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EXECUTIVE SUMMARY

Dana Corporation designs and produces automotive parts for major vehicle manufacturers around the world.  Since Dana Corporation is currently in Chapter 11 bankruptcy, its short-term goal is to take steps that will bring it out of bankruptcy and return it to its former status as a profitable company.  The long-term goals of the company include preventing Dana from returning to bankruptcy in the future.  Of the many steps that can be taken to achieve these goals, several stand out.  This report focuses on two such steps—diversifying the customer base through the selling off of unprofitable assets and restructuring the profitability measurement system and, in turn, the incentive determination process.


Currently, Dana conducts a majority of its business with members of the “Big Three” automotive industry.  The problem with this plan is that the automotive industry as a whole is suffering, and the “Big Three” are taking this hit the hardest due to their dependence on the declining light truck market.  Of the “Big Three,” Ford and General Motors (GM) are struggling more so than DaimlerChrysler.  By shifting the focus of the corporation to a growing market of which it already has a share, the off-highway and commercial vehicle manufacturing sector, Dana will be shifting from an unprofitable and declining sector to a profitable and growing sector.  This move will not only serve the corporation’s short-term interests, but its long-term interests as well.  This focus on selling to more profitable customers will help bring Dana out of its current bankruptcy and lead them into a more stable future.  This change that necessitates a selling off of assets in the unprofitable sector will also help Dana use its assets more efficiently by utilizing them for more profitable ventures.  This recommendation is only the first proposal for helping Dana Corporation, but we believe it will truly help the company achieve its goals in both the short- and long-runs.


After analyzing Dana Corporation’s current system for determining operating profitability, we believe its method does not result in an effective measurement of the true value added to or depleted from the firm.  Dana currently uses numbers based upon an accrual system of accounting which is inconsistent with neither the time value of money nor the risk and return principles.  Instead, Dana should implement an economic value added (EVA) method of analysis, which can also be used as an accurate basis for calculating its managers’ financial incentives.  EVA is a much better measure of the benefit to the corporation for the long-run because it takes into account the opportunity costs of investing in various operating projects.

This report focuses on helping Dana increase the overall efficiency of its operations.  Through the modification of its customer base (and therefore assets) and incentive program, different aspects of the company will be made more efficient and, most likely, profitable.  With these and similar other changes, Dana will be able to exit Chapter 11 bankruptcy and return to profitability.

Introduction


A large part of Dana’s focus is on the light truck market, which has been declining in sales recently.  On March 3, 2006, Dana Corporation announced that it would be filing for Chapter 11 of the Bankruptcy Code.  Dana hopes to use this reorganization to regain a competitive advantage in the automotive parts supplier industry.  Dana’s foreign subsidiaries were not included under the Chapter 11 filing, however.  Business is actually going well for these European, South American, Asia-Pacific, Canadian and Mexican subsidiaries.  In the U.S., Dana was taken off the New York Stock Exchange (NYSE) on the same day that it filed for bankruptcy.


Dana’s main customer focus is on the “Big Three”—Ford, General Motors (GM) and DaimlerChrysler.  Dana needs to readjust its focus from the “Big Three” to other customers since the sales of the “Big Three” have been declining.  Dana needs to sell off its unprofitable divisions to increase its cash flow.  Specifically, it needs to sell off the unprofitable portion of its assets from the Automotive Systems Group (ASG) and reinvest the cash into the Heavy Vehicle Transportation Systems Group (HVTSG).


Our second recommendation includes restructuring Dana’s measure of profitability from accounting-based numbers to an Economic Value Added (EVA) system, which includes an effective incentive plan for managers.  Because it takes into account opportunity costs, segmental EVA should be used as the method for measuring profitability and determining incentives.  The goal is to determine how much each segment’s managers contribute, so that the incentives can be distributed accordingly.  We have created a bonus bank type incentive system for Dana Corporation to use for its managers.  


