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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

DANA CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEET (Unaudited)
(in millions)
         

  
September 30, 2004

 
December 31, 2003

Assets         
Current assets         
Cash and cash equivalents  $ 512  $ 731 
Accounts receivable         

Trade   1,351   1,048 
Other   287   326 

Inventories         
Raw materials   380   293 
Work in process and finished goods   466   450 

Assets of discontinued operations   1,332   1,254 
Other current assets   555   431 
   

 
   

 
 

Total current assets   4,883   4,533 
Property, plant and equipment, net   2,070   2,210 
Investments in leases   282   622 
Investments and other assets   2,473   2,252 
   

 
   

 
 

Total assets  $9,708  $9,617 
   

 
   

 
 

Liabilities and Shareholders’ Equity         
Current liabilities         
Notes payable, including current portion of long-term debt  $ 313  $ 493 
Accounts payable   1,266   1,076 
Liabilities of discontinued operations   336   307 
Other current liabilities   1,073   1,089 
   

 
   

 
 

Total current liabilities   2,988   2,965 
Long-term debt   2,542   2,605 
Deferred employee benefits and other noncurrent liabilities   1,832   1,901 
Minority interest in consolidated subsidiaries   107   96 
Shareholders’ equity   2,239   2,050 
   

 
   

 
 

Total liabilities and shareholders’ equity  $9,708  $9,617 
   

 
   

 
 

The accompanying notes are an integral part of
the condensed consolidated financial statements.
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DANA CORPORATION

CONDENSED CONSOLIDATED STATEMENT OF INCOME (Unaudited)
(in millions, except per share amounts)
                 
  Three Months Ended  Nine Months Ended
  September 30,  September 30,

  
2004

 
2003

 
2004

 
2003

Net sales  $2,114  $1,880  $6,756  $5,868 
Revenue from lease financing and other income (expense)   (7)   41   32   113 
   

 
   

 
   

 
   

 
 

   2,107   1,921   6,788   5,981 
   

 
   

 
   

 
   

 
 

Costs and expenses                 
Cost of sales   1,955   1,731   6,161   5,370 
Selling, general and administrative expenses   123   115   381   392 
Interest expense   62   55   164   169 

   
 
   

 
   

 
   

 
 

   2,140   1,901   6,706   5,931 
   

 
   

 
   

 
   

 
 

Income (loss) before income taxes   (33)   20   82   50 
Income tax benefit   81   13   78   34 
Minority interest   (3)   (1)   (9)   (4)
Equity in earnings of affiliates   6   5   27   39 
   

 
   

 
   

 
   

 
 

Income from continuing operations   51   37   178   119 
   

 
   

 
   

 
   

 
 

Income (loss) from discontinued operations, net of tax   (11)   24   37   35 
   

 
   

 
   

 
   

 
 

Net income  $ 40  $ 61  $ 215  $ 154 
   

 
   

 
   

 
   

 
 

Basic earnings per common share                 
Income from continuing operations  $ 0.34  $ 0.25  $ 1.20  $ 0.80 
Income (loss) from discontinued operations   (0.07)   0.16   0.25   0.24 
   

 
   

 
   

 
   

 
 

Net income  $ 0.27  $ 0.41  $ 1.45  $ 1.04 
   

 
   

 
   

 
   

 
 

Diluted earnings per common share                 
Income from continuing operations  $ 0.34  $ 0.25  $ 1.18  $ 0.80 
Income (loss) from discontinued operations   (0.07)   0.16   0.25   0.24 
   

 
   

 
   

 
   

 
 

Net income  $ 0.27  $ 0.41  $ 1.43  $ 1.04 
   

 
   

 
   

 
   

 
 

Cash dividends declared and paid per common share  $ 0.12  $ 0.01  $ 0.36  $ 0.03 
   

 
   

 
   

 
   

 
 

Average shares outstanding — Basic   149   148   149   148 
   

 
   

 
   

 
   

 
 

Average shares outstanding — Diluted   151   149   151   149 
   

 
   

 
   

 
   

 
 

The accompanying notes are an integral part of
the condensed consolidated financial statements.

As explained in Note 2, the results of operations for the six months ended
June 30, 2004 have been restated to reflect the adoption of FSP FAS106-2.
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DANA CORPORATION

CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS (Unaudited)
(in millions)
         
  Nine Months Ended September 30,

  
2004

 
2003

Net income  $ 215  $ 154 
Depreciation and amortization   273   294 
Asset impairment charges   24   18 
Gain on divestitures and asset sales   (57)   (29)
Working capital increase   (413)   (317)
Deferred taxes   (72)   (28)
Other   (34)   (7)
   

 
   

 
 

Net cash flows — operating activities   (64)   85 
   

 
   

 
 

Purchases of property, plant and equipment   (208)   (215)
Payments received on leases and loans   10   33 
Asset sales   324   206 
Divestitures       145 
Other   (21)   33 
   

 
   

 
 

Net cash flows — investing activities   105   202 
   

 
   

 
 

Net change in short-term debt   181   (9)
Payments on long-term debt   (405)   (225)
Proceeds from long-term debt   5     
Dividends paid   (53)   (5)
Other   10   16 
   

 
   

 
 

Net cash flows — financing activities   (262)   (223)
   

 
   

 
 

Net change in cash and cash equivalents   (221)   64 
Net change in cash — discontinued operations   2   1 
Cash and cash equivalents — beginning of period   731   571 
   

 
   

 
 

Cash and cash equivalents — end of period  $ 512  $ 636 
   

 
   

 
 

The accompanying notes are an integral part of
the condensed consolidated financial statements.

As explained in Note 2, the results of operations for the six months ended
June 30, 2004 have been restated to reflect the adoption of FSP FAS106-2.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
(in millions)

Note 1. Basis of Presentation

     In our opinion, the accompanying condensed consolidated financial statements include all normal recurring adjustments necessary for a fair presentation of
financial condition, results of operations and cash flows for the interim periods presented. Interim results are not necessarily indicative of full-year results. We
have reclassified certain amounts in 2003 to conform to the 2004 presentation, primarily in connection with the reporting of discontinued operations. These
condensed consolidated financial statements should be read in conjunction with the audited consolidated financial statements and notes thereto included in
our annual report on Form 10-K for the year ended December 31, 2003.

Note 2. New Accounting Pronouncements

     In December 2003, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards (SFAS) No. 132R,
“Employers’ Disclosure about Pensions and Other Postretirement Benefits.” SFAS No. 132R requires additional disclosures about defined benefit pension
plans and other postretirement benefit plans. The standard requires, among other things, additional disclosures about the components of pension expense for
interim periods beginning after December 15, 2003. We adopted this pronouncement as of December 31, 2003 for all our U.S. plans and included the revised
annual disclosures in our 2003 Form 10-K. See Note 5 to our condensed consolidated financial statements in this report for the required interim disclosures.

     In May 2003, the FASB Emerging Issues Task Force (EITF) issued EITF 03-4, “Accounting for Cash Balance Pension Plans.” EITF 03-4 addresses
whether a cash balance retirement plan should be considered a defined contribution plan or a defined benefit plan for purposes of applying SFAS No. 87,
“Employers’ Accounting for Pensions,” and, if considered a defined benefit plan, the appropriate expense attribution method. The EITF reached a consensus
that cash balance plans are defined benefit plans for purposes of applying SFAS No. 87 and that such plans should apply the unit credit method for
determining expense associated with the plans. A substantial majority of our domestic pension plans are cash balance pension plans that have been considered
to be defined benefit plans for purposes of applying SFAS No. 87. Prior to 2004, our pension expense for cash balance plans had been determined using the
projected unit credit method, which is similar to the unit credit method. Beginning in 2004, our pension expense for cash balance plans is being determined
using the unit credit method. The adjustments resulting from application of this method are being treated as actuarial gains or losses pursuant to SFAS No. 87.
The adoption of EITF 03-4 did not have a material effect on our results of operations or financial condition in the quarter or year-to-date period ended
September 30, 2004.

     In December 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003 (the Act) was enacted in the U.S. The Act expanded
Medicare healthcare benefits to include an outpatient
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prescription drug benefit to Medicare eligible residents of the U.S. (Medicare Part D) beginning in 2006. Prescription drug coverage will be available to
eligible individuals who voluntarily enroll under the Part D plan. As an alternative, employers may provide drug coverage at least “actuarially equivalent to
standard coverage” and receive a tax-free federal subsidy equal to 28% of a portion of a Medicare beneficiary’s drug costs for covered retirees who do not
enroll in a Part D plan.

     In May 2004, the FASB issued Staff Position FAS No. 106-2, “Accounting and Disclosure Requirements Related to the Medicare Prescription Drug,
Improvement and Modernization Act of 2003,” to provide guidance on accounting for the effects of the Act. The Staff Position requires treating the initial
effect of the employer subsidy on the accumulated postretirement benefit obligation (APBO) as an actuarial gain. The subsidy also affects the estimate of
service cost in measuring the cost of benefits attributable to current service. The effects of plan amendments adopted subsequent to the Act to qualify plans as
actuarially equivalent are to be treated as actuarial gains if the net effect of the amendments reduces the APBO. The net effect on the APBO of any plan
amendments that (a) reduce benefits under the plan and thus disqualify the benefits as actuarially equivalent and (b) eliminate the subsidy are to be accounted
for as prior service cost.

