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Executive Summary

Dana Corporation, originally incorporated on May 20, 1905 as Spicer Universal Joint Manufacturing Company, has enjoyed almost a century of high sales and profits due to their innovative design and drive to stay ahead of their customer’s needs.  Dana currently manufactures and sells major automotive parts for the light vehicle, off-highway and commercial vehicle segments.  The 1980’s and 1990’s ushered in a period of expansion for Dana.  In the last decade, however, Dana has encountered a myriad of problems stemming from higher raw materials costs, poor management decisions, asbestos lawsuits, higher debt structure, and the pains of over-expanding into non-core products and services.  The swift change to a global economy in the past decade has created fierce competition in their Automotive Systems group.  Dana’s focus on the Detroit “Big Three,” Ford, Daimler Chrysler and GM has created a situation where their core product division has begun generating negative returns and left them dependent on the well-being of the automotive industry.  In the last five years, Dana has taken steps to rectify these problems.  They have consolidated its suppliers of raw materials, divested non-core business segments and settled some of their lawsuits.  

After in-dept research into areas that will most effectively help turn the net losses back into net profit, we have concluded that Dana possesses an untapped potential for realignment and growth within their off-highway and commercial vehicle segments.  Dana’s Heavy Vehicle Technologies and Systems Group’s (HVTSG) sales and production levels have been increasing by a substantially greater percentage over ASG.  HVTSG’s margins have also been increasing despite the trend in increasing raw materials costs.  The demand for HVTSG products has created a backlog, which means that the Dana is not able to supply the market with the quantity of products it is demanding.  We recommend Dana move $113.16 million per year over the next 5 years from the ASG division to the HVTSG division.  By using the Black Scholes Option Pricing Model (BSOPM), we can calculate that this would add over $3 billion to the value of the company.  It also serves to decrease the backlog by supplying the market with the products it demands.  Our first strategic initiative does not call for issuing more debt or stock, but merely realigns Dana’s two core segments into a mix that creates value.  Our goal over the next five years is to move the ASG division into producing 47% of sales, rather than 75%.  We believe utilizing the changes in the market by adjusting focus will help enable Dana to construct a solid and profitable business strategy.  

Our second strategic initiative is the addition of an Economic Value Added (EVA) plan that will improve the quality of Dana Corp., and give management an incentive to make decisions that positively impact the value of the company.  We suggest using the EVA analysis to determine compensation and bonuses for a company’s management.  Using the EVA concept, as described by Stewart, which is “a performance measure that captures true economic profit of an enterprise,” provides management a better incentive to make decisions that will benefit Dana and its shareholders (Stewart).  We believe that implementing an EVA-based compensation and bonus structure will increase profits, and improve the performance of the company.  With the challenges faced by the automotive industry, it is becoming increasingly imperative for Dana’s executives and managers to make decisions that will improve the performance and bottom line of the company.  By implementing both these strategic initiatives, Dana can ensure that their management compensation structure keeps their managers’ decisions in line with corporate goals and that they are keeping their assets diversified and correctly aligned with the most profitable and fastest growing business division.  

Introduction
Dana Corp. has faced many problems its competitors have faced in recent years with rising prices for raw materials and labor costs.  With the onset of bankruptcy, it has become extremely important for Dana to recognize some of the problems it is facing and do what it can to reduce losses and improve the value of the firm.  


Many of the problems Dana has encountered in the previous 5 to 7 years are primarily due to increasing steel costs which make costs of goods sold almost 90% of sales.    Rising costs and falling stock prices can be overcome with strategic movements by management.  First, by transferring assets and resources from ASG to HVTSG, Dana can expand on a market that has been growing rapidly and has possibly been overlooked by Dana management.  By acknowledging this growing sector of the market, Dana could achieve profits not previously recognized as well as reduce their presence in a declining market.   


Second, by converting to an EVA based incentive program, Dana Corp. would motivate employees to earn their bonus through performance that improves the entire company as a whole.  This program would also assist Dana to hold each manager accountable for their specific actions because every action affects the overall EVA of the company.  This incentive plan drives motivation for managers and top executives to create positive shareholder wealth, and in return, they increase their individual bonus.  

Recommendation I - Move Assets from ASG to HVTSG

Dana Corp. consists of three main segments, which are accounted for between the Automotive Systems Group (ASG) and the Heavy Vehicle Technologies and Systems Group (HVTSG).  Historically, Dana has focused primarily on the production of parts for the light vehicle segment of the ASG division.  Their ASG division generates 73.6% of the firm’s total sales (10-k/a, p85).  Based on the 2004 10-k/a, the ASG division produces approximately 60% of the company’s units of production (10-k/a, p17).  Dana’s 2004 restated financials report a $166 million drop in net income from the light vehicle segment in comparison with 2003, due to a drastic increase in the price of raw materials, lack of diversified customer base and the saturation of the automobile market (10-k/a, p55).


When analyzing Dana’s Market Outlook Analysis, we see a 22.29% growth in their HVTSG North American production in units, while the ASG North America saw a 1.46% decline over the last 2 years (10-k/a, p17).  These statistics delineate the stagnation of the ASG division and the untapped opportunity in the HVTSG North America division.  In March 2005, Dana CEO, Michael J. Burns, noted that, “The Off-Highway and Commercial Vehicle markets are integral to Dana’s strategy.  First of all, they represent 25% of our business.  It has much more growth potential than any of our other businesses” (Diesel).  These combined observations lead us to recommend that Dana shift $133.16 million per year from their ASG to their HVTSG division over a five year horizon.  The $133.16 million represents 2% per year of ASG sales.  Our strategic goal is to shift the firm’s structure, so that the HVTSG division produces 53% of sales and the ASG division produces 47% of sales.


Because Dana is in the process of restating their financial statements, it becomes imperative to lay out a framework of basic assumptions before presenting our recommendation.  The first step in valuing the effect our recommendation would have on Dana’s capital structure is viewing the recommendation as two options.  We valued the transfer of assets as an option to divest $133.16 million from the ASG division and an option to acquire $133.16 million by the HVTSG division.  We used the Black Scholes Options Pricing Model (BSOPM) to value these options.  First, we will discuss assumptions in valuing the option to divest $133.16 million from the ASG division.  Secondly, we will discuss the assumption in valuing the option to acquire $133.16 million by the HVTSG division.  