These recommendations will help Dana Corporation increase its cash flow and overall profitability, as well as encourage its managers to help the company exit bankruptcy.

Recommendation 1: Diversification of Markets


Dana Corporation is a supplier of parts for light, commercial, and off-highway vehicles.  Its main customers are, but are not limited to, the “Big Three”—Ford, General Motors, and DaimlerChrysler.  Refer to Appendix 1-4 for the customers and markets of Dana.  The downfall of the auto manufacturing industry within the consumer goods sector has forced Dana Corporation into bankruptcy (Ford Motor Co.).  Any improvements in the business must focus on diversifying Dana’s markets away from the light vehicles whose sales have declined (especially those of Ford and GM) and more toward commercial and off-road vehicles.


This decline is due to increasing costs of gasoline and steel manufacturing (Thomas).  With the increase in gas prices, consumers are buying fuel-efficient cars instead of sport utility vehicles (SUVs) and heavy trucks.  The change in demand has caused Ford sales to drop 5% in March 2006, with stock prices declining 13.17% in the same month (Durbin-Toyota, Ford Motor Co.-Historical Prices).  Although Ford is an industry leader in its return on equity and dividend yield, its total return has still decreased 44.5% in the last 2 years (Ford Motor Co.).  Because of the decrease in demand, it does not use as many of Dana’s parts, which significantly affects its sales.

The second of the “Big Three”, General Motors (GM), is the industry leader in market capitalization and supersedes the industry average in its number of employees and annual revenue (General Motors Corporation).  Despite these figures, GM’s total return has decreased 53.4% over the past two years and is expected to continue to decline, which therefore hurts Dana because it will not be able to supply as much to GM. 


The major way Dana Corporation can diversify its customer base is to continue to gain contracts from off-highway and commercial vehicle manufacturers, which produce vehicles that weigh above 14,000 pounds (medium to heavy trucks).  Refer to Appendix 1-2 for sales of medium to heavy trucks.  Currently, Dana supplies parts to the construction, agriculture, forestry, underground mining, material handling, outdoor power equipment, and leisure/utility industries.  Its main customers include John Deere, Volvo, Caterpillar, and Mack.  The area of Dana which supplies to these manufacturers (HVTSG) makes up 25% of the company.  Refer to Appendix 1-3 for business units of Dana.  Dana’s CEO states that the off-highway and commercial vehicle sector “has much or more growth potential than any of [the] other businesses” within the company (Diesel Progress North American Edition 1).  To highlight the growth potential of off-highway vehicles, U.S. exports of agricultural machinery increased for the third straight year by almost 19%.  The industry leaders, Caterpillar and John Deere, are two of Dana’s largest customers.  Their 2002 sales totaled $20.2 billion and $13.9 billion, respectively, and they continue to increase.  The increasing profitability of off-highway and commercial vehicles shows that Dana’s deeper penetration into this market would be a wise move.


Since off-highway and commercial vehicle production has been increasing, it would be beneficial for Dana to sell off some of the assets from the ASG of the company, which makes up 75% of Dana’s sales.  Refer to Appendix 1-3 for the percentage of Dana’s systems groups.  Also, Dana holds $2.3 billion in assets that have a 3% return, while the debt with which they are financed has a 9% interest rate (Laughlin).  Dana needs to sell off these investments held in the ASG and reinvest the extra cash into the HVTSG.  Currently, Dana is overexposing itself to a lot of risk in this business unit by holding onto its unused capacity.  To decrease this risk, again, Dana needs to increase its assets in profitable business units, such as HVTSG.