     During the three months ended September 30, 2004, we adopted the Staff Position retroactively to the beginning of 2004. The initial effect of the subsidy
was a $68 reduction in our APBO at January 1, 2004 and a corresponding actuarial gain, which we deferred in accordance with our accounting policy related
to postretirement benefit plans. Amortization of the actuarial gain, along with a reduction in service and interest costs, increased net income for the three
months ended September 30, 2004 by $2. Because of the retroactive application of the Staff Position, net income and earnings per share for each of the first
two quarters of 2004 have been restated as follows:

             

  
Three Months Ended

 
Six Months

Ended
  March 31, June 30,  June 30,

  
2004

 
2004

 
2004

Income from continuing operations, as originally reported  $50  $ 73  $123 
Effect of adopting FSP FAS106-2   2   2   4 
   

 
   

 
   

 
 

Income from continuing operations, as restated   52   75   127 
Income from discontinued operations, net of tax   13   35   48 
   

 
   

 
   

 
 

Net income, as restated  $65  $110  $175 
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Three Months Ended

 
Six Months

Ended
  March 31,  June 30,  June 30,

  
2004

 
2004

 
2004

Diluted earnings per share             
Income from continuing operations, as originally reported  $0.33  $0.49  $0.82 
Effect of adopting FSP FAS106-2   0.01   0.01   0.02 
   

 
   

 
   

 
 

Income from continuing operations, as restated   0.34   0.50   0.84 
Income from discontinued operations, net of tax   0.09   0.23   0.32 
   

 
   

 
   

 
 

Net income, as restated  $0.43  $0.73  $1.16 
   

 
   

 
   

 
 

Note 3. Common Shares

     The following table reconciles our average shares outstanding for purposes of calculating basic and diluted net income per share.

                 
  Three Months  Nine Months

  
Ended September 30,

 
Ended September 30,

  
2004

 
2003

 
2004

 
2003

Average shares outstanding for the period — basic   149.0   148.2   148.7   148.2 
   

 
   

 
   

 
   

 
 

Plus: Incremental shares from:                 
Deferred compensation units   0.4   0.3   0.4   0.3 
Restricted stock   0.3   0.3   0.3   0.1 
Stock options   1.1   0.5   1.2   0.1 

   
 
   

 
   

 
   

 
 

Potentially dilutive shares   1.8   1.1   1.9   0.5 
   

 
   

 
   

 
   

 
 

Average shares outstanding for the period — diluted   150.8   149.3   150.6   148.7 
   

 
   

 
   

 
   

 
 

Note 4. Equity-Based Compensation

     In accordance with our accounting policy for stock-based compensation, we have not recognized any expense relating to our stock options. If we had used
the fair value method of accounting, the alternative policy set out in SFAS No. 123, “Accounting for Stock-Based Compensation,” the after-tax expense
relating to the stock options would have been $3 in the third quarter of both 2004 and 2003.

     The following table presents pro forma stock compensation expense, net of tax, net income and earnings per share as if we had included expense related to
the fair value of stock options. The stock compensation expense included in our reported earnings, which was $1 in the third quarter of both 2004 and 2003,
was incurred in connection with our restricted stock plans and stock awards under our stock incentive plan.
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  Three Months  Nine Months

  
Ended September 30,

 
Ended September 30,

  
2004

 
2003

 
2004

 
2003

Stock compensation expense, as reported  $ 1  $ 1  $ 2  $ 2 
Stock option expense, pro forma   3   3   10   11 
   

 
   

 
   

 
   

 
 

Stock compensation expense, pro forma  $ 4  $ 4  $ 12  $ 13 
   

 
   

 
   

 
   

 
 

Net income, as reported  $ 40  $ 61  $ 215  $ 154 
Net income, pro forma   37   58   205   143 
Basic earnings per share                 

Net income, as reported  $0.27  $0.41  $1.45  $1.04 
Net income, pro forma   0.24   0.39   1.38   0.96 

Diluted earnings per share                 
Net income, as reported  $0.27  $0.41  $1.43  $1.04 
Net income, pro forma   0.24   0.39   1.36   0.96 

Note 5. Pension and Other Postretirement Benefits

     The components of net periodic benefit costs for the three months and nine months ended September 30, 2004 and 2003 are shown in the following table.

                 

  
Pension Benefits

  Three Months  Nine Months

  
Ended September 30,

 
Ended September 30,

  
2004

 
2003

 
2004

 
2003

Service cost  $ 12  $ 14  $ 42  $ 40 
Interest cost   42   44   130   132 
Expected return on plan assets   (51)   (54)   (159)   (162)
Amortization of prior service cost   1   1   5   7 
Recognized net actuarial loss   6   1   14   3 
   

 
   

 
   

 
   

 
 

Net periodic benefit cost  $ 10  $ 6  $ 32  $ 20 
   

 
   

 
   

 
   

 
 

                 

  
Other Benefits

  Three Months  Nine Months

  
Ended September 30,

 
Ended September 30,

  
2004

 
2003

 
2004

 
2003

Service cost  $ 4  $ 4  $ 10  $ 10 
Interest cost   24   29   76   85 
Amortization of prior service cost   (3)   (2)   (9)   (6)
Recognized net actuarial loss   10   8   30   28 
   

 
   

 
   

 
   

 
 

Net periodic benefit cost  $35  $39  $107  $117 
   

 
   

 
   

 
   

 
 

     We disclosed in our 2003 Form 10-K the amounts we expected to contribute to our U.S. pension plans in 2004 if proposed legislation modifying the
discount rate used to determine funding requirements were enacted. Enactment of that legislation occurred early in the second quarter of 2004. We made $28
in pension contributions during the nine months ended September 30, 2004 and now expect to contribute $5 during the last three months of the year. This
amount does not include any incremental contribution we may elect to make from the proceeds of the sale of our automotive aftermarket business.
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Note 6. Comprehensive Income

     Comprehensive income includes net income and components of other comprehensive income, such as foreign currency translation and minimum pension
liability adjustments that are charged or credited directly to shareholders’ equity. The deferred translation gain reported for the three months ended
September 30, 2004 was $64. The effects related to the euro ($22), the Canadian dollar ($15) and the Brazilian real ($15) were the largest components of the
quarterly change. For the nine months ended September 30, 2004, the $10 deferred gain was primarily the result of a strengthening Canadian dollar ($9) and
British pound ($4), partially offset by the effect of a weakening euro ($6) relative to the U.S. dollar. Changes in the relative value of the euro ($65), the
Canadian dollar ($55), the Brazilian real ($33) and the British pound ($8) accounted for the largest components of the $214 gain reported for the nine months
ended September 30, 2003.

     Our total comprehensive income is as follows:

                 
  Three Months  Nine Months

  
Ended September 30,

 
Ended September 30,

  
2004

 
2003

 
2004

 
2003

Net income  $ 40  $61  $215  $154 
Other comprehensive income:                 

Deferred translation gain   64   5   10   214 
Other       1       4 

   
 
   

 
   

 
   

 
 

Total comprehensive income  $104  $67  $225  $372 
   

 
   

 
   

 
   

 
 

Note 7. Income Taxes

     The effective tax rates for the three-month and nine-month periods ended September 30, 2004 and 2003 were affected primarily by adjustments to the
valuation allowances provided against deferred tax assets related to capital loss carryforwards, by adjustments associated with the finalization of prior-year
returns and by the impact of adjustments to the annualized tax rate.

     The $81 of income tax benefit recognized on a pre-tax loss of $33 for the three months ended September 30, 2004 differs significantly from an expected
benefit of $12 at a U.S. federal statutory tax rate of 35%. The primary reasons for this difference were a $57 reduction in our valuation allowance against
deferred tax assets, a $9 benefit related to the finalization of prior-year returns and a $7 benefit recorded to adjust our estimated annual effective tax rate. The
adjustment to the valuation allowance was based primarily on utilization of our capital loss carryforward in connection with DCC asset sales and the
settlement of certain outstanding tax issues. For the nine months ended September 30, 2004, an $87 reduction in the valuation allowance related to the capital
loss carryforward was the primary reason that we recorded a tax benefit of $78 versus an expected expense provision of $29 derived by applying the 35%
statutory rate.

     The $13 income tax benefit for the three months ended September 30, 2003 recognized on pre-tax income of $20 differed from an expected expense
provision of $7 at a statutory tax rate of 35%. The primary reason for this difference was a $17
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reduction in the valuation allowance against deferred tax assets related to our capital loss carryforward. For the nine months ended September 30, 2003, a $42
reduction in the valuation allowance related to the capital loss carryforward accounted for most of the difference between the $34 reported tax benefit and an
$18 expected tax expense derived by applying the 35% statutory rate.

     To the extent that asset sales or other transactional activities result in capital gains, the tax liability on the capital gains is offset by the release of a portion
of the valuation allowance recorded against the deferred tax asset related to our existing capital loss carryforward. The release of the valuation allowance is
recognized when sales of assets or other capital gain transactions are determined to be more likely than not to occur. Any tax benefit recognized on this basis
is limited to the lower of the expected overall net gain on the transaction or the expected amount of capital loss carryforward valuation allowance to be
released in connection with the transaction. Our income from discontinued operations for the three months ended September 30, 2004 included a $20 tax
charge related to the impending divestiture of substantially all of our automotive aftermarket business, effectively reversing the benefit recorded during the
prior quarter. As of June 30, 2004, we had determined that it was more likely than not that the transaction would result in the utilization of a portion of our
capital loss carryforward. During our assessment of deferred tax assets as of September 30, 2004, we determined that the projected utilization of our capital
loss carryforward no longer supported the reduction of the related valuation allowance.

     Deferred tax assets at September 30, 2004, net of valuation allowances, totaled $742. We evaluate the carrying value of deferred tax assets quarterly.
Excluding the capital loss carryover, the most significant portion of our deferred tax assets relates to the tax benefits recorded for U.S.-based other post-
employment employee benefits (OPEB) and net operating loss (NOL) carryforwards in the U.S. Although full realization of our deferred tax assets is not
assured, based on our current evaluation, we believe that it is more likely than not that we will generate sufficient U.S.-based taxable income to realize these
deferred tax assets during the NOL carryforward period and the periods in which the OPEB payments will be deducted on tax returns. This assessment is
based on our current forecast of future operating profitability in the U.S. and our ability to employ acceptable strategies to increase revenues and/or reduce
costs in the U.S. This forecast could change as a result of changes in the competitive, operating, economic or regulatory environment and we may be required
to provide a full or partial valuation allowance against these deferred tax assets in future periods.