Because we do not have inside information as to the actual returns generated by either the ASG or HVTSG divisions, we used Return on Assets (ROA) to estimate a return that would provide a sufficient benchmark in calculating standard deviation for the BSOPM.  In the Business Segments section of Dana’s restated Annual Report, we find the Net Profit and the Total Assets for both divisions (10-k/a p84-87).  ROA may not provide an actual return, but it is a ratio that values the divisions in a similar manner as a stockholder would value the assets of a company.  


With ROA as an indicator of return, we were then able to calculate the standard deviation for each division (Appendix C).  Next, we calculated the expected return needed in finding the present value (PV) of the $133.16 million we intend to shift over the next 5 years.  Because we expect our recommendation to take a year to implement, we expect the first cash flow to occur at the end of the first year.  The last cash flow will occur at the beginning of the sixth year.  When calculating PV, we used 6 as the time period.  The Wharton Research Database Service provided the risk-free rate of 4.5%.  For simplicity, we used the 1.77 beta of the firm to calculate expected return.  We used the New York Stock Exchange composite 5-year annualized return as a benchmark for the market (NYSE).  We were then able to calculate the PV for the option to divest (Appendix C).  

Because we are valuing our recommendation as an option to divest, in the same way that Dana has divested their non-core business units, it is safe to assume that our recommendation would incur similar annual costs of $45 million per year.  This assumption allowed us to calculate $211.55 million as the PV of the costs of executing the two options.  Using the $625.99 million PV for the option to divest and subtracting the costs of $211.55 million, we calculated $414.44 million as the net present value for the option to divest.  Because we are simply shifting assets from one segment to another, we can use $414.44 million in calculating BSOPM for both the options.  Using BSOPM, we valued the option to divest $133.16 million from the ASG division at $37,934 and the option to invest $133.16 million into the HVTSG division at $379.55 million (Appendix B).


Next, we discuss how our recommendation will change the structure of sales generated from the ASG and HVTSG divisions.  Because the North American market for light weight vehicular products is stagnant, we can assume that the sales growth for light weight vehicular parts produced by the ASG North America division will also be stagnant and experience zero growth over the next five years.  This means that, as we move $113.16 million out of the ASG division, we will see their sales drop by $113.16 per year as depicted in Graph 1 (Appendix D).  We calculated the present value of this steady decrease at $23.66 billion.  Based on the growth seen over the past five years in the HVTSG division, we assumed an annual 18% increase in sales going forward.  To calculate the growth, we took sales for HVTSG in 2004 as the starting point.  Based on our recommendation, we added $133.16 million to $2.299 billion and multiplied the result by the 18% growth rate each year.  We then discounted these cash flows back to get $27,232,638,019.78 as PV for HVTSG.  Using the PV numbers for both ASG and HVTSG, we calculated NPV for the project (Appendix C)

After calculating the change in assets, we see that Dana can successfully shift assets so that the HVTSG division produces 53% of sales after 5 years, in comparison with the 25% they produced in 2005.  Conversely, the ASG division would produce 47% of sales after 5 years, in comparison with 74% in 2005 (Appendix D).  By implementing this change, we effectively increase the value of the firm by $3.55 billion (Appendix C).  As indicated by the standard deviation calculations in Appendix C, we know that we are also shifting the assets of the company from a division that is less risky to a division that is riskier.  This effectively increases the firm’s risk level.  Dana’s stockholders benefit because their chances of getting paid increase and their overall return increases without having to issue more stock or debt.  Our recommendation will allow Dana to have a better standing with their bondholders as well, because their chances of getting paid increase, due to the increase in firm value, cash flows and risk.  By implementing our recommendation, Dana will effectively move their assets from a division that is currently providing zero or negative returns to a division that has room to grow.


Implementing this recommendation also solves Dana’s backlog of orders which had previously been unfilled because the demand for HVTSG products exceeded its supply.  With the recommendation, Dana would be able to meet their contracts in the HVTSG division and cut the overproduction costs associated with the stagnant automotive industry. 

Recommendation II—Economic Value Added

Secondly, we recommend that Dana Corp. implement an Economic Value Added (EVA) system to improve business practices.  Developed by Bennett Stewart, EVA is consistent with time value of money, risk and return, and cash flows while also eliminating numbers that produce misleading results.  The concept of EVA is “a performance measure that captures true economic profit of an enterprise” (Stewart).  

EVA would greatly benefit the company by motivating managers to act in the best interest of the company and shareholders.  As Stewart has noted, “the EVA system covers the full range of managerial decisions, including strategic planning, allocating capital, pricing acquisitions or divestitures, setting annual goals-even day-to-day operating decisions” (Stewart).  EVA measures company growth using itself as a benchmark rather than the industry.  EVA produces a strong measure of performance because it forces managers to think and act like owners of the company, (Stewart).

Another benefit of implementing an EVA bonus plan at Dana would hold managers accountable for their performance.  Due to the positive affects of EVA, managers are motivated to make decisions that serve in the best interest of the company resulting in the creation of shareholder wealth.  For example, if a manager makes a decision that does not increase performance, EVA will decrease, resulting in a likely reduction in the bonus for that manager.  Also, top executives tend to notice how these decisions affect EVA for the entire company.  

Dana’s managers exhibited a lack of leadership and motivation to increase performance when it chose not to follow the trend of investing in new technologies like its competitors.  Dana subsequently felt the negative ramification of their decision when they lost a major contract with Chrysler due to a perceived decrease in product quality (Sherefkin).  A former Dana engineering chief says, “Our technology was lagging.  We refused to invest in new technology.  Our bonuses were based on not spending capital” (Sherefkin).  Because Dana did not put an adequate amount of money back into research and technology, they began to feel the affects of producing lower quality products when their market share in the automotive industry fell.  This example allows us to see clearly that management’s decisions are not in line with the best interests of the shareholders or the company.  

Management of a company does not stop at the executive level; it filters down to management and lower level employees who are all working for the betterment of the company.  In order to hold management accountable for its decisions, an economic value added bonus system would enhance the performance and incentive for all employees to help Dana Corp. regain financial stability.  EVA assists companies in valuing bonuses.  A secondary benefit to EVA includes the improved communication between employees and management (Stewart).