Knowing there is growth potential in a particular market does not always mean penetration into that market is easy.  If Dana wants to gain a larger market share in the off-highway and commercial vehicle industry, it is going to have to expand its customer base.  Expanding the customer base for Dana means gaining larger contracts from its current customers and also developing new contracts with small, off-highway vehicle manufacturers.  Dana serves over seven different off-highway vehicle industries but only has contracts with four of the larger manufacturing companies (Dana Corporation).  There is not only untapped growth potential with these larger companies, but smaller companies could also be customers of Dana.  Smaller companies may be willing to pay a higher price for parts because they order less and desire a higher quality.  An increase in these types of contracts would allow Dana to gain a higher profit margin.


One way Dana can attract customers in this division is to ensure that its assets are well-maintained and capable of meeting the customers’ demands.  Recently, Dana has experienced operating inefficiencies in its commercial vehicle segment of the HVTSG because of limited capacity (10-Q 38).  These inefficiencies can be eliminated by means of adequate capital investment and competent management in this division.  This can be accomplished by the selling off of unprofitable portions of the ASG business unit and the reinvesting of this capital, as mentioned above.
While there are benefits of supplying to profitable companies outside the ones to which Dana already supplies, there are also downsides.  These include smaller markets and increasing metal prices.  Currently, commercial and off-highway vehicles make up 25% of Dana Corporation.  Other potential customers, manufacturers of only heavy trucks, make up 2% of the total automobile industry, but that still leaves 203,000 off-highway and/or heavy-duty trucks to be manufactured every year.  Refer to Appendix 1-2 for U.S. retail sales for motor vehicles.  Dana can overcome the difficulty of penetrating smaller markets by utilizing the online buying service it has already established, just like many e-poxy businesses have done in the chemicals industry.  An online business has the advantage of gaining customers that only want a small quantity of supplies and do not desire personal relationships with the company.  The other disadvantage is the increasing price of metal.  In April 2006 alone, prices of steel are speculated to increase from $10 to $30 per ton, which continues to pressure suppliers to decrease costs while trying to maintain high quality products (Wilemon 1).  There is pressure from both sides—end consumers and the economy.  This is a disadvantage that Dana will have to endure until resource prices decrease again.  


There are disadvantages to diversifying markets, but the benefits outweigh these and can help Dana increase profits so it can become a major competitor again.  Dana’s CEO, as well as the company as a whole, is not opposed to change, “But it’s got to make sense.  It’s not growth for growth’s sake.  It’s profitable growth, it’s effective use of capital, and it stays in our area of expertise” (Diesel Progress North American Edition).  This statement coincides with the recommendation made above—diversification of markets equals profitability for Dana Corporation.
Recommendation Two: EVA-Based Incentive Plan


Among the difficulties Dana Corporation’s management has identified as contributing to its descent into Chapter 11 bankruptcy, operating efficiency has been mentioned, specifically in its commercial vehicle division, a segment of the HVTSG business unit (Creditors’ Meeting 17).  Such operating inefficiencies are likely caused by mismanagement of the firm’s assets.  The results of such inefficiencies are “constrained capacity,” “consequent premium freight costs,” and outsourcing of “activities typically performed internally” (10-Q 38).  Refer to Appendix 2-1 for the 3Q 2004 vs. 3Q 2005 HVTSG Gross Margin data.


Therefore, Dana needs to ensure that its managers not only possess the skills, knowledge, and abilities necessary to improve the efficiency of its various operating segments, but also apply them as best they can.  One method of encouraging high levels of management performance is to offer financial incentives to managers who meet or exceed the performance benchmarks for their segments, as set by the corporation.


According to Dana’s third-quarter, 2005 Form 10-Q, Dana uses “Operating profit after tax (PAT)” as its primary method for determining the profitability of its various operating segments (21).  This is defined as a segment’s “earnings before interest and taxes (EBIT), tax-effected at 39% ([Dana’s] estimated long-term effective rate), plus equity in earnings of affiliates.”  Dana’s “secondary measure of profitability” is “Net Profit (Loss), which is Operating PAT less allocated corporate expenses and net interest expense” (10-Q 21).  Refer to Appendix 2-2 for Dana Corporation’s Preliminary 2005 Operating PAT calculation.