Note 8. Business Segments

     In the first quarter of 2004, we combined the Automotive Systems Group (ASG) and the Engine and Fluid Management Group (EFMG) into a single
business unit which retained the ASG name. The combined operations produce components primarily for the light vehicle original equipment
(OE) manufacturer market. The combination enables their global operations serving these markets to focus resources on their common customers. The
consolidation of sales, marketing and similar functions makes it impractical to continue evaluating these units as separate operations. Accordingly, our
segments for the three months and nine months ended September 30, 2004 consist of our Strategic Business Units (SBUs) – the expanded ASG and the Heavy
Vehicle Technologies and Systems Group (HVTSG) – and DCC. The segment data for the three months and nine months ended September 30, 2003 has been
revised to reflect the combination of the former ASG and EFMG.
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     In accordance with plans announced in October 2001, we have been divesting DCC’s businesses and assets; these sales continued during the third quarter
of 2004. As a result of sales and the continuing collection of payments, DCC’s total portfolio assets were reduced by $345 during the quarter, leaving assets of
approximately $865 at September 30, 2004. While we are continuing to pursue the sale of many of the remaining DCC assets, we expect to retain certain
assets for varying periods of time because tax attributes and/or market conditions make disposal uneconomical at this time. As of September 30, 2004, our
expectation was that we would retain approximately $425 of the $865 of DCC assets held at that date; however, changes in market conditions may result in a
change in our expectation. DCC’s retained liabilities include certain asset-specific financing and general obligations that are uneconomical to pay off in
advance of their scheduled maturities. We expect that the cash flow generated from DCC assets, including proceeds from asset sales, will be sufficient to
service DCC’s debt.

     Management evaluates the operating segments and geographic regions as if DCC were accounted for on the equity method of accounting rather than on the
fully consolidated basis used for external reporting. This is done because DCC is not homogeneous with our manufacturing operations, its financing activities
do not support the sales of our other operating segments and its financial and performance measures are inconsistent with those of our other operating
segments. Moreover, the financial covenants contained in Dana’s long-term bank facility are measured with DCC accounted for on an equity basis.

     Information used to evaluate the segments and geographic regions is as follows:
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Three Months Ended September 30,

      Inter-          Net
  External  Segment      Operating  Profit

  
Sales

 
Sales

 
EBIT

 
PAT

 
(Loss)

2004                     
ASG  $1,535  $ 48  $ 67  $ 46  $ 10 
HVTSG   562   8   42   26   10 
DCC               4   4 
Other   17   3   (59)   (35)   17 
   

 
   

 
   

 
   

 
   

 
 

Total continuing operations   2,114   59   50   41   41 
Discontinued operations           29   19   19 
   

 
   

 
   

 
   

 
   

 
 

Total operations   2,114   59   79   60   60 
Unusual items excluded from performance measures           (6)   (20)   (20)
   

 
   

 
   

 
   

 
   

 
 

Consolidated  $2,114  $ 59  $ 73  $ 40  $ 40 
   

 
   

 
   

 
   

 
   

 
 

North America  $1,383  $ 29  $ 17  $ 10  $(14)
Europe   408   29   33   24   16 
South America   171   55   29   17   15 
Asia Pacific   152   8   7   5   1 
DCC               4   4 
Other           (36)   (19)   19 
   

 
   

 
   

 
   

 
   

 
 

Total continuing operations   2,114   121   50   41   41 
Discontinued operations           29   19   19 
   

 
   

 
   

 
   

 
   

 
 

Total operations   2,114   121   79   60   60 
Unusual items excluded from performance measures           (6)   (20)   (20)
   

 
   

 
   

 
   

 
   

 
 

Consolidated  $2,114  $121  $ 73  $ 40  $ 40 
   

 
   

 
   

 
   

 
   

 
 

2003                     
ASG  $1,392  $ 40  $ 82  $ 52  $ 17 
HVTSG   471   17   38   23   9 
DCC               6   6 
Other   17   2   (65)   (62)   (13)
   

 
   

 
   

 
   

 
   

 
 

Total continuing operations   1,880   59   55   19   19 
Discontinued operations           40   24   24 
   

 
   

 
   

 
   

 
   

 
 

Total operations   1,880   59   95   43   43 
Unusual items excluded from performance measures           12   18   18 
   

 
   

 
   

 
   

 
   

 
 

Consolidated  $1,880  $ 59  $107  $ 61  $ 61 
   

 
   

 
   

 
   

 
   

 
 

North America  $1,289  $ 19  $ 54  $ 32  $ 1 
Europe   336   19   28   16   7 
South America   122   42   21   13   10 
Asia Pacific   133   1   13   9   4 
DCC               6   6 
Other           (61)   (57)   (9)
   

 
   

 
   

 
   

 
   

 
 

Total continuing operations   1,880   81   55   19   19 
Discontinued operations           40   24   24 
   

 
   

 
   

 
   

 
   

 
 

Total operations   1,880   81   95   43   43 
Unusual items excluded from performance measures           12   18   18 
   

 
   

 
   

 
   

 
   

 
 

Consolidated  $1,880  $ 81  $107  $ 61  $ 61 
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Nine Months Ended September 30,

      Inter-          Net
  External  Segment      Operating  Profit

  
Sales

 
Sales

 
EBIT

 
PAT

 
(Loss)

2004                     
ASG  $4,966  $141  $ 279  $ 189  $ 93 
HVTSG   1,732   26   132   81   39 
DCC               16   16 
Other   58   6   (164)   (136)   2 
   

 
   

 
   

 
   

 
   

 
 

Total continuing operations   6,756   173   247   150   150 
Discontinued operations           84   50   50 
   

 
   

 
   

 
   

 
   

 
 

Total operations   6,756   173   331   200   200 
Unusual items excluded from performance measures           (15)   15   15 
   

 
   

 
   

 
   

 
   

 
 

Consolidated  $6,756  $173  $ 316  $ 215  $215 
   

 
   

 
   

 
   

 
   

 
 

North America  $4,554  $ 81  $ 181  $ 112  $ 34 
Europe   1,288   90   101   72   48 
South America   454   149   74   45   38 
Asia Pacific   460   22   25   17   7 
DCC               16   16 
Other           (134)   (112)   7 
   

 
   

 
   

 
   

 
   

 
 

Total continuing operations   6,756   342   247   150   150 
Discontinued operations           84   50   50 
   

 
   

 
   

 
   

 
   

 
 

Total operations   6,756   342   331   200   200 
Unusual items excluded from performance measures           (15)   15   15 
   

 
   

 
   

 
   

 
   

 
 

Consolidated  $6,756  $342  $ 316  $ 215  $215 
   

 
   

 
   

 
   

 
   

 
 

2003                     
ASG  $4,396  $111  $ 246  $ 175  $ 79 
HVTSG   1,425   58   93   57   18 
DCC               18   18 
Other   47   5   (164)   (166)   (31)
   

 
   

 
   

 
   

 
   

 
 

Total continuing operations   5,868   174   175   84   84 
Discontinued operations           71   37   37 
   

 
   

 
   

 
   

 
   

 
 

Total operations   5,868   174   246   121   121 
Unusual items excluded from performance measures           5   33   33 
   

 
   

 
   

 
   

 
   

 
 

Consolidated  $5,868  $174  $ 251  $ 154  $154 
   

 
   

 
   

 
   

 
   

 
 

North America  $4,085  $ 66  $ 167  $ 104  $ 17 
Europe   1,074   59   84   64   40 
South America   315   122   47   29   22 
Asia Pacific   394   2   37   24   13 
DCC               18   18 
Other           (160)   (155)   (26)
   

 
   

 
   

 
   

 
   

 
 

Total continuing operations   5,868   249   175   84   84 
Discontinued operations           71   37   37 
   

 
   

 
   

 
   

 
   

 
 

Total operations   5,868   249   246   121   121 
Unusual items excluded from performance measures           5   33   33 
   

 
   

 
   

 
   

 
   

 
 

Consolidated  $5,868  $249  $ 251  $ 154  $154 
   

 
   

 
   

 
   

 
   

 
 

     Operating profit after tax (PAT) is the key internal measure of performance used by management, including our chief operating decision maker, as a
measure of segment profitability. With the exception of DCC, Operating PAT represents earnings before interest and taxes (EBIT), tax-effected at 39% (our
estimated long-term effective rate), plus equity in earnings of affiliates. Net Profit (Loss), which is Operating PAT less allocated corporate expenses and net
interest expense, provides a secondary measure of profitability for our segments that is more comparable to that of a free-standing entity.

14



Table of Contents

The allocation is based on segment sales because it is readily calculable, easily understood and, we believe, provides a reasonable distribution of the various
components of our corporate expenses among our business units.

     The Other category includes businesses unrelated to the segments, trailing liabilities for closed plants and corporate administrative functions. For purposes
of presenting Operating PAT, Other also includes interest expense net of interest income, elimination of inter-segment income and adjustments to reflect the
actual effective tax rate. In the Net Profit (Loss) column, Other includes the net profit or loss of businesses not assigned to the segments and closed plants (but
not discontinued operations), minority interest in earnings and the tax differential.

     The following table reconciles the EBIT amount reported for our segments, excluding DCC, to our consolidated income (loss) before income taxes as
presented in the condensed consolidated statement of income.

                 
  Three Months  Nine Months

  
Ended September 30,

 
Ended September 30,

  
2004

 
2003

 
2004

 
2003

EBIT from continuing operations  $ 50  $ 55  $ 247  $ 175 
Unusual items excluded from performance measures                 

Total operations   (6)   12   (15)   5 
Discontinued operations   16       20   5 

Interest expense, excluding DCC   (51)   (41)   (128)   (122)
Interest income, excluding DCC   2   4   7   10 
DCC pre-tax loss   (44)   (10)   (49)   (23)
   

 
   

 
   

 
   

 
 

Income (loss) before income taxes  $(33)  $ 20  $ 82  $ 50 
   

 
   

 
   

 
   

 
 

     The gains and losses recorded by DCC are not presented as Unusual items excluded from performance measures in the preceding EBIT reconciliation table
since we do not include DCC’s results in EBIT for segment reporting. However, the pre-tax portion of such amounts is included within DCC’s pre-tax loss in
the table.

     Our presentation of segment information includes separate reporting of Unusual items excluded from performance measures. These items include, among
other things, gains and losses on divestitures and related expenses and restructuring expenses such as severance, lease continuation and asset impairment
charges. The following table describes the Unusual items excluded from performance measures for the three months and nine months ended September 30,
2004.