Stewart’s EVA plan addresses the problem with current compensation plans where managers focus on achieving personal financial goals rather than contributing the necessary amount of effort to match the compensation that they have been awarded (Stewart).  Dana Corp. currently utilizes an incentive program that grants bonuses based on a percentage of current salary.  

Before coming to Dana Corp., Michael Burns was the senior executive in charge of European operations at GM.  During his time at GM, Burns experienced staggering losses under his management.  Burns’ management style caused GM to suffer a $2 billion loss from terminating a project he unsuccessfully implemented (Dana’s Bankruptcy is Payback).  When Burns joined Dana Corp., the stock price was $22.20, and in the next two years the price dropped to $1.76 (Analysts fault).  Although it is unfair to hold Burns fully responsible for the decline in stock price, this drop reflects choices made by management.

With the recent filing of Chapter 11 bankruptcy by Dana Corp., current CEO Michael Burns has the opportunity to double his base salary of $825,000 if the company meets certain financial performance goals (Mckinnon).  Along with Burns, three top executives, whose names have not be released, were offered bonuses of 80 to 120 % of their base salary if they meet performance goals (Mckinnon).  Robert Richter also receives a bonus and decided to retire at the time Dana Corp. filed for bankruptcy on March 3, 2006.  He currently receives a $35,000 bonus monthly in addition to his retirement pension for serving as a consultant for Dana Corp. (Dana names new CFO).  This bonus could increase if Richter contributes more than 100 hours per month in consulting services (Top executives to get incentive).  

Implementing EVA allows Dana Corp. to correctly quantify which decisions add value to the company and award a corresponding bonus to managers.  For example, if Richter contributed more than 100 hours during the month of April, even if his advice did not improve company performance, he could still potentially receive more than $35,000.  With EVA, Dana calculates an accurate, and more appropriate, bonus for Robert Richter that matches the value of his consulting services.  

The actual EVA bonus is calculated by the equation Base Salary x Bonus % x [1+ ((AEVA-TEVA)/EVALF))], where AEVA is the actual EVA, TEVA is the target EVA, and EVALF is the EVA leverage factor.   

Because Dana Corp. is in the process of restating its financials, we calculated EVA using the most current numbers available in the Annual Report (Appendix E) and an un-audited, restated report (Appendix F) for 2004, 2003, and 2002.  On April 30, 2006, Dana hopes to have its financial statements finalized.  Once the restated financial statements have been reviewed and approved by the Securities and Exchange Commission, Dana should use the approved numbers to calculate an accurate EVA.  

For example, to calculate the bonus for the current year, Dana should calculate EVA for the past year using net operating profit after taxes (NOPAT), firm’s cost of capital (k), and capital (Stewart).  The equation is EVA(t) = NOPAT(t) – k(t-1)*capital(t-1).  The next step is to use the target EVA that Dana set for the current year.  In the third step, Dana should calculate how far AEVA can fall below TEVA before the bonus goes to zero.  This number is the economic EVA leverage factor.  Next, the bonus percentage for each employee should be determined.  And finally, Dana should identify the base salary for each employee.  Once you have all the required variables, substitute the values into the EVA bonus equation.

Michael Burns’ bonus for 2004 would be calculated as follows if using Dana’s 2004 Annual Report:  EVA 2004 was a negative $375,134,100.  The target EVA would be negative $215,000,000.  The leverage factor would be $75,000,000.  Bonus percentage for Burns is 75%, and his base salary is $825,000 (Top Executives to get Incentive Bonuses).  When substituting the numbers into the equation, he will get negative $702,356, which is reflective of the drop in EVA for 2004 (Appendix E).  Without EVA, Burns collected a bonus in 2004 despite the fact that shareholder’s wealth declined drastically from 2003.  This proves the necessity of the EVA incentive plan for Dana because it will only reward executives when they increase shareholder wealth.

EVA has the potential for some criticism by upper management who has been accustomed to collecting large bonuses based on their current salary.  However, there is still opportunity to earn a significant bonus if one makes quality decisions that act in the best interest of the company improving performance, and at the same time, creating wealth for shareholders.

Conclusion
In conclusion, there are two areas within which improvements could be made to increase growth within Dana Corp.  First, by shifting focus from ASG to HVTSG, Dana can move to a market growing and expanding faster than the current market they are focusing on.  Second, by shifting to an EVA based incentive plan, bonuses are quantified based on overall company growth rather than focusing on one specific measure.  These recommendations would improve the company’s overall performance.  
Appendix A:  Company Overview
Products and Services

Dana Corporation operates two business units.  The Automotive Systems Group (ASG) unit produces their core products.  These products include axles, driveshafts, systems integration technology, drivelines, structural and chassis structures, steering and suspension components, sealing systems, thermal management and fuel cell products.  Their ASG unit heads up the Emerging Products and Technologies (EPT) sub-unit which developed the All-Aluminum Spaceframe, and the AtmoPlas Technology.  In order to mainstream fuel-cell technology, Dana’s EPT sub-unit has dedicated five fuel-cell centers in Asia, Europe and North America.  

The Heavy Vehicle Technologies and Systems Group (HVTSG) unit oversees the Commercial Vehicle segment which specializes in front-steer axles, single-and tandem-drive axles, trailer axles, chassis and air-ride suspension modules.  The HVTSG Off-highway segment produces single-reduction and planetary axels, brakes, wet disc, transaxles, transmissions and electronic controls.  Dana’s commitment to servicing their products features the Spicer, Clevite 77, Victor Reinz and Perfect Circle brands.  
Facilities and Employees

Dana has about 46,000 employees worldwide.  In the United States, Dana employs 19,000 workers at 50 facilities in the United States.  About 7,200 of Dana’s U.S. employees belong to the United Auto Workers or the United Steelworkers (Auto Parts Maker Files Chapter 11).  Employees at Dana’s Fort Wayne plant make $22 an hour plus benefits (Unions Wait for Dana’s giveback demands).  The North American region accounts for about two-thirds of Dana’s revenue (Auto Parts Maker Files Chapter 11).