Given Dana’s statement that Operating PAT and Net Profit are the primary methods it uses to determine the profitability of its various operating segments, one can assume that Dana either rewards or reprimands the managers of its operating segments by making use of such analytical results when they are compared to annual corporate benchmarks.  One can also assume that Dana provides financial incentives to materially support this rewards system.


Deriving bonuses for managers from the accounting numbers in their own segments is better than simply basing them on the profitability of the company as a whole.  However, we do not feel that Dana Corporation is adequately valuing its segments’ financial performances.  Neither Operating PAT nor Net Profit include any attempt to account for the opportunity costs associated with the continued operation of the firm’s various operating segments.


Opportunity costs are important to consider when valuing assets (such as Dana’s operating segments), as opportunity costs are the values which are forgone so that a particular asset can be held.  In Dana’s case, the opportunity cost of one of its operating segments is the dollar value that Dana could expect to receive if it were to liquidate the segment and invest the funds into another asset of similar risk.  Whatever value that is measured in excess of a segment’s opportunity cost is the value that has been generated by that specific segment.  This is the value which can be attributed perhaps to successful management, and segmented economic value added (EVA) would attempt to calculate this value.


For firms that have implemented an EVA-based managerial evaluation system, such as the “automotive services and parts supplier” SPX Corporation, the results are favorable.  Within the first year of SPX’s EVA-based evaluation implementation in 1996, SPX’s “[i]nventories were reduced 15%, net working capital was reduced more than $33 million, and net debt was reduced $86 million” (McElroy).  Because SPX is a manufacturing firm with similar opportunities and threats as Dana, it is likely that Dana could experience similar benefits from implementing such a plan.

Thus, we propose that Dana implement a managerial reward system which uses segmental EVA as its method of value analysis, instead of accounting-based methods such as Operating PAT and Net Profit.


The actual calculation of an operating segment’s EVA will likely need to be tailored to each individual segment, as each segment likely has operating processes and accounts unique to itself.  One way Dana can achieve this is to hire financial consultants to assess the processes of each of Dana’s operating segments so that each segment’s EVA-calculating identity can be derived as accurately as possible.  However, each segment’s identity will likely be similar to the basic EVA identity, which is as follows:  current segmental Net Operating Profit after Tax (NOPAT), which is segmental Net Income plus its related interest expense, minus a capital charge, which is the segment’s Cost of Capital for the prior year times its Capital from the prior year, which is the segment’s Total Assets less its Non-Interest-Bearing Current Liabilities (Rich “EVA” 3-5).  Refer to Appendix 2-3 for Dana Corporation’s Preliminary 2005 basic EVA calculation.

The resulting number will then be used to evaluate the effectiveness of each of Dana’s segmental managers, as well as Dana’s executive management.  This will occur by annually comparing the calculated EVA for each of Dana’s operating segments (and larger portions of the firm, in the case of Dana’s top management) to the segment’s target EVA for that fiscal year.  This comparison will directly relate to the cash value of the annual bonuses offered to each of Dana’s managers, by means of a modified version of Eli Lilly’s bonus bank identity (Rich “Agency” 13).

Our proposed bonus bank identity will spread a particular manager’s cash bonuses over multiple years, but it will also include additional stipulations to correct for undesirable side-effect incentives, such as the incentive for a manager to act in Dana’s short-term interests instead of long-term.  The identity is as follows: 