                 
  Three Months Ended  Nine Months Ended

  
September 30, 2004

 
September 30, 2004

  
EBIT

 
OPAT

 
EBIT

 
OPAT

Gain on sales of assets to equity affiliate  $ 21  $ 13  $ 21  $ 13 
Gain on DCC asset sales       2       23 
Expenses related to DCC asset sales   (4)       (9)   (3)
Costs relating to sale of aftermarket businesses   (16)   (10)   (20)   (13)
Restructuring and related charges   (7)   (5)   (7)   (5)
Aftermarket tax adjustment       (20)         
   

 
   

 
   

 
   

 
 

  $ (6)  $(20)  $(15)  $ 15 
   

 
   

 
   

 
   

 
 

     Certain expenses incurred in connection with our restructuring activities that are not included in the table above are included in the respective SBUs’
operating results, as are charges and credits to earnings resulting from the periodic adjustments of our
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restructuring accruals to reflect changes in our estimates of the total cost remaining on uncompleted restructuring projects and gains and losses realized on the
sale of assets related to restructuring. These expenses and credits for the three months and nine months ended September 30, 2004 and 2003 are summarized
by SBU in the following table. They are included in Operating PAT and Net Profit (Loss) after applying a 39% tax effect.

             

  
Three Months Ended September 30, 2004

          Restructuring
  Restructuring  Adjustment of  Disposition

  
Provisions

 
Accruals

 
Gain

ASG  $6  $(4)  $  
HVTSG             
Other             
   

 
   

 
   

 
 

  $6  $(4)  $— 
   

 
   

 
   

 
 

             

  
Three Months Ended September 30, 2003

          Restructuring
  Restructuring  Adjustment of  Disposition

  
Provisions

 
Accruals

 
Gain

ASG  $ 4  $ (1)  $  
HVTSG   6   (16)   (1)
Other   3         
   

 
   

 
   

 
 

  $13  $(17)  $(1)
   

 
   

 
   

 
 

             

  
Nine Months Ended September 30, 2004

          Restructuring
  Restructuring  Adjustment of  Disposition

  
Provisions

 
Accruals

 
Gain

ASG  $16  $(15)  $  
HVTSG   1         
Other             
   

 
   

 
   

 
 

  $17  $(15)  $— 
   

 
   

 
   

 
 

             

  
Nine Months Ended September 30, 2003

          Restructuring
  Restructuring  Adjustment of  Disposition

  
Provisions

 
Accruals

 
Gain

ASG  $14  $(10)  $(3)
HVTSG   7   (17)   (2)
Other   3         
   

 
   

 
   

 
 

  $24  $(27)  $(5)
   

 
   

 
   

 
 

Note 9. Discontinued Operations

     In December 2003, we announced our intention to sell substantially all of our Automotive Aftermarket Group (AAG). These operations comprise the
discontinued operations reported in our financial statements as of and for the periods ended September 30, 2004. Under the requirements of SFAS No. 144,
“Accounting for the Impairment or Disposal of Long-Lived Assets,” the income statement components of the
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discontinued operations are aggregated and presented on a single line in the income statement through the date of sale. The income statements for the three
months and nine months ended September 30, 2003 have been reclassified to separate the results of these discontinued operations, along with a significant
portion of the Engine Management operations, which we sold in June 2003.

     The following table summarizes the revenues and expenses of our discontinued operations and reconciles the amounts reported in the condensed
consolidated statement of income to Operating PAT of discontinued operations reported in the segment table in Note 8, which excludes certain charges related
to divestitures in both years.

                 
  Three Months  Nine Months
  Ended  Ended

  
September 30,

 
September 30,

  
2004

 
2003

 
2004

 
2003

Sales  $540  $530  $1,607  $1,680 
Other income (expense)   (7)       (8)   (9)
Cost of sales   456   430   1,350   1,384 
Selling, general and administrative expenses   52   56   174   217 
Restructuring charges   10   5   11   6 
   

 
   

 
   

 
   

 
 

Income before income taxes   15   39   64   64 
Income tax expense   (26)   (15)   (27)   (29)
   

 
   

 
   

 
   

 
 

Income (loss) reported in condensed consolidated statement of income   (11)   24   37   35 
Tax adjustment related to AAG sale   20             
Charges related to divestitures, net of tax   10       13   2 
   

 
   

 
   

 
   

 
 

Operating PAT in the segment table  $ 19  $ 24  $ 50  $ 37 
   

 
   

 
   

 
   

 
 

     The $10 of charges related to divestitures is the after-tax effect of the $10 of restructuring charges incurred in connection with exiting warehouse facilities
previously occupied by our Engine Management business and $6 of charges recorded in other income (expense), including legal and professional fees
incurred in connection with the sale of our aftermarket businesses. The tax adjustment is discussed in Note 7.

     The sales of our discontinued operations, while not included in our segment data, were associated with our current and former SBUs as follows:

                 
  Three Months  Nine Months

  
Ended September 30,

 
Ended September 30,

  
2004

 
2003

 
2004

 
2003

AAG  $540  $530  $1,607  $1,667 
ASG               13 
   

 
   

 
   

 
   

 
 

  $540  $530  $1,607  $1,680 
   

 
   

 
   

 
   

 
 

     The condensed consolidated balance sheet at September 30, 2004 includes assets of discontinued operations of $1,332, consisting primarily of accounts
receivable ($439), inventory ($485) and property, plant and equipment ($297). Liabilities of discontinued operations at the same date totaled $336, consisting
primarily of accounts payable ($222) and accrued payroll and other expenses ($77). In the condensed consolidated statement of cash flows, the cash flows of
discontinued operations are not separately classified.
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Note 10. Cash Deposits

     Included in cash and cash equivalents at September 30, 2004 are cash deposits of $103 in support of surety bonds that are used principally for the purpose
of meeting various states’ requirements in order to self-insure our workers compensation obligations and to provide credit enhancement of certain lease
agreements. These surety bonds are expected to be renewed each year. A total of $97 of the deposits may not be withdrawn.

Note 11. Goodwill

     The changes in goodwill during the nine months ended September 30, 2004, by segment, were as follows:

             
  Balance at  Effect of  Balance at
  December 31,  Currency  September 30,

  
2003

 
and Other

 
2004

ASG  $433  $11  $444 
HVTSG   125       125 
   

 
   

 
   

 
 

  $558  $11  $569 
   

 
   

 
   

 
 

     Goodwill is included in Investments and other assets in our condensed consolidated balance sheet.

Note 12. Restructuring of Operations

     The following summarizes the activity in accrued restructuring expenses for both our continuing and discontinued operations during the first nine months
of 2004:
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  Employee     
  Termination  Exit   

  
Benefits

 
Costs

 
Total

Balance at December 31, 2003  $ 81  $18  $ 99 
Activity during the quarter:             

Charges to expense   3   2   5 
Cash payments   (21)   (2)   (23)
Adjustment of accruals       (8)   (8)

   
 
   

 
   

 
 

Balance at March 31, 2004  $ 63  $10  $ 73 
   

 
   

 
   

 
 

Activity during the quarter:             
Charges to expense       7   7 
Cash payments   (21)   (5)   (26)
Adjustment of accruals   (1)   (2)   (3)

   
 
   

 
   

 
 

Balance at June 30, 2004  $ 41  $10  $ 51 
   

 
   

 
   

 
 

Activity during the quarter:             
Charges to expense   6   15   21 
Cash payments   (9)   (7)   (16)
Adjustment of accruals   (6)       (6)

   
 
   

 
   

 
 

Balance at September 30, 2004  $ 32  $18  $ 50 
   

 
   

 
   

 
 

     The above amounts include all restructuring charges, including those characterized as Unusual items excluded from performance measures in Note 8. The
latter items are generally related to actions initiated in the third quarter of 2004, whereas the charges included in operating performance are related to the
continuation of previously announced actions. Also included for the three months ended September 30, 2004 was $10 of exit costs related to warehouse
facilities that had been part of the Engine Management business, which is included in the loss from discontinued operations.

     At September 30, 2004, $50 of restructuring charges remained in accrued liabilities. This balance was comprised of $32 for the termination of employees,
including the announced termination of approximately 300 employees scheduled for the remainder of 2004, and $18 for lease terminations and other exit
costs. We estimate the related cash expenditures will be approximately $32 in the remainder of 2004, $17 in 2005 and $1 thereafter. The amount of estimated
cash expenditures for each period approximates the midpoint of the estimated range of cash expenditures for such period. We believe that our liquidity and
future cash flows will be more than adequate to satisfy these obligations related to our restructuring plans.

Note 13. Contingencies

     We are a party to various pending judicial and administrative proceedings arising in the ordinary course of business. These include, among others,
proceedings based on product liability claims and alleged violations of environmental laws. We have reviewed our pending judicial and legal proceedings,
including the probable outcomes, reasonably anticipated costs and expenses, availability and limits of our insurance coverage and our established reserves for
uninsured liabilities. We do not believe that it is reasonably possible that any losses from these matters, to the extent they exceed the recorded liabilities, will
have a material adverse effect on our liquidity, financial condition or results of operations.
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Asbestos-Related Product Liabilities — Since the mid-1980s, we have been a defendant in asbestos bodily injury litigation. For most of this period, our
asbestos-related claims were administered by the Center for Claims Resolution (CCR), which settled claims for its member companies on a shared settlement
cost basis. In February 2001, the CCR was reorganized and discontinued negotiating shared settlements. Since then, we have independently controlled our
legal strategy and settlements. In August 2001, we retained Peterson Asbestos Consulting Enterprise (PACE), a unit of Navigant Consulting, Inc. (formerly
Peterson Consulting, Inc.), to administer our claims, bill our insurance carriers and assist us in claims negotiation and resolution.

     At September 30, 2004, we had approximately 156,000 pending asbestos-related product liability claims, consisting of approximately 145,000 unresolved
claims and approximately 11,000 claims settled pending payment (including 7,000 claims remaining from when we were a member of the CCR and 4,000
claims that we have settled subsequently). This compares to approximately 149,000 pending claims that we reported at December 31, 2003, consisting of
approximately 139,000 unresolved claims and approximately 10,000 claims settled pending payment (including 7,000 claims remaining from when we were a
member of the CCR and 3,000 claims that we have settled subsequently).