Suppliers

Dana’s main suppliers produce steel, steel components, forgings castings and bearings. Smaller materials purchases include aluminum, plastics and copper.  Dana’s suppliers relate to the relative location of their individual subsidiaries, but Dana claims to have done as much as they can to consolidate and reduce raw materials costs due to the rise in supplier prices (Annual Report Dana).  Some of their suppliers include Timken Co., Macsteel International USA Corp and Worthington Steel (Philip). 

Customers

Dana Corp. serves a strong group of customers within and outside of the United States.  Besides serving their top three customers (GM, Ford, and Chrysler), Dana also supplies the necessary products and parts to nearly all of the top vehicle producers in the world (Mergent 10K p 20).  As sales in the automotive industry have been decreasing over the past years, Dana has worked on strengthening their market share outside of the United States.  While seven years ago sales outside of the U.S. were only 22 %, Dana has since been able to strengthen their focus on the automotive industry abroad and increased its sales to 35 % abroad (Mergent 10K p 20).  Dana Corp. hopes to derive 50 % of sales from outside of the U.S. (Mergent 10K p 20).  This expansion in international sales shows how Dana focuses on serving and expanding to new markets with high growth potential.  

Industry
Dana Corp and the automotive industry as a whole have suffered severe setbacks in the past couple of years.  These setbacks are attributable to rising supply costs, increasing labor costs, and an economic recession which affect everyone from suppliers to manufacturers.  The motor vehicle parts and accessories, listed as SIC code 3417, is divided into two main segments: the original equipment (OE) suppliers and aftermarket suppliers (Motor Vehicle Parts and Accessories).  The OE segment sells parts and components to manufacturers whereas, the aftermarket suppliers deal mainly with replacement parts for vehicles.  The big three U.S. automakers has shifted the focus to areas such as quality improvement, cost reduction, and more strategic sourcing to meet the demands of increased competition (Motor Vehicle Parts and Accessories).  Because manufacturers are attempting to reduce its cost, Dana and its competitors must also adjust their strategies to alleviate increases in costs and supplies.  The U.S. auto market has become very competitive with the entry of new competition and the suppliers of the three large auto manufactures have felt the strain as well.

Competitors

In the ASG division, Dana’s primary competitors include: American Axle (division of DaimlerChrysler), GKN, Magna Tower Automotive, ThyssenKrupp, Visteon and ZF Group.  Globally, Dana’s primary competitors in sealing systems are: ElringKlinger, Federal Mogul and Freudenberg NOK.  In thermal management, Dana’s main competition includes:  Behr, Delphi, Modine and Valeo.  In production of fluid transfer technology, we compete against:  Delphi, Eaton, Valeo and Visteon.  Some of Dana’s competitors include Johnson Controls Inc., Delphi Technologies, Visteon, and Lear Corp.  In power products, Dana competes against Federal Mogul and Mahle.  Visteon is the number two parts supplier in the U.S. and was formerly a part of Ford Motors.   In addition to Delphi’s Chapter 11 filing, Tower Automotive and Collins & Aikman have also filed for bankruptcy protection (Auto Parts Maker Files Chapter 11).  

Appendix B:  BSOPM Valuation of ASG and HVTSG
II.  Value of divesting  PV of 133,160,000 from ASG division.
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III.  Value of acquiring PV of 133,160,000 to HVTSG division.
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Appendix C:  ROA, Standard Deviation, and Net Present Values
Return on Assets

	
	ASG
	HVTSG

	
	 
	ROA
	 
	ROA

	
	2004
	2.91600
	2004
	5.82100

	
	2003
	3.73300
	2003
	4.74600

	
	2002
	3.58600
	2002
	3.16000

	
	2001
	1.19600
	2001
	-1.26900

	
	2000
	6.39000
	2000
	6.70300
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	3.56420
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	3.83220

	Variance
	 
	2.80852976
	 
	7.90118856

	Standard Deviation
	 
	1.675866868
	 
	2.810905292



Estimated Sales Forecast
	
	ASG
	HVTSG

	2004
	$6,658,000,000.00
	$2,299,000,000.00

	2005
	$6,524,840,000.00
	$2,869,948,800.00

	2006
	$6,391,680,000.00
	$3,543,668,384.00

	2007
	$6,258,520,000.00
	$4,338,657,493.12

	2008
	$6,125,360,000.00
	$5,276,744,641.88

	2009
	$5,992,200,000.00
	$6,383,687,477.42


Present Value of Forecasted Sales
	
	ASG
	HVTSG

	2005
	$5,651,412,747.08 
	$3,543,668,384.00 

	2006
	$5,152,236,196.43 
	$4,338,657,493.12 

	2007
	$4,695,112,091.52 
	$5,276,744,641.88 

	2008
	$4,276,608,738.55 
	$6,383,687,477.42 

	2009
	$3,893,568,155.76 
	$7,689,880,023.36 

	NPV
	$23,668,937,929.34 
	$27,232,638,019.78 


Calculationf for Net Increase in Present Value of the firm
	NPV of HVTSG
	$27,232,638,019.78 

	NPV of ASG
	$23,668,937,929.34 

	Change in Value of the Firm
	$3,563,700,090.44 

	Option to invest in HVTSG
	 $200,161,994.48 

	Option to divest in ASG
	$37,934.45 

	Realignment costs
	($211,546,672.85)

	Net Increase in Value of firm
	$3,552,353,346.53 


$45 Million Annual Realignment Costs

	PV Annuity of Realignment Costs
	$211,676,324.47 

	FV Annuity of Realignment Costs
	$325,406,137.74 


Appendix D:  Graphical Analysis of Recommendation II
Five Year Forecasted Sales: ASG vs. HVTSG
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Appendix E:  EVA Calculations (Dana Annual Report)
	EVA=NOPAT(t) - k(t-1) * Capital(t-1)
	
	
	

	Year
	2004
	2003
	2002

	Operating Profit
	$241,000,000
	$153,000,000
	$115,000,000

	Plus:  Interest on Cash Balances
	$0
	$0
	$0

	          Goodwill Amortization
	$0
	$0
	$0

	          R&D Expense
	$0
	$0
	$0

	          Change in LIFO Provision
	$0
	$0
	$0

	Less:  Cash Taxes
	$43,000,000
	$63,000,000
	$86,000,000

	           Amortization of Capitalized R&D
	$0
	$0
	$0

	NOPAT (t)
	$198,000,000
	$90,000,000
	$29,000,000

	Cost of Capital, k(t)
	