· For each dollar of segmental EVA generated above the segment’s target EVA in any given year, the managers of that segment will receive a small percentage in the form of a deposit into their bonus banks.  The percentage will increase exponentially as the difference between the segment’s target EVA and actual EVA increases but will be limited to a percentage of the EVA commensurate with the manager’s level of responsibility in the segment.  This will prevent a manager’s derived bonus utility from diminishing too quickly over the scope of possible EVAs.
· These managers can choose to immediately withdraw one fifth of the balance of their bonus bank for contributing to their segment’s success.
· The remainder of the bonus bank is invested by Dana into a balanced portfolio of debt and equity securities.
· If a manager’s segment fails to meet its target EVA in any particular fiscal year, the manager will not receive a deposit to his or her bonus bank and will not be allowed to withdraw any funds from it.
· Managers who have given at least one year’s notice of their retirement will be allowed to withdraw their entire bonus bank balance upon retirement.
· Managers who resign or are removed by Dana will not be able to withdraw from their bonus banks at or beyond the time of resignation or removal, but Dana can use a manager’s bonus bank balance as a source of funds to force the manager’s resignation, if need be.

Please refer to Appendix 2-4 for a sample bonus bank calculation.
This identity counters the incentive for managers to act only in Dana’s short-term interest because it causes the amount of cash dispersed as bonuses to managers to be dependent upon continued EVA-based profitability of their various operating segments.  Managers cannot simply maximize their current fiscal year bonus without considering the impact of their managerial decisions on the future fiscal year results of their segments.

Dana’s current methods of analysis which use Operating PAT and Net Profit as the most important measures of segment profitability do not accurately reflect the true economic value generated by its segments, given the principles of time value of money and risk and return.  The current methods do not recognize a segment’s opportunity cost as calculated by the EVA Capital Charge.  An EVA-based system of analysis will correct this problem and allow Dana to better analyze its managers’ contributions to Dana’s overall profitability.  The results of this analysis can then be used by Dana to support a managerial bonus bank system that more closely aligns the interests of management with the long-term profitability of the company.
Conclusion

While Dana Corporation has several problems that have led them into bankruptcy, two stand out more than the rest.  These two problems are a poorly diversified customer base and an ineffective method of determining profitability and management incentives.  The problem of diversifying the customer base will be remedied by concentrating more of the manufacturing capacity of Dana on off-highway and commercial vehicles.  The ineffective accounting-based method of profit analysis should be replaced with an EVA-based plan that can be used to determine and reward the successfulness of Dana’s management.
Works Cited
“Auto Stocks Down on Delphi News.” 31 March 2006. Yahoo Finance. 2 April 2006.
Corp.: A Long Road To Profitability.” Bank Loan Report. (Mar. 2006).

Creditors Committee Organization Meeting. Dana Corporation.  March 10, 2006: 1-33. 
“Daimlerchrysler AG (DCX) Industry: Auto Manufacturers-Major.” 2 April 2006. Yahoo Finance. 2 April 2006. <http://finance.yahoo.com/q/in?s=DCX>.

“Daimlerchrysler AG (DCX) Competitors.” 2 April 2006. Yahoo Finance. 2 April 2006. 

<http://finance.yahoo.com/q/co?s=DCX>.

Dana Corporation. April 7, 2006. <www.dana.com/off-highway>.
Diesel Progress North American Edition. “Dana CEO cites off-highway growth potential.”  March 2005. <www.findarticles.com/p/articles/mi_moFZX/>

Durbin, Dee-Ann. “Delphi Seen Asking Judge to Cancel Deals.” 30 March 2006. Yahoo Finance. 2 April 2006. <http://biz.yahoo.com/ap/060330/delphi_unions.html?.v=7>.

Durbin, Dee-Ann. “Toyota Sales Up in March, Ford, GM down.” April 4, 2006. Yahoo Finance. 7 April 2006. <http://biz.yahoo.com/ap/060404/auto_sales.html?.v=2>.

Ferazani, Steve and Efraim Levy.  “Autos and Autoparts Industry Overview.” Dec. 22, 2005: 1-10. Standard and Poors. NetAdvantage. <www.Netadvantage.standardpoors.com.>
“Ford Motor Co. (F) Historical Prices.” 7 April 2006. Yahoo Finance. 7 April 2006.           <http://finance.yahoo.com/q/hp?s=F&a=00&b=3&c=1977&d=03&e=7&f=2006&g=m>. 