     At September 30, 2004, we had accrued $139 for indemnity and defense costs for contingent asbestos-related product liability claims and recorded $118 as
an asset for probable recoveries from insurers for such claims, compared to $133 accrued for such liabilities and $113 recorded as an asset at December 31,
2003. The amounts accrued are based on assumptions and estimates about the values of the claims and the likelihood of recoveries against us derived from
our historical experience and current information. We cannot estimate possible losses in excess of those for which we have accrued because we cannot predict
how many additional claims may be brought against us in the future, the allegations in such claims or their probable outcomes.

     At September 30, 2004, we had a net amount recoverable from our insurers and others of $54 representing payments made in connection with settled
claims and related defense costs, compared to $33 at December 31, 2003. The amount recoverable includes billings in progress and amounts subject to
alternate dispute resolution proceedings with certain of our insurers. Progress has been made in those proceedings and we expect the outcome to be favorable.
However, the amount recoverable may increase until the proceedings are ultimately concluded.

     Other Product Liabilities – At September 30, 2004, we had accrued $9 for contingent non-asbestos product liability costs, compared to $12 accrued at
December 31, 2003, with no recovery expected from third parties at either date. The decline reflects primarily a $3 settlement of an outstanding claim during
the first quarter of 2004. If there is a range of equally probable outcomes, we accrue the lower end of the range. The difference between our minimum and
maximum estimates for these liabilities was $8 at September 30, 2004 and $12 at December 31, 2003.

     Environmental Liabilities — We estimate contingent environmental liabilities based on the most probable method of remediation, current laws and
regulations and existing technology. Estimates are made on an undiscounted basis and exclude the effects of inflation. If there is a range of equally probable
remediation methods or outcomes, we accrue the lower end of the range.
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     At September 30, 2004, we had accrued $63 for contingent environmental liabilities, compared to $67 at December 31, 2003, with no recovery from other
parties recorded at either date. The difference between our minimum and maximum estimates for these liabilities was $11 at September 30, 2004 and $10 at
December 31, 2003.

     Included in these accruals are amounts in connection with the Hamilton Avenue Industrial Park Superfund site in New Jersey, where we are one of four
potentially responsible parties (PRPs). The site has three “Operable Units.” At September 30, 2004, we had accrued a total of $5 for future work at Units 1
(off-site soil contamination) and 2 (on-site soil contamination), based on the remediation that has already been performed at Unit 1 and further work ordered
by EPA in August 2004, the possible remedial alternatives identified by the United States Environmental Protection Agency (EPA) for Unit 2, and our
assessment of the likely allocation of remediation costs for these Units among the PRPs. This accrual represents the lower end of the range of equally
probable outcomes that we anticipated at the end of the third quarter of 2004. No amounts were accrued for Unit 3 (possible groundwater contamination),
since no site investigation for this Unit has been conducted and we cannot predict whether there will be a need for remedial action related to the Unit. On
September 30, 2004, the EPA issued a Record of Decision (ROD) for Unit 2 proposing a remedy with an estimated cost of $69. We are reviewing the ROD
with our technical and legal consultants. We will determine whether to change our accrual for the site after we complete this review, taking into consideration
the remedy selected in the ROD and other alternatives, the enforceability of the ROD, the participation of the other PRP’s, and other relevant factors. We are
also engaged in discussions with our insurance carrier concerning coverage for this matter.

     Other Liabilities — Some former CCR members have defaulted on the payment of their shares of some of the CCR-negotiated settlements in connection
with asbestos-related product liability claims and some of the settling claimants are seeking payment of the unpaid shares from Dana and the other companies
that were members of the CCR at the time of the settlements. We have been working with the CCR, other former CCR member companies, our insurers and
the claimants to resolve these issues. At September 30, 2004, we estimated our total liability related to these matters to be approximately $49 and the amount
recoverable to be $30. To date, we have paid $46 in connection with these claims. These amounts compare to a total estimated liability of $48, a recoverable
of $30 and actual payments of $24 recorded at December 31, 2003. These amounts take into account the current status of negotiations with our insurers,
including the status of alternate dispute resolution proceedings and consultations with outside counsel.

     Assumptions — The amounts recorded for contingent asbestos-related liabilities and recoveries are based on assumptions and estimates derived from our
historical experience and current information. If our assumptions about the nature of the pending unresolved bodily injury claims and the claims relating to
the CCR-negotiated settlements, the costs to resolve those claims and the amount of available insurance and surety bonds prove to be incorrect, the actual
amount of our liability for asbestos-related claims and the effect on the company could differ materially from our current expectations.
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Note 14. Financing Agreements

     We are party to several interest rate swap agreements under which we agreed to exchange the difference between fixed rate and floating rate interest
amounts on notional amounts corresponding with our August 2001 and March 2002 notes. Converting the fixed interest rate to a variable rate is intended to
provide a better balance of fixed and variable rate debt. Our current fixed-for-variable swap agreements have all been designated as fair value hedges of the
August 2001 and March 2002 notes. Accordingly, the $1 fair value of these agreements was recorded as a non-current asset and offset by an increase in the
carrying value of long-term debt at September 30, 2004. This adjustment of long-term debt, which does not affect the scheduled principal payments, will
fluctuate with the fair value of the agreements and will not be amortized if the swap agreements remain open. Additional adjustments to the carrying value of
long-term debt resulted from the modification or replacement of swap agreements, which generated cash receipts prior to 2004. These valuation adjustments,
which are being amortized as a reduction of interest expense over the remaining life of the notes, totaled $68 at September 30, 2004.

     As of September 30, 2004, the interest rate swap agreements provided for us to receive an average fixed rate of 9.26% on notional amounts of $825 and
€200 and pay variable rates based on either the London interbank offered rate (LIBOR), plus a spread, or the euro interbank offered rate (EURIBOR), plus a
spread, respectively. The average variable rate under these contracts approximated 7.14% as of September 30, 2004. The agreements expire in August 2011
($575 and €200) and March 2010 ($250).

     During the third quarter of 2004, we adjusted the accrued interest account to correct a shortage that resulted from using an incorrect rate for interest and
fees related to our accounts receivable securitization program. The shortage, which approximated $10, developed when rate increases triggered by credit
downgrades were not properly recorded in our results of operations. The impact on net income, which approximated $6, was not considered material for
restatement of prior periods’ results of operations.

Note 15. Warranty Obligations

     We record a liability for estimated warranty obligations at the date products are sold. Adjustments are made as new information becomes available.
Changes in our warranty liability for the three months and nine months ended September 30, 2004 and 2003 follow.

                 
  Three Months  Nine Months
  Ended September 30,  Ended September 30,

  
2004

 
2003

 
2004

 
2003

Balance, beginning of period  $ 89  $116  $ 90  $135 
Amounts accrued for current period sales   11   12   27   36 
Adjustments of prior accrual estimates   (10)   (1)   (7)   (2)
Settlements of warranty claims   (11)   (15)   (30)   (52)
Impact of divestitures               (7)
Foreign currency translation   1           2 
   

 
   

 
   

 
   

 
 

Balance, end of period  $ 80  $112  $ 80  $112 
   

 
   

 
   

 
   

 
 

     Warranty obligations are reported as current liabilities in the condensed consolidated balance sheet.
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Note 16. Formation of Joint Venture

     On July 1, 2004, we transferred our wheel-end brake product business to a newly formed entity, Bendix Spicer Foundation Brake LLC, in exchange for a
19.8% ownership interest in the new entity. The remaining 80.2% ownership interest is held by Bendix Commercial Vehicle Systems LLC, a member of the
Knorr-Bremse Group. As a result of this transaction, we recorded an after-tax gain of $13 in the third quarter. The gain represents 80.2% of the difference
between the fair value of our 19.8% ownership and the historical book value of the contributed assets.

Note 17. Subsequent Event

     On November 1, 2004, Dana entered into an amendment to the agreement to sell its automotive aftermarket businesses to Affinia Group Inc. (formerly
known as AAG Opco Corp.), an affiliate of The Cypress Group. The amendment provides, among other things, that the purchase price for the automotive
aftermarket businesses will consist of $950 in cash and a note with an initial face value of $75 issued to Dana by an Affinia affiliate. Due to the prepayment
provisions of the note, its fair value is expected to approximate $50 upon issuance. The transaction is expected to close by the end of November 2004.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Dollars in millions

Market Outlook

Our industry is prone to fluctuations in demand over the business cycle. Production levels in our key markets for the past three years, along with our outlook
for 2004, are shown below.

                 

  
Production in Units

              Dana’s
              Outlook

  
2001

 
2002

 
2003

 
2004

Light vehicle (in millions):                 
North America   15.5   16.4   15.9   15.8 
Europe   20.5   20.8   21.0   21.5 
Asia Pacific   16.0   18.1   18.5   19.6 
South America   2.4   1.9   1.9   2.3 

Commercial vehicle (in thousands):                 
North America                 

Medium-duty (Class 5-7)   176   189   195   211 
Heavy-duty (Class 8)   146   181   176   245 

     North American light-duty production levels have been relatively stable for the past few years. A significant development in this market since 2001 has
been the increased use of incentives by our customers to stimulate and maintain demand levels. Although weak sales in the month of June created some
concern coming into the third quarter, they rebounded to stronger levels during the ensuing three months. With second-quarter production outpacing retail
sales, dealer inventories increased during the second quarter of 2004 to levels in excess of traditional norms for that time of the year. The typical seasonal low
level of production in July combined with stronger sales in the third quarter brought inventory levels down during the quarter. Albeit lower than mid-year
levels, inventories are still somewhat higher than they were at the end of the third quarter of 2003. Given the current level of inventories and expected
production levels for the remainder of the year, we’ve lowered our North American light vehicle production estimate to 15.8 million units from our previous
expectation of 16.0 million.

