.6227871085

		349		0.1584203359		6.5		1.0297321834

		371		0.1684067181		7		1.1788470268

		575		0.2610077167		9		2.3490694507

		177		0.0803449841		10.125		0.8134929641

		135		0.0612800726		6.98		0.4277349069

								7.5735020427

				1786

		250		6.25		0.1399776036		0.8748600224

		150		6.5		0.0839865622		0.545912654

		196		7		0.1097424412		0.7681970885

		349		6.5		0.1954087346		1.2701567749

		371		7		0.2077267637		1.454087346

		470		6.98		0.2631578947		1.8368421053

								6.750055991

				2095

		250		0.1193317422		6.25		0.745823389

		150		0.0715990453		6.5		0.4653937947

		200		0.0954653938		7		0.6682577566

		350		0.1670644391		6.5		1.0859188544

		400		0.1909307876		7		1.3365155131

		745		0.3556085919		6.68		2.3754653938

								6.6773747017
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