“Ford Motor Co. (F) Industry: Auto Manufacturers-Major.” 2 April 2006. Yahoo Finance. 2 April 2006. <http://finance.yahoo.com/q/in?s=F>.

“General Motors Corporation (GM) Industry: Auto Manufacturers-Major.” 2 April 2006. Yahoo Finance. 2 April 2006. <http://finance.yahoo.com/q/in?s=GM>.

Gupta, Poornima. “GM, Ford Seen Losing US Market Share.” 31 March 2006. Yahoo Finance. 2 April 2006.
"Machinery and Equipment, Agricultural."  Encyclopedia of Global Industries. Online 
Edition. Thomson Gale, 2006.(SICs: 3523). Business and Company Resource Center.
McElroy, John. "EVA changes how Detroit measures its executives - economic value - added." Automotive Industries Feb. 1998. 11 Apr. 2006 <http://www.findarticles.com/p/articles/mi_m3012/is_n2_v178/ai_20301582#continue>.
“Preliminary Fourth-Quarter and Full-Year 2005 Results.”  Dana Corporation. 11 Apr. 2006 
<http://dana.mediaroom.com/index.php/press_releases/2054>

Rich, Steven P. "Agency." Unpublished notes.

Rich, Steven P. "Economic Value Added." Unpublished notes.

Thomas, Ken. “U.S. Sets New Fuel Economy Rules for SUVs.” 29 March 2006. Yahoo Finance. 7 April 2006. <http://biz.yahoo.com/ap/060329/fuel_economy.html?.v=12>.

United States. Securities and Exchange Commission. Dana Corporation Form 10-Q.

Washington D.C.: n.p., 2006.
Wilemon, Tom. “Steel Prices Likely To Rise.” The SunHerald. April 6, 2006.
Appendix A:
Overview

Dana Corporation


Dana Corporation began in 1902 when Clarence Spicer invented the “Spicer universal joint and driveshaft to replace the chain and sprocket devices,” which were at the time used in automobiles.  The company ran under the name “Spicer Universal Joint Manufacturing Company” until 1914 when Spicer named Charles A. Dana as his successor.   Dana Corporation is one of the largest independent automotive suppliers to original equipment manufacturers and related after-markets, located in Toledo, Ohio.  The following discussion will expand on Dana Corporation in the areas of products and services, facilities and employees, customers, industry trends and competitors.  The analysis of this information will enhance the understanding of the Dana Corporation.


Located in Toledo, Ohio, Dana Corporation distributes vehicular and industrial products from 430 manufacturing and distribution facilities in 28 countries.  The regions in which it operates include North America, South America, Europe, and Asia Pacific.  Within these regions, it employs around 46,000 people.  Dana is focused on being an essential partner to automotive, commercial vehicle, and off-highway customers that collectively produce more than 60 million vehicles annually.  



With over 100 years of experience as an automotive parts supplier, Dana Corporation provides its customers with over thirty products.  These products are replacement parts for the automotive and truck industry.  Some of the products Dana supplies to its customers are drive chains, chassis, structural parts, and engine technologies.  Just recently, Dana Corporation earned three PSA Peugeot Citreon Best Supplier awards for outstanding achievement in quality, parts and services, and overall economic performance.  This proves how Dana Corporation continues to provide its customers with the best products.


Dana’s major customers consist of Ford, Chrysler, and General Motors, all of which are experiencing a downturn especially in the truck industry because of increasing fuel prices.  Only one other major corporation holds as much of the market share as Dana—Delphi Corporation.  Delphi Automotive Systems Corporation spun off in the mid-1990s from the world's largest manufacturer of automobiles, General Motors (GM), which still accounted for 70 percent of its business in 2000, although it counts all of the world's manufacturers of light vehicles among its clients. The vast enterprise, occupying 190 factories in 31 countries, claims an invention a day and a new product or process every week. Sixty percent of the company's workforce is based outside North America.  The main difference between these two companies is the fact that Dana provides more products for light to heavy truck manufacturers, while Delphi provides products to light vehicle manufacturers.