     A challenge that we and others in the light vehicle market face is the effect of continued price reduction pressure from our customers. Our largest
customers in this market — the U.S.-based OE manufacturers — have experienced market share erosion to other international light vehicle manufacturers
over the past few years, thereby putting additional pressure on their profitability. To the extent this trend continues, we expect the price reduction pressure will
be ongoing. Our restructuring, divestitures and outsourcing initiatives have helped position us for this increasingly competitive landscape. Ongoing cost
reduction programs, like our lean manufacturing and six sigma blackbelt programs, will continue to be important to sustaining and improving our margins.

     The commercial vehicle market, which was at the bottom of its business cycle in 2001, had recovered only slightly during 2002 and 2003. However, orders
in both the medium- and heavy-duty North American markets now continue to outpace sales. With
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inventories remaining stable, the order backlog continues to increase. Consequently, the continued strengthening in these markets supports our improved
production outlook for 2004 and early 2005.

     In our other markets — off highway, European commercial vehicles and light vehicles in the Asia Pacific and South American regions — we expect either
stable or improving production demand in the remainder of 2004.

Commodity Costs

     Steel and other raw material costs have had a significant impact on our results and those of others in our industry this year. With steel particularly,
suppliers began assessing price surcharges and increasing base prices during the fourth quarter of 2003, and these have continued throughout the current year.
These surcharges grew over the course of the year, most significantly during the third quarter. A frequently used leading indicator for steel cost is the Tri-
Cities #1 bundled scrap steel price index. Scrap prices on this index more than doubled over the course of 2004 increasing by about 65% during the third
quarter alone.

     Of our annual $1,200 in steel purchases, about 30% are in the form of raw steel from mills and processors, with the balance coming from components or
products containing steel. While leverage is clearly on the side of the steel suppliers at the present time, we are managing the situation by consolidating
purchases and taking advantage of OE manufacturers’ resale programs where possible. We are also working with our customers to recover the cost of steel
increases wherever possible, either in the form of increased selling prices or reductions in price-downs that they expect from us.

     For the nine months ended September 30, 2004, steel cost surcharges and price increases, net of recoveries from our customers, reduced our net income by
$38. In the quarter ended September 30, the impact on net income was $22.

Other Key Factors

     Given the margin pressure from today’s higher raw material costs and the continued pricing demands of our customers, an area of critical focus for us is
reducing our cost structure. Actions underway today include global purchasing initiatives, deployment of lean manufacturing techniques, standardizing
administrative processes and pursuing value engineering activities by working with our customers to redesign existing components.

     In our markets, concentration of business with certain customers is common, so our efforts to achieve additional diversification are important. In the light
vehicle market, we have been successful in gaining new business with several international manufacturers over the past few years. We expect greater
customer diversity as more of this business comes on stream and we gain additional business with these customers.

     Broadening our global presence is also increasingly important. Global sourcing presents opportunities to improve our competitive cost position, as well as
to take advantage of the higher expected growth in emerging markets such as China and India.

     Another key factor in our future success is technology. We are continuing to invest in advanced product and process technologies as we believe that they,
as much as any factor, are critical to improving our competitive position and profitability. In keeping with these efforts, our recent moves to focus even more
on our core OE markets will enable us to capitalize on the continuing trends toward modularity and systems integration in these markets.
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New Business

     Another major focus for us today is growing our top line — revenue - faster and profitably.

     In the OE vehicular business, new programs are generally awarded to suppliers well in advance of the expected start of production. The amount of lead
time varies based on the nature of the product, size of the program and required start-up investment. The awarding of new business usually coincides with
model changes on the part of vehicle manufacturers. Given the cost and service concerns associated with changing suppliers, we expect to retain any awarded
business over the vehicle life, which is typically several years.

     We expect net new business to contribute approximately $420 to our 2004 sales. During this year’s third quarter, we added $155 to our net new business
coming on stream in the future. At present, we have been awarded new business which, net of lost business, will generate incremental year-over-year sales of
$380 beginning in 2005 and $115 beginning in 2006. We are currently pursuing a number of additional opportunities which could further increase new
business coming on stream for 2005, 2006 and later years.

Summary

     Over the last three years, we have repositioned the organization — through divestitures, restructuring, outsourcing and strategic partnerships — to be more
strategically focused and competitive. In the process, we have downsized from a company with sales in excess of $10,000 (before adjustments to reflect
discontinued businesses) to a company with expected 2004 sales of less than $9,000 reported by our continuing operations. At the same time, we have
improved our overall profitability and financial position. With a more focused strategy and improved financial situation, we believe we are better positioned
to grow the business in our core markets.
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Liquidity and Capital Resources

Cash Flows (First Nine Months 2004 versus First Nine Months 2003)

             
  Nine Months   
  Ended September 30,  Dollar

  
2004

 
2003

 
Change

Cash Flows — Operating Activities:             
Net income  $ 215  $ 154  $ 61 
Depreciation and amortization   273   294   (21)
Asset impairment charges   24   18   6 
Gains on divestitures and asset sales   (57)   (29)   (28)
Increase in operating working capital   (413)   (317)   (96)
Deferred taxes   (72)   (28)   (44)
Other   (34)   (7)   (27)
   

 
   

 
   

 
 

Net cash flows from (used in) operating activities  $ (64)  $ 85  $(149)
   

 
   

 
   

 
 

     Net income for the first nine months of 2004 improved by 40% when compared to the same period in 2003. Depreciation and amortization declined in the
first nine months of 2004, the result of recent divestitures The asset impairment charges for the nine months ended September 30, 2004 include $21 recorded
at DCC in connection with a leveraged lease transaction of an equity affiliate. More than offsetting the impairment charges in both years were gains
associated with DCC asset sales. The current year amount also includes a $13 gain related to the transfer of assets to a newly formed equity affiliate. Working
capital increased as seasonal factors pushed trade receivables higher by $344 while the purchase of larger amounts of steel as a precaution against shortages
was the primary factor behind a $145 increase in inventory. Adjustments to our deferred tax asset valuation allowance were the major reason that deferred
taxes decreased by $72 in the first nine months of 2004, a $44 change from the same period in 2003. Overall, cash flows used in operations totaled $64 in the
first nine months of 2004, a reduction from the $85 generated in the same period in 2003.

             
  Nine Months   
  Ended September 30,  Dollar

  
2004

 
2003

 
Change

Cash Flows — Investing Activities:             
Purchases of property, plant and equipment  $(208)  $(215)  $ 7 
Payments received on leases   8   21   (13)
Net loan payments from customers   2   12   (10)
Divestitures       145   (145)
Proceeds from sales of other assets   324   206   118 
Other   (21)   33   (54)
   

 
   

 
   

 
 

Net cash flows from investing activities  $ 105  $ 202  $ (97)
   

 
   

 
   

 
 

     Capital spending in the first nine months of 2004 was slightly less than the expenditures made in the comparable period in 2003 and for the year is
expected to approximate $300. No divestitures closed in the first nine months of 2004, but proceeds from asset sales increased significantly to $324 as DCC
completed several transactions in the third quarter of 2004. Overall, we generated $105 from our investing activities through September 30, 2004, about half
of the $202 generated in the comparable period in 2003.

27



Table of Contents

             
  Nine Months   
  Ended September 30,  Dollar

  
2004

 
2003

 
Change

Cash Flows — Financing Activities:             
Net change in short-term debt  $ 181  $ (9)  $ 190 
Payments of long-term debt   (405)   (225)   (180)
Issuance of long-term debt   5       5 
Dividends paid   (53)   (5)   (48)
Other   10   16   (6)
   

 
   

 
   

 
 

Net cash flows used in financing activities  $(262)  $(223)  $ (39)
   

 
   

 
   

 
 

     We used available cash to meet scheduled long-term debt payments — $ 239 on the manufacturing side and $166 within DCC — while draws on the
accounts receivable securitization program continued to help us meet our working capital needs during the first nine months of 2004. Dividend payments
were nearly $50 higher than in the same period in 2003 as a result of the increase in the dividend rate in the first quarter of 2004.

     Our estimate of cash outlays related to restructuring activities is approximately $32 for the remainder of 2004. Exclusive of our restructuring activities, we
expect working capital to be nearly flat for the year based on the seasonality of fourth quarter production. We anticipate using the proceeds from the
divestiture of the automotive aftermarket business to further reduce debt, invest in other business opportunities and contribute additional amounts to our
pension plans.

Financing Activities — Committed and uncommitted credit lines enable us to make borrowings to supplement the cash flow generated by our operations.
Excluding DCC, we had committed and uncommitted borrowing lines of $1,289 at September 30, 2004. This amount included our long-term credit facility in
the amount of $400, which matures in November 2005. The interest rates under this facility equal LIBOR or the bank prime rate, plus a spread that varies
depending on our credit ratings. Under this facility, we may borrow amounts up to $50 on an unsecured basis, provided such amounts are not outstanding for
more than five business days or borrowed within a five-day period after repayment of all previous advances. For any other borrowings under the facility, we
must provide certain inventory and other collateral, as permitted within the limits of our indentures. These provisions of the facility terminate if our credit
ratings reach Baa3 by Moody’s Investor Service (Moody’s) and BBB- by Standard and Poor’s (S&P). We also have an accounts receivable securitization
program that provides up to $400 to help meet our periodic demands for short-term financing. The amount available under the program is subject to reduction
based on adverse changes in the credit ratings of our customers, customer concentration levels or certain characteristics of the underlying accounts receivable.
This program is subject to possible termination by the lenders in the event our credit ratings are lowered below B1 by Moody’s and B+ by S&P. As of
October 31, 2004, we were rated Ba3 by Moody’s and BB by S&P. On May 31, 2004, we stopped contributing and selling new AAG receivables to the
securitization program, thereby reducing the amount of financing available under the securitization program. As of September 30, 2004, the borrowing limit
under this facility was approximately $180 based on eligible receivables at that date, a reduction of approximately $120 since June 30, 2004. To compensate
for this reduction, we negotiated a bridge facility with two banks that provides for up to $200 in borrowings; the combined borrowings under the
securitization program and the bridge facility may not exceed $400. The bridge facility matures on the earlier of the completion of the AAG sale or December
15, 2004. The interest rates under this facility equal LIBOR or bank prime, plus a spread depending on
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the underlying interest rate selected. At September 30, 2004, borrowings outstanding under the various Dana lines consisted of $30 drawn by non-U.S.
subsidiaries against uncommitted lines, $180 outstanding under the accounts receivable program and $25 under the bridge facilities. No amounts were drawn
on the long-term credit facility.