	
	

	Cost of equity is r(e) = r(f) + Beta x MRP
	
	
	

	r(f) 
	3.53
	2.97
	3.29

	Beta
	1.77
	1.77
	1.77

	MRP
	6
	6
	6

	r(e)
	14.15
	13.59
	13.91

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

	r(B)
	0.0533878
	0.05123499
	0.059879069

	Tc
	35%
	35%
	35%

	(1-Tc)
	65%
	65%
	65%

	r(BAT)
	0.034702
	0.03302744
	0.038921395

	Total Market Value of Equity and Debt
	
	
	

	Value of equity
	$1,843,042,009 
	$2,834,309,138 
	2720439203

	Value of debt
	$3,502,000,000 
	$3,098,000,000 
	2209000000

	Weight of equity
	34%
	48%
	55.19%

	Weight of debt
	66%
	52%
	44.81%

	Cost of Capital = [(Xe)(r(e))*(Xd)(r(bat))]
	9.03%
	7.54%
	8.67%

	Capital(t-1)
	
	
	

	Operating Cash
	$634,000,000 
	$731,000,000 
	$571,000,000 

	Plus:  Receivables
	$1,710,000,000 
	$0 
	$0 

	          Inventory 
	$907,000,000 
	$743,000,000 
	$1,116,000,000 

	          Other Current Assets
	$128,000,000 
	$275,000,000 
	$423,000,000 

	          Plant and Equipment
	$2,153,000,000 
	$2,210,000,000 
	$2,556,000,000 

	          Intangible Assets
	$593,000,000 
	$558,000,000 
	$568,000,000 

	          Capitalized R&D
	$0 
	$0 
	$0 

	          Other Assets
	$2,552,000,000 
	$1,694,000,000 
	$1,484,000,000 

	Less:  Current Liabilities
	$2,330,000,000 
	$2,311,000,000 
	$2,273,000,000 

	Capital(t-1)
	$6,347,000,000 
	$3,900,000,000 
	$4,445,000,000 

	Capital Charge
	$573,134,100 
	$294,060,000 
	$385,381,500 

	EVA=NOPAT(t) - k(t-1) * Capital(t-1)
	($375,134,100)
	($204,060,000)
	($356,381,500)


Appendix F:  EVA Calculations (Restated, Unaudited Financials)

	EVA=NOPAT(t) - k(t-1) * Capital(t-1)
	
	
	

	Year
	2004
	2003
	2002

	Operating Profit
	$241,000,000
	$153,000,000
	$115,000,000

	Plus:  Interest on Cash Balances
	$0
	$0
	$0

	          Goodwill Amortization
	$0
	$0
	$0

	          R&D Expense
	$0
	$0
	$0

	          Change in LIFO Provision
	$0
	$0
	$0

	Less:  Cash Taxes
	$43,000,000
	$63,000,000
	$86,000,000

	           Amortization of Capitalized R&D
	$0
	$0
	$0

	NOPAT (t)
	$198,000,000
	$90,000,000
	$29,000,000

	Cost of Capital, k(t)
	
	
	

	Cost of equity is r(e) = r(f) + Beta x MRP
	
	
	

	r(f) 
	3.53
	2.97
	3.29

	Beta
	1.77
	1.77
	1.77

	MRP
	6%
	6%
	6%

	r(e)
	3.6362
	3.0762
	3.3962

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

	r(B)
	5.34%
	5.12%
	5.99%

	Tc
	35%
	35%
	35%

	(1-Tc)
	65%
	65%
	65%

	r(BAT)
	0.034702
	0.03302744
	0.038921395

	Total Market Value of Equity and Debt
	
	
	

	Value of equity
	$1,843,042,009 
	$2,834,309,138 
	2720439203

	Value of debt
	$3,502,000,000 
	$3,098,000,000 
	2209000000

	Weight of equity
	34%
	48%
	55.19%

	Weight of debt
	66%
	52%
	44.81%

	Cost of Capital = [(Xe)(r(e))*(Xd)(r(bat))]
	9.03%
	7.54%
	8.67%

	Capital(t-1)
	
	
	

	Operating Cash
	$634,000,000 
	$731,000,000 
	$571,000,000 

	Plus:  Receivables
	$1,691,000,000 
	$1,374,000,000 
	$1,668,000,000 

	          Inventory 
	$898,000,000 
	$743,000,000 
	$1,116,000,000 

	          Other Current Assets
	$200,000,000 
	$1,685,000,000 
	$763,000,000 

	          Plant and Equipment
	$2,171,000,000 
	$2,210,000,000 
	$2,556,000,000 

	          Intangible Assets
	$0 
	$558,000,000 
	$568,000,000 

	          Capitalized R&D
	$0 
	$0 
	$0 

	          Other Assets
	$0 
	$139,000,000 
	$124,000,000 

	Less:  Current Liabilities
	$2,518,000,000 
	$1,383,000,000 
	$102,000,000 

	Capital(t-1)
	$3,076,000,000 
	$6,057,000,000 
	$7,264,000,000 

	Capital Charge
	$277,762,800 
	$456,697,800 
	$629,788,800 

	EVA=NOPAT(t) - k(t-1) * Capital(t-1)
	($79,762,800)
	($366,697,800)
	($600,788,800)


Appendix G:  Bankruptcy Details
In 2001, Dana attempted to restructure, but much energy was spent fighting off a takeover by ArvinMeritor, one of Dana’s competitors. With all the difficulties facing Dana, it restructured again in 2004 and suffered a $1.3 billion loss in the third quarter of 2005 (Crisis Mode at Dana).   The Securities and Exchange Commission is investigating Dana’s accounting for the past two years in its commercial vehicle division causing a delay in the release of accurate financial statements for 2004 and 2005 (Auto Parts Maker Files Chapter 11).  Dana did not meet its March 31 deadline to submit its financial statements and stated they needed more time.  Dana expects to have complete financial statements by April 30, 2006 (Automotive Brief Dana Corp.).  