The automobile industry’s sales volume is rapidly falling as the price of gasoline continues to increase.  Within the first nine months of 2005, SUV sales fell 16% while the sale of hybrid cars rose 178%, demonstrating the price consciousness of today’s society.  Increased domestic competition pressures manufacturers and their parts suppliers to lower their engineering, development, and production costs by entering and competing in foreign markets to develop and market niche vehicles that will sell in relatively small quantities. As more producers enter new markets around the globe, competition escalates worldwide.  There is speculation, though, that demand for luxury vehicles like SUVs will increase over the next year, providing hope for suppliers like Dana.  Another industry trend that seems to be affecting the automobile suppliers is the loss of sales in the “Big Three”.  The “Big Three” include Ford, GM, and DaimlerChrysler, all of which are large customers of Dana.  Since car manufacturers like the “Big Three” are not profitable, it hurts their suppliers, which ultimately hurts consumers because suppliers have to cut costs to raise profits.  Cutting costs decreases quality and efficiency in plant production.  If sales remain relatively flat, the growth of foreign production levels could be extremely detrimental to the industry and create increased pricing pressure.


The discussion above sought to enhance the knowledge of Dana Corporation in the areas of products and services, facilities and employees, customers, industry trends and competitors.  Dana’s experience as an automobile supplier will continue to drive its growth forward as long as it can survive the recent Chapter 11 bankruptcy and then industry continues to improve.  These aspects will be essential to the productivity of Dana Corporation.  

Source: “Dana Corporation.”  International Directory of Company Histories, Vol. 10 St. James 
Press, 1995. Reproduced in Business & Company Resource Center.  Farmington Hills, 
Mich.: Gale Group, 2006.  <http://galenet.galegroup.com/Servlet/BCRC>
Appendix 1-1

Light vs. Heavy Truck Sales
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* These two graphs show the sharp decline in SUV sales (light trucks), but a steady increase in demand and sales of truck sales (heavy and off-road/commercial).  There is greater growth potential in heavy trucks than in SUVs and cars.  This is where Dana should be focusing to increase its profits.  

Source: Ferazani, Steve and Efraim Levy.  “Autos and Autoparts Industry Overview.” Dec. 22, 2005: 1-10. Standard and Poors. 
NetAdvantage. <www.Netadvantage.standardpoors.com.>

Appendix 1-2

US Retail Sales of Motor Vehicles
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* Heavy-duty trucks = 203,000; which is 2% of the total automobile market.  

Source: Ferazani, Steve and Efraim Levy.  “Autos and Autoparts Industry Overview.” Dec. 22, 2005: 1-10. Standard and Poors. NetAdvantage. <www.Netadvantage.standardpoors.com.>
Appendix 1-3

Business Units of Dana
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* Dana focuses 75% of its efforts on the Automotive Systems Group (cars and light trucks) and 25% on the Heavy Vehicle Technologies and Systems Group (heavy trucks, commercial, and off-highway vehicles).
Source: Creditors Committee Organization Meeting. Dana Corporation.  March 10, 2006: 1-33.
Appendix 1-4

Customers and Markets of Dana
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* Commercial and off-highway vehicles make-up less than half of Dana’s market, but they have the highest growth potential.  Shown by the second pie chart, Dana focuses 45% of its efforts on satisfying the demand of the “Big Three” instead of “Other” and “Next 5,” where profit could be gained.  
Source: Creditors Committee Organization Meeting. Dana Corporation.  March 10, 2006: 1-33.
Appendix 2-1

Gross Margin

	Gross Margin
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Three Months Ended September 30, 2005
	
	As a Percentage of Sales
	
	Increase or (Decrease)
	
	Change
	

	
	
	2005
	
	2004
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	ASG
	
	5.90%
	
	7.50%
	
	(1.60%)
	
	(21.31%)
	

	HVTSG
	
	5.14%
	
	12.16%
	
	(7.02%)
	
	(57.74%)
	

	Consolidated
	
	4.42%
	
	7.10%
	
	(2.68%)
	
	(37.65%)
	


Source: United States. Securities and Exchange Commission. Dana Corporation Form 10-Q.