     Dana’s long-term credit and bridge facilities require us to attain specified financial ratios as of the end of certain specified quarters, including the ratio of
net senior debt to tangible net worth; the ratio of earnings before interest, taxes and depreciation and amortization (EBITDA) less capital spend to interest
expense; and the ratio of net senior debt to EBITDA, with all terms as defined in the long-term credit facility. Specifically, the ratios are: (i) net senior debt to
tangible net worth of not more than 1.1:1; (ii) EBITDA (as defined in the facility) minus capital expenditures to interest expense of not less than 2.5:1; and
(iii) net senior debt to EBITDA of not greater than 2.9:1 at September 30, 2004 and 2.5:1 at December 31, 2004 and thereafter. The facility was modified
during the third quarter of 2004 to apply the 2.9:1 requirement under the net senior debt to EBITDA ratio through September 30, 2004; the 2.5:1 ratio
requirement, which was to become effective September 30, 2004, now becomes effective as of December 31, 2004. The ratio calculations are based on Dana’s
consolidated financial statements with DCC accounted for on an equity basis. We were in compliance with all ratio requirements at September 30, 2004.

     Because our financial performance is impacted by various economic, financial and industry factors, we cannot say with certainty whether we will satisfy
the covenants under our long-term credit and bridge facilities in the future. Noncompliance with these covenants would constitute an event of default,
allowing the lenders to accelerate the repayment of any borrowings outstanding under the facilities. While no assurance can be given, we believe that we
would be able to successfully negotiate amended covenants or obtain waivers if an event of default were imminent; however, we might be required to provide
additional collateral to the lenders or make other financial concessions. Any default under the credit facilities or any of our significant note agreements may
result in defaults under our other debt instruments. Our business, results of operations and financial condition could be adversely affected if we were unable to
successfully negotiate amended covenants or obtain waivers on acceptable terms.

     Based on our rolling six-quarter forecast, we expect our cash flows from operations, combined with our current and planned credit facilities and the
accounts receivable securitization program, to provide sufficient liquidity to fund our debt service obligations, projected working capital requirements,
restructuring obligations and capital spending for a period that includes the next twelve months.

Hedging Activities — At September 30, 2004, we had a number of open forward contracts to hedge against certain anticipated cross-currency purchase and
sale commitments. These forward contracts are for a short duration and none extends beyond the first quarter of 2006. The aggregate fair value of these
contracts is a favorable amount of less than $1. These contracts have been valued by independent financial institutions using the exchange spot rates on
September 30, 2004, plus or minus quoted forward basis points, to determine a settlement value for each contract.

     In order to provide a better balance of fixed and variable rate debt, we have interest rate swap agreements in place to effectively convert the fixed interest
rate on certain of our notes to variable rates. These swap agreements have been designated as fair value hedges and the impact of the change in their value is
offset by an equal and opposite change in the carrying value of the notes. Under these agreements, we receive an average fixed rate of interest of 9.26% on
notional amounts of $825 and €200
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and we pay a variable rate based on either LIBOR, plus a spread, or EURIBOR, plus a spread, respectively. As of September 30, 2004, the average variable
rate under these agreements was 7.14%. The swap agreements expire in August 2011 ($575 and €200) and March 2010 ($250), coinciding with the terms of
the hedged notes. Based on the aggregate fair value of these agreements at September 30, 2004, we recorded a non-current asset of $1 and offset the carrying
value of long-term debt. This adjustment of long-term debt, which does not affect the scheduled principal payments, will fluctuate with the fair value of the
swap agreements and will not be amortized if the swap agreements remain open.

Cash Obligations — Under various agreements, we are obligated to make future cash payments in fixed amounts. These include payments under our long-
term debt agreements, rent payments required under operating lease agreements and payments for equipment, other fixed assets and certain raw materials.

     The following table summarizes our fixed cash obligations over various future periods as of September 30, 2004.

                     
  Payments Due by Period
      Less than 1  1 - 3  4 - 5  After 5

Contractual Cash Obligations
 

Total
 

Year
 

Years
 

Years
 

Years

Principal of Long-Term Debt  $2,620  $ 78  $425  $539  $1,578 
Operating Leases   416   80   126   87   123 
Unconditional Purchase Obligations   181   157   24         
Other Long-Term Liabilities   1,338   154   252   267   665 
   

 
   

 
   

 
   

 
   

 
 

Total Contractual Cash Obligations  $4,555  $469  $827  $893  $2,366 
   

 
   

 
   

 
   

 
   

 
 

     The unconditional purchase obligations presented are comprised principally of commitments of our continuing operations for procurement of fixed assets
and the purchase of raw materials.

     We have a number of sourcing arrangements with suppliers for various component parts used in the assembly of certain of our products. These
arrangements include agreements to procure certain outsourced components that we had manufactured ourselves in earlier years. These agreements do not
contain any specific minimum quantities that we must order in any given year, but generally require that we purchase the specific component exclusively
from the supplier over the term of the agreement. Accordingly, our cash obligations under these agreements are not fixed. However, if we were to estimate
volumes to be purchased under these agreements based on our forecasts for 2004 and assume that the volumes were constant over the respective contract
periods, the annual purchases from those agreements where we estimate the annual volume would exceed $20 would be as follows for our continuing
operations: $190 for the remainder of 2004, $1,353 in 2005 and 2006 combined; $1,077 in 2007 and 2008 combined and $1,623 thereafter.

     Other Long-Term Liabilities include estimated obligations under our retiree healthcare programs and the estimated 2004 contributions to our U.S. defined
benefit pension plans. Obligations under the retiree healthcare programs are not fixed commitments and will vary depending on various factors, including the
level of participant utilization and inflation. Our estimates of the payments to be made through 2008 considered recent payment trends and certain of our
actuarial assumptions. We have not estimated pension contributions beyond 2004 due to the significant impact that return on plan assets, changes in discount
rates and the expected additional contribution in 2004 might have on such amounts.
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     In addition to fixed cash commitments, we may have future cash payment obligations under arrangements where we are contingently obligated if certain
events occur or conditions were present. We have guaranteed $1 of short-term borrowings of a non-U.S. affiliate accounted for under the equity method of
accounting. In addition, DCC has guaranteed portions of the borrowings of its affiliates that are accounted for under the equity method. DCC’s aggregate
exposure under one of the guarantees is $6. Under another guarantee, DCC’s exposure for changes in interest rates resulting from specific events described in
the financing arrangements would vary but should not exceed $26.

     We procure tooling from a variety of suppliers. In certain instances, in lieu of making progress payments on the tooling, we may guarantee a tooling
supplier’s obligations under its credit facility secured by the specific tooling purchase order. Our Board authorization permits us to issue tooling guarantees up
to $80 for these programs. At September 30, 2004, we had a $2 guarantee outstanding in connection with a tooling order for one of our OE programs. We do
not expect guarantees for this program to exceed $20.

     Included in cash and cash equivalents at September 30, 2004 are cash deposits of $103 to support surety bonds that are used principally for the purpose of
meeting various states’ requirements in order to self-insure our workers compensation obligations and to provide credit enhancement of certain lease
agreements. A total of $97 of the deposits may not be withdrawn. These surety bonds are expected to be renewed each year. We accrue the estimated liability
for workers compensation claims, including incurred but not reported claims. Accordingly, no significant impact on our financial condition would result if the
surety bonds were called.

     In connection with certain of our divestitures, there may be future claims and proceedings instituted or asserted against us relative to the period of our
ownership or pursuant to indemnifications or guarantees provided in connection with the respective transactions. The estimated maximum potential amount of
payments under these obligations is not determinable due to the significant number of divestitures and lack of a stated maximum liability for certain matters.
In some cases, we have insurance coverage available to satisfy claims related to the divested businesses. We believe that payments, if any, in excess of
amounts provided or insured related to such matters are not reasonably likely to have a material adverse effect on our liquidity, financial condition or results
of operations.

Contingencies — We are a party to various pending judicial and administrative proceedings arising in the ordinary course of business. These include, among
others, proceedings based on product liability claims and alleged violations of environmental laws. We have reviewed our pending judicial and legal
proceedings, including the probable outcomes, reasonably anticipated costs and expenses, availability and limits of our insurance coverage and our
established reserves for uninsured liabilities. We do not believe that it is reasonably possible that any losses from these matters, to the extent they exceed the
recorded liabilities, will have a material adverse effect on our liquidity, financial condition or results of operations.

Asbestos-Related Product Liabilities — Since the mid-1980s, we have been a defendant in asbestos bodily injury litigation. For most of this period, our
asbestos-related claims were administered by the Center for Claims Resolution (CCR), which settled claims for its member companies on a shared settlement
cost basis. In February 2001, the CCR was reorganized and discontinued negotiating shared settlements. Since then, we have independently controlled our
legal strategy and settlements. In August 2001, we
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retained Peterson Asbestos Consulting Enterprise (PACE), a unit of Navigant Consulting, Inc. (formerly Peterson Consulting, Inc.), to administer our claims,
bill our insurance carriers and assist us in claims negotiation and resolution.

     At September 30, 2004, we had approximately 156,000 pending asbestos-related product liability claims, consisting of approximately 145,000 unresolved
claims and approximately 11,000 claims settled pending payment (including 7,000 claims remaining from when we were a member of the CCR and 4,000
claims that we have settled subsequently). This compares to approximately 149,000 pending claims that we reported at December 31, 2003, consisting of
approximately 139,000 unresolved claims and approximately 10,000 claims settled pending payment (including 7,000 claims remaining from when we were a
member of the CCR and 3,000 claims that we have settled subsequently).

     At September 30, 2004, we had accrued $139 for indemnity and defense costs for contingent asbestos-related product liability claims and recorded $118 as
an asset for probable recoveries from insurers for such claims, compared to $133 accrued for such liabilities and $113 recorded as an asset at December 31,
2003. The amounts accrued are based on assumptions and estimates about the values of the claims and the likelihood of recoveries against us derived from
our historical experience and current information. We cannot estimate possible losses in excess of those for which we have accrued because we cannot predict
how many additional claims may be brought against us in the future, the allegations in such claims or their probable outcomes.