On March 3, 2006, Dana joined the list of companies to file for bankruptcy protection, however the European, South American, Asian, Canadian, and Mexican locations are not included in the filing (Auto Parts Maker Files Chapter 11).  Under the protection of Chapter 11 bankruptcy, companies are permitted to pay bills incurred after the filing; however, creditors are prevented from collecting on past debts (“Dana’s Vendors get Preference”).  On March 6, 2006, Dana received permission from the court to pay off past bills to their critical vendors to reduce the risk of disruption in operations (“Dana’s Vendors get Preference”).  Dana stated its intention to pay Sypris Technologies $12 million to maintain good relations with the supplier (“Dana’s Vendors get Preference”).  Dana was granted the right by the court to pay $52.1 million in bills incurred prior to the bankruptcy filing to U.S. suppliers, and $80 million to foreign suppliers (“Dana’s Vendors get Preference”).

As of September 30, 2005, Dana listed $7.9 billion in assets and $6.8 billion in debts in its bankruptcy filing (“Dana Follows Auto-Parts Peers Into Chapter 11”).  The company has also secured a $1.45 billion debtor-in-possession loan from Citigroup, Bank of America, and J.P. Morgan Chase to continue operations during bankruptcy (“Dana Follows Auto-Parts Peers Into Chapter 11”).  The DIP credit facility will replace the company’s $400 million revolving credit facility and $275 million receivables securitization facility, and will be used to complete normal working capital requirements, such as employee wages and benefits, supplier payments, and other operating expenses during reorganization (“Dana Corporation’s U.S. Operations File for Chapter 11”).  As a result of restructuring costs, Dana expects to report a greater fourth-quarter loss of $376 million compared to a loss of $136 million a year earlier (“Automotive Brief Dana Corp.”).  

In filing for Chapter 11, Dana is able to renegotiate labor contracts.  Many companies that have recently filed for Chapter 11 bankruptcy have followed this path resulting in labor strikes or the threat of a strike (“Unions Wait for Dana’s Giveback Demands”).  Taking this route is not an easy solution, and Dana stated in early March 2006 that, “Dana has no plans to reduce people’s pay at this point.” (“Unions Wait for Dana’s Giveback Demands”).

Dana has an annual average of $2.2 billion in sales with Ford, and sells about $1 billion to GM annually (“Dana Follows Auto-Parts Peers Into Chapter 11”).  Automakers, such as GM and Ford, are now feeling the pressure more than ever due to the recent trend in suppliers filing for bankruptcy (“Dana’s Bankruptcy is Payback to Ford, Other Automakers”).  GM and Ford’s production line will suffer if Dana and Delphi are unable to meet demand.  Spokesman, Paul Wood of Ford, and Jerry Dubrowski of GM, have stated that they do not anticipate any disruptions in supply from Dana (“Dana Follows Auto-Parts Peers Into Chapter 11”).  Despite industry problems, Dana was named one of Ford’s 12 preferred suppliers in the automaker’s “commonality program” (“Bankruptcy Rumors Haunt Dana”).

Delphi and Tower filed for bankruptcy in 2005, and both have attempted to void their labor contracts.  The negotiation process has been long and is still not complete.  These companies have also tried other strategies to cut costs by closing plants and reducing suppliers to a limited list.  It would serve Dana well to monitor what actions, taken by its competitors to emerge from bankruptcy, have proven to be beneficial, and apply it to Dana.  Dana hopes to get out of bankruptcy in 18 months (“Automotive Brief Dana Corp.”).
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																						Change from 2002-2005 Outlook

		Production in Units (North America)

		Segment:				2005 Outlook				2004				2003				2002

		Light Vehicle				15800000				15800000				15900000				16400000				-600000

		Commercial Vehicle				549000				491000				373000				370000				179000

		Off-Highway				353000				325000				281000				260000				93000

																						Percentage of Sales by ASG		Percentage of Sales by HVTSG

		Business Sales Analysis

		Division:				2004				2003				Change				% Change				73.59%		25.41%

		ASG				$6,658,000,000				$5,927,000,000				$731,000,000				12.33%

		HVTSG				$2,299,000,000				$1,908,000,000				$391,000,000				20.49%

		Other				$91,000,000				$83,000,000				$8,000,000				9.64%

		Total:				$9,048,000,000				$7,918,000,000				$1,130,000,000				14.15%

		Results of Operations

		Country:				2004				2003				Change				% Change

		North America				$6,002,000,000				$5,473,000,000				$529,000,000				9.67%

		Europe				$1,727,000,000				$1,424,000,000				$303,000,000				21.28%

		South America				$626,000,000				$441,000,000				$185,000,000				41.95%

		Asia Pacific				$693,000,000				$580,000,000				$113,000,000				19.48%

		Total:				$9,048,000,000				$7,918,000,000				$1,130,000,000				14.27%

		Gross Margin																				545193845.433938

		Division:				2004				2003				Change				% Change						$   635,387,351

		ASG				5.33%				6.61%				-1.28%				-19.36%				1180581196.5812		$   635,387,351

		HVTSG				11.22%				9.12%				2.10%				23.03%						$   440,291,326

		Industry:								Sales				10% Divesture				Difference

		Light Vehicle				60.00%				3,601,200,000				3,241,080,000				-360,120,000

		Commercial Vehicle				15.00%				1,500,500,000				1,500,500,000				0

		Off highway				15.00%				900,300,000				1,260,420,000				360,120,000

		Returns  ASG																				2004		82000000

						2004				2003				2002								2003		222000000

		ROI				151.64%				172.96%				186.52%				170.37%				2002		-182000000

		ROA				10.47%				11.20%				11.90%

		Returns  HVTSG

						2004				2003				2002

		ROI				268.33%				338.46%				500.00%				368.93%

		ROA

		Divest $360,120,000/5 every year so we can do a TVM

		ASG is light vehicle, HVTSG is commercial vehicle and off-highway

		PV Annuity				($287,570,947.71)

		FV Annuity				($422,536,067.54)				We would save if we were to divest 10% in 5 years from light vehicle.

		cash flows				$   72,024,000				We could invest this in off-highway

										Where did it say that they were running max production for off-highway?

										An increase in Gross Margin indicates that a higher demand exists in off-highway segment

										What rate should we use to calculate PV and FV?

										What percentage of sales will we lose if we decrease 10% of light vehicle?

										What percentage of sales will we gain in HVTSG from the divesture?