Washington D.C.: n.p., 2006.
Appendix 2-2

Operating PAT

	Operating PAT, Preliminary 2005, in Millions
	
	
	

	
	
	
	
	

	Net income (loss)
	 $  (1,602)
	
	

	
	
	
	
	

	Interest expense
	         167 
	
	

	
	
	
	
	

	Tax expense (estimate for operations outside US and UK)*
	           12 
	
	

	
	
	
	
	

	EBIT
	
	
	 $  (1,423)
	

	
	
	
	
	

	Tax effect**
	
	          12 
	

	
	
	
	
	

	Equity in earnings of affiliates
	
	          40 
	

	
	
	
	
	

	Operating PAT
	
	 $  (1,395)
	

	
	
	
	
	

	* The Preliminary 2005 Results lists a tax expense of $935 which includes a valuation
	

	allowance against US and UK net deferred tax assets. The 3Q 2005 Report lists
	

	a $9 tax expense for the first nine months, 2005. (12 = 9 * 4 / 3)
	
	

	
	
	
	
	

	** In this example, it is necessary to use the sum estimated tax expense instead
	

	of the 39% tax effect applied to Dana's segments.
	
	
	


Source: United States. Securities and Exchange Commission. Dana Corporation Form 10-Q.


Washington D.C.: n.p., 2006.
Appendix 2-3

EVA

	EVA, Preliminary 2005, in Millions
	
	
	
	

	
	
	
	
	
	

	Net income (loss)
	
	 $     (1,602)
	
	

	
	
	
	
	
	

	Interest expense
	
	           167 
	
	

	
	
	
	
	
	

	NOPAT
	
	
	
	 $     (1,435)
	

	
	
	
	
	
	

	Total Assets (2004)
	
	        9,019 
	
	

	
	
	
	
	
	

	Accounts receivable
	 $        1,330 
	
	
	

	Accrued payroll and employee benefits
	              378 
	
	
	

	Other accrued liabilites
	              611 
	
	
	

	Taxes on income
	              199 
	
	
	

	
	
	
	
	
	

	Total NIBCLs (2004)
	
	        2,518
	
	

	
	
	
	
	
	

	Total capital (2004)
	
	       6,501
	
	

	
	
	
	
	
	

	Cost of capital (2004) (assumed estimate)
	
	10%
	
	

	
	
	
	
	
	

	Total capital charge
	
	
	        650
	

	
	
	
	
	
	

	EVA
	
	
	
	 $     (2,085)
	


Source: “Preliminary Fourth-Quarter and Full-Year 2005 Results.”  Dana Corporation. 11 Apr. 
2006 <http://dana.mediaroom.com/index.php/press_releases/2054>

Appendix 2-4

Sample Bonus Bank Calculation

	Sample Bonus Bank Calculation
	
	

	
	
	
	

	Segment target EVA
	 $     10,000,000 
	

	
	
	
	

	Segment actual EVA
	        12,000,000 
	

	
	
	
	

	EVA beyond target
	         2,000,000 
	

	
	
	
	

	Manager's percentage constant
	1%
	

	
	
	
	

	Manager's share of EVA over target
	              20,000 
	

	
	
	
	

	Exponential constant
	1.05
	

	
	
	
	

	Deposit to manager's bonus bank
	 $           32,816 
	

	
	
	
	

	Maximum amount to be withdrawn this fiscal year
	 $             6,563 
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