						Year 1				Year 2				Year 3				Year 4				Year 5		Year 6
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								assumption is to use roe as a basis for return on Dana Corp

										*because we do not have access to actual variance on the company, this is the calculation

		calculation for Dana's r-bar										we are using to determine the riskiness of the firm

		2004		4.67				data for calculating standard deviation

		2003		14.31				economy		probability		dana

		2002		1.52				boom		0.2		12.71		*the numerical average of the 3 "normal" years during our observation.

		2001		-4.75				average		0.5		5.45

		2000		29.6				bust		0.3		-15.22

		r-bar		9.07

		13.3818290977

		standard deviation calculation				*ROI numbers		E(r.) = rf + b [E(rm-rf)]				7.4475

		19.36						where:

		233.7841						rf		4.35

		57.0025						b		1.77

		190.9924						rm		6.1

		421.4809

		922.6199		sum of probabilities

		230.654975		variance

		15.1873294229		st.dev.

		Present Value of option to divest						realignment costs of the project

		PV Annuity				$625,990,110.14		PV Annuity				$211,546,672.85		$414,443,437.29

		FV Annuity				$963,398,555.75		FV Annuity				$325,570,253.90		$637,828,301.85

		cash flows				$   133,160,000		realignment costs				45m/yr		89

		Value of stock today						E		$211,546,672.85

		Market value of firm's assets today						Vo		$625,990,110.14

		Promised pmt to b/h at maturity

		risk free rate						rf		4.35

		variance						σ		15.1873294229

		st. deviation						σ2		230.654975

		time to maturity						t		6

								E		$211,546,672.85		cost of the expansion		45million

		2004 Sales and FV calculations										0.0267459515

		ASG		$6,658,000,000

		HVTSG		$2,299,000,000								0.2091675

		Total		$8,957,000,000						0.3379393211		-0.8757214229

		FV of total		$13,160,771,583.90						-1.0848889229		-3.7227683836

				133160000

				2

		d1
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				ASG								HVTSG								2006		8.1051604

						ROA								ROA						2005		6.86878

				2004		2.91600						2004		5.82100		1.07500		18%		2004		5.82100

				2003		3.73300						2003		4.74600		1.58600		33%		2003		4.74600

				2002		3.58600						2002		3.16000		4.42900		140%		2002		3.16000

				2001		1.19600						2001		-1.26900		-7.97200		-628%		2001		-1.26900

				2000		6.39000						2000		6.70300						2000		6.70300

				r-bar=		3.56420						r-bar=		3.83220

		Variance				2.80852976				Variance				7.90118856

		Standard Deviation				1.6758668682				Standard Deviation				2.8109052919

		Present Value of option to divest						realignment costs of the project

		PV Annuity				$625,990,110.14		PV Annuity				$211,546,672.85		$414,443,437.29

		FV Annuity				$963,398,555.75		FV Annuity				$325,570,253.90		$637,828,301.85

		cash flows				$   133,160,000		realignment costs				45m/yr		89

														ASG		HVTSG

												2004		$6,658,000,000.00		$2,299,000,000.00

												2005		$6,524,840,000.00		$2,869,948,800.00

												2006		$6,391,680,000.00		$3,543,668,384.00

												2007		$6,258,520,000.00		$4,338,657,493.12

		d1=		0.6724908556		d1=		0.6724908556				2008		$6,125,360,000.00		$5,276,744,641.88

				0.311276006				0.3453271588				2009		$5,992,200,000.00		$6,383,687,477.42

				0.9837668617				1.0178180144

				0.3170993726				0.4106754406

		d1		3.1023929619				2.4784000058				first		$5,653,517,164.40		$3,543,668,384.00

												second		$5,155,114,272.63		$4,338,657,493.12

		N(d1)		0.9990401852				0.9934013451				third		$4,698,609,381.57		$5,276,744,641.88

		d2=		2.7852935894				2.0677245652				fourth		$4,280,591,053.89		$6,383,687,477.42

		N(d2)		0.9973260362				0.9806670347				fifth		$3,897,919,321.07		$7,689,880,023.36

												NPV		$23,685,751,193.55		$27,232,638,019.78

		Co=		$   251,531,006.04				$   200,161,994.48						$3,546,886,826.22

		Po=		$37,934.45				-51485210.8731621						$3,535,410,430.69		Net Present Value Added to the Firm

																3,546,886,826.22+200,161,994.48+37,934.45-211,676,324.47

														$50,918,389,213.33

												ASG		0.4651708658		75

												HVTSG		0.5348291342		25

				ASG
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																						Change from 2002-2005 Outlook

		Production in Units (North America)

		Segment:				2005 Outlook				2004				2003				2002

		Light Vehicle				15800000				15800000				15900000				16400000				-600000

		Commercial Vehicle				549000				491000				373000				370000				179000

		Off-Highway				353000				325000				281000				260000				93000

																						Percentage of Sales by ASG		Percentage of Sales by HVTSG

		Business Sales Analysis

		Division:				2004				2003				Change				% Change				73.59%		25.41%

		ASG				$6,658,000,000				$5,927,000,000				$731,000,000				12.33%

		HVTSG				$2,299,000,000				$1,908,000,000				$391,000,000				20.49%

		Other				$91,000,000				$83,000,000				$8,000,000				9.64%

		Total:				$9,048,000,000				$7,918,000,000				$1,130,000,000				14.15%

		Results of Operations

		Country:				2004				2003				Change				% Change

		North America				$6,002,000,000				$5,473,000,000				$529,000,000				9.67%

		Europe				$1,727,000,000				$1,424,000,000				$303,000,000				21.28%

		South America				$626,000,000				$441,000,000				$185,000,000				41.95%

		Asia Pacific				$693,000,000				$580,000,000				$113,000,000				19.48%

		Total:				$9,048,000,000				$7,918,000,000				$1,130,000,000				14.27%

		Gross Margin																				545193845.433938

		Division:				2004				2003				Change				% Change						$   635,387,351

		ASG				5.33%				6.61%				-1.28%				-19.36%				1180581196.5812		$   635,387,351

		HVTSG				11.22%				9.12%				2.10%				23.03%						$   440,291,326

		Industry:								Sales				10% Divesture				Difference

		Light Vehicle				60.00%				3,601,200,000				3,241,080,000				-360,120,000

		Commercial Vehicle				15.00%				1,500,500,000				1,500,500,000				0

		Off highway				15.00%				900,300,000				1,260,420,000				360,120,000

		Returns  ASG																				2004		82000000

						2004				2003				2002								2003		222000000

		ROI				151.64%				172.96%				186.52%				170.37%				2002		-182000000

		ROA				10.47%				11.20%				11.90%

		Returns  HVTSG

						2004				2003				2002

		ROI				268.33%				338.46%				500.00%				368.93%

		ROA

		Divest $360,120,000/5 every year so we can do a TVM

		ASG is light vehicle, HVTSG is commercial vehicle and off-highway

		PV Annuity				($287,570,947.71)

		FV Annuity				($422,536,067.54)				We would save if we were to divest 10% in 5 years from light vehicle.

		cash flows				$   72,024,000				We could invest this in off-highway

										Where did it say that they were running max production for off-highway?

										An increase in Gross Margin indicates that a higher demand exists in off-highway segment

										What rate should we use to calculate PV and FV?

										What percentage of sales will we lose if we decrease 10% of light vehicle?

										What percentage of sales will we gain in HVTSG from the divesture?

						Year 1				Year 2				Year 3				Year 4				Year 5		Year 6
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								assumption is to use roe as a basis for return on Dana Corp

										*because we do not have access to actual variance on the company, this is the calculation

		calculation for Dana's r-bar										we are using to determine the riskiness of the firm

		2004		4.67				data for calculating standard deviation

		2003		14.31				economy		probability		dana

		2002		1.52				boom		0.2		12.71		*the numerical average of the 3 "normal" years during our observation.

		2001		-4.75				average		0.5		5.45

		2000		29.6				bust		0.3		-15.22

		r-bar		9.07

		13.3818290977

		standard deviation calculation				*ROI numbers		E(r.) = rf + b [E(rm-rf)]				7.4475

		19.36						where:

		233.7841						rf		4.35

		57.0025						b		1.77

		190.9924						rm		6.1

		421.4809

		922.6199		sum of probabilities

		230.654975		variance

		15.1873294229		st.dev.

		Present Value of option to divest						realignment costs of the project

		PV Annuity				$625,990,110.14		PV Annuity				$211,546,672.85		$414,443,437.29

		FV Annuity				$963,398,555.75		FV Annuity				$325,570,253.90		$637,828,301.85

		cash flows				$   133,160,000		realignment costs				45m/yr		89

		Value of stock today						E		$211,546,672.85

		Market value of firm's assets today						Vo		$625,990,110.14

		Promised pmt to b/h at maturity

		risk free rate						rf		4.35

		variance						σ		15.1873294229

		st. deviation						σ2		230.654975

		time to maturity						t		6

								E		$211,546,672.85		cost of the expansion		45million

		2004 Sales and FV calculations										0.0267459515

		ASG		$6,658,000,000

		HVTSG		$2,299,000,000								0.2091675

		Total		$8,957,000,000						0.3379393211		-0.8757214229

		FV of total		$13,160,771,583.90						-1.0848889229		-3.7227683836

				133160000

				2

		d1
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				ASG								HVTSG								2006		8.1051604

						ROA								ROA						2005		6.86878

				2004		2.91600						2004		5.82100		1.07500		18%		2004		5.82100

				2003		3.73300						2003		4.74600		1.58600		33%		2003		4.74600

				2002		3.58600						2002		3.16000		4.42900		140%		2002		3.16000

				2001		1.19600						2001		-1.26900		-7.97200		-628%		2001		-1.26900

				2000		6.39000						2000		6.70300						2000		6.70300

				r-bar=		3.56420						r-bar=		3.83220

		Variance				2.80852976				Variance				7.90118856

		Standard Deviation				1.6758668682				Standard Deviation				2.8109052919

		Present Value of option to divest						realignment costs of the project

		PV Annuity				$625,990,110.14		PV Annuity				$211,546,672.85		$414,443,437.29

		FV Annuity				$963,398,555.75		FV Annuity				$325,570,253.90		$637,828,301.85

		cash flows				$   133,160,000		realignment costs				45m/yr		89

														ASG		HVTSG

												2004		$6,658,000,000.00		$2,299,000,000.00

												2005		$6,524,840,000.00		$2,869,948,800.00

												2006		$6,391,680,000.00		$3,543,668,384.00

												2007		$6,258,520,000.00		$4,338,657,493.12

		d1=		0.6724908556		d1=		0.6724908556				2008		$6,125,360,000.00		$5,276,744,641.88

				0.311276006				0.3453271588				2009		$5,992,200,000.00		$6,383,687,477.42

				0.9837668617				1.0178180144

				0.3170993726				0.4106754406

		d1		3.1023929619				2.4784000058				first		$5,653,517,164.40		$3,543,668,384.00

												second		$5,155,114,272.63		$4,338,657,493.12

		N(d1)		0.9990401852				0.9934013451				third		$4,698,609,381.57		$5,276,744,641.88

		d2=		2.7852935894				2.0677245652				fourth		$4,280,591,053.89		$6,383,687,477.42

		N(d2)		0.9973260362				0.9806670347				fifth		$3,897,919,321.07		$7,689,880,023.36

												NPV		$23,685,751,193.55		$27,232,638,019.78

		Co=		$   251,531,006.04				$   200,161,994.48						$3,546,886,826.22

		Po=		$37,934.45				-51485210.8731621						$3,535,410,430.69		Net Present Value Added to the Firm

																3,546,886,826.22+200,161,994.48+37,934.45-211,676,324.47

														$50,918,389,213.33

												ASG		0.4651708658		75

												HVTSG		0.5348291342		25

				ASG

				ASG Return on Assets (ROA)

				2004		2.91600

				2003		3.73300												Division of Sales Before Implementation

				2002		3.58600						HVTSG						ASG		73.59%

				2001		1.19600						HVTSG Return on Assets (ROA)						HVTSG		25.41%

				2000		6.39000						2004		5.82100				Other		1.00%

				r-bar=		3.56420						2003		4.74600

		Variance				2.80852976						2002		3.16000

		Standard Deviation				1.6758668682						2001		-1.26900				Division of Sales After Implementation

												2000		6.70300				ASG		46.52%

												r-bar=		3.83220				HVTSG		53.48%

										Variance				7.90118856

										Standard Deviation				2.8109052919
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