     At September 30, 2004, we had a net amount recoverable from our insurers and others of $54 representing payments made in connection with settled
claims and related defense costs, compared to $33 at December 31, 2003. The amount recoverable includes billings in progress and amounts subject to
alternate dispute resolution proceedings with certain of our insurers. Progress has been made in those proceedings and we expect the outcome to be favorable.
However, the amount recoverable may increase until the proceedings are ultimately concluded.

Other Product Liabilities — At September 30, 2004, we had accrued $9 for contingent non-asbestos product liability costs, compared to $12 accrued at
December 31, 2003, with no recovery expected from third parties at either date. The decline reflects primarily a $3 settlement of an outstanding claim during
the first quarter of 2004. If there is a range of equally probable outcomes, we accrue the lower end of the range. The difference between our minimum and
maximum estimates for these liabilities was $8 at September 30, 2004 and $12 at December 31, 2003.

Environmental Liabilities — We estimate contingent environmental liabilities based on the most probable method of remediation, current laws and regulations
and existing technology. Estimates are made on an undiscounted basis and exclude the effects of inflation. If there is a range of equally probable remediation
methods or outcomes, we accrue the lower end of the range.

     At September 30, 2004, we had accrued $63 for contingent environmental liabilities, compared to $67 at December 31, 2003, with no recovery from other
parties recorded at either date. The difference between our minimum and maximum estimates for these liabilities was $11 at September 30, 2004 and $10 at
December 31, 2003.

     Included in these accruals are amounts in connection with the Hamilton Avenue Industrial Park Superfund site in New Jersey, where we are one of four
potentially responsible parties (PRPs). The site has three “Operable Units.” At September 30, 2004, we had accrued a total of $5 for future work at Units 1
(off-site soil contamination) and 2 (on-site soil contamination), based on the remediation that has already been
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performed at Unit 1 and further work ordered by EPA in August 2004, the possible remedial alternatives identified by the United States Environmental
Protection Agency (EPA) for Unit 2, and our assessment of the likely allocation of remediation costs for these Units among the PRPs. This accrual represents
the lower end of the range of equally probable outcomes that we anticipated at the end of the third quarter of 2004. No amounts were accrued for Unit 3
(possible groundwater contamination), since no site investigation for this Unit has been conducted and we cannot predict whether there will be a need for
remedial action related to the Unit. On September 30, 2004, the EPA issued a Record of Decision (ROD) for Unit 2 proposing a remedy with an estimated
cost of $69. We are reviewing the ROD with our technical and legal consultants. We will determine whether to change our accrual for the site after we
complete this review, taking into consideration the remedy selected in the ROD and other alternatives, the enforceability of the ROD, the participation of the
other PRPs and other relevant factors. We are also engaged in discussions with our insurance carrier concerning coverage for this matter.

Other Liabilities — Some former CCR members have defaulted on the payment of their shares of some of the CCR-negotiated settlements in connection with
asbestos-related product liability claims and some of the settling claimants are seeking payment of the unpaid shares from Dana and the other companies that
were members of the CCR at the time of the settlements. We have been working with the CCR, other former CCR member companies, our insurers and the
claimants to resolve these issues. At September 30, 2004, we estimated our total liability related to these matters to be approximately $49 and the amount
recoverable to be $30. To date, we have paid $46 in connection with these claims. These amounts compare to a total estimated liability of $48, a recoverable
of $30 and actual payments of $24 recorded at December 31, 2003. These amounts take into account the current status of negotiations with our insurers,
including the status of alternate dispute resolution proceedings and consultations with outside counsel.

Assumptions — The amounts recorded for contingent asbestos-related liabilities and recoveries are based on assumptions and estimates derived from our
historical experience and current information. If our assumptions about the nature of the pending unresolved bodily injury claims and the claims relating to
the CCR-negotiated settlements, the costs to resolve those claims and the amount of available insurance and surety bonds prove to be incorrect, the actual
amount of our liability for asbestos-related claims and the effect on the company could differ materially from our current expectations.

Critical Accounting Estimates

General

     The preparation of interim financial statements involves the use of certain estimates that differ from those used in the preparation of the annual financial
statements, the most significant of which relates to income taxes. For purposes of preparing our interim financial statements we utilize an estimated annual
effective tax rate for ordinary items that is re-evaluated each period based on changes in the components used to determine the annual effective rate. When
such changes are significant, adjustments to the effective annual rate are reflected in the interim period. During the third quarter of 2004, we recorded a $7
benefit as a result of adjusting our estimated annual effective tax rate.
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Accounting Changes

     As discussed in Note 2 to the condensed consolidated financial statements, we adopted new accounting pronouncements as of January 1, 2004, including
the adoption of FASB Staff Position FAS106-2 retroactively to January 1, 2004. These pronouncements did not have a material effect on our financial
position as of January 1, 2004 or our results of operations or cash flows for the nine months ended September 30, 2004. However, the retroactive application
of FSP FAS106-2 resulted in a restatement of our results of operations for the first and second quarters of 2004, increasing net income in each period by $2.
Our critical accounting estimates, as described in our 2003 Form 10-K, were not materially affected by the new pronouncements.

Retiree Benefits

     We use several key assumptions to determine our obligation, funding requirements and expense under defined benefit retirement plans. These key
assumptions include the long-term estimated rate of return on plan assets and the interest rate used to discount the pension obligations. In addition, we
consider the market related value of pension fund assets. Our assumptions were last revised in December 2003. Long-term interest rates, which are used to
determine the discount rate, declined in 2003 and have continued to do so in 2004. As a result, we believe that an increase will occur in the amount of our
pension obligation, as well as our future pension expense, when we make our next determination. The assumptions that will be used to determine our pension
obligation at December 31, 2004 and the expense for 2005 will be finalized in December 2004.

     Using a discount rate of 5.75%, a rate that is 50 basis points lower than the rate used at December 31, 2003, would yield the following changes for our
domestic plans: (1) an after-tax charge to shareholders’ equity in the range of $125 to $150 to adjust minimum pension liability at December 31, 2004,
assuming no further change in our September 1, 2004 pension plan assets through December 31, 2004; and (2) a change in pre-tax pension cost from an
expense of approximately $10 in 2004 (before curtailment or settlement adjustments) to an expense ranging from $25 to $30 in 2005. The cash requirement
for 2005 would be comparable to the $33 in 2004. For our international defined benefit plans, the impact of changes in key assumptions would not be of the
same magnitude as the domestic plans. The ultimate impact on our financial condition and results of operations will depend on the assumptions actually used
and on the actual rate of return on plan assets. Upon the completion of the planned sale of our aftermarket business, we expect to utilize a portion of the
proceeds from such sale to make additional contributions to fund certain of our pension obligations, which would generally offset the effects of lowering the
discount rate.

     Obligations and expense of medical and life insurance benefits provided to certain retired employees under post retirement benefit plans will also be
impacted by changes in assumptions. Using a discount rate more reflective of current rates would decrease expense slightly in 2005 when compared to 2004.
The ultimate impact on the financial condition and results of operations will depend on the assumptions actually used, including the healthcare cost trend
rates, among others.

Restatement of Gross and Operating Margins

     In the third quarter of 2004, we adopted FASB Staff Position FAS No. 106-2, “Accounting and Disclosure Requirements Related to the Medicare
Prescription Drug, Improvement and Modernization Act of 2003.” We adopted this guidance retroactively to January 1, 2004 and have accordingly restated
our results of operations for the first two quarters of 2004. Additionally, the SBU operating ratios in our Form 10-Q for the period ended June 30, 2004 were
not prepared on a comparable basis as that used in this Form 10-Q, (see margin data for the periods ended September 30, 2004, under Results of Operations
below) or in the Form 10-Q for the period ended March 31, 2004. Whereas intercompany sales were included in the sales base for purposes of calculating the
SBU operating ratios in the first and third quarters, they were not included in the sales base for the second quarter. The following tables reflect the impact of
the restatement for FASB Staff Position FAS No. 106-2 and the adjustment for the inclusion of intercompany sales on the gross and operating margin ratios
for the three and six months ended June 30, 2004.

Gross and Operating Margin Analysis

                 
Three Months Ended June 30,  As a Percentage of Sales     
   Increase /  %
  2004  2003  (Decrease)  Change
  
Gross Margin:                 

ASG   9.50%   8.93%   0.57%   6.38%
HVTSG   12.86%   11.77%   1.09%   9.26%

Consolidated   9.88%   8.65%   1.23%   14.22%
Selling, general and administrative expenses:                 

ASG   3.79%   4.36%   (0.57)%   (13.07)%
HVTSG   5.49%   5.96%   (0.47)%   (7.89)%

Consolidated   5.29%   7.02%   (1.73)%   (24.64)%
Operating margin:                 

ASG   5.72%   4.57%   1.15%   25.16%
HVTSG   7.37%   5.81%   1.56%   26.85%

Consolidated   4.58%   1.63%   2.95%   180.98%
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Gross and Operating Margin Analysis

                 
Six Months Ended June 30,  As a Percentage of Sales     
   Increase /  %
  2004  2003  (Decrease)  Change
  
Gross Margin:                 

ASG   9.29%   9.02%   0.27%   2.99%
HVTSG   12.67%   11.78%   0.89%   7.56%

Consolidated   9.40%   8.75%   0.65%   7.43%
Selling, general and administrative expenses:                 

ASG   3.81%   4.46%   (0.65)%   (14.57)%
HVTSG   5.65%   6.25%   (0.60)%   (9.60)%

Consolidated   5.54%   6.95%   (1.41)%   (20.29)%
Operating margin:                 

ASG   5.48%   4.57%   0.91%   19.91%
HVTSG   7.02%   5.53%   1.49%   26.94%

Consolidated   3.86%   1.80%   2.06%   114.44%

     The text accompanying the tables within the Results of Operations in our Form 10-Q for the three months ended June 30, 2004 continues to be appropriate,
with one exception. The change in the ASG gross margin for the six months ended June 30, 2004, which was described as “a modest year-over-year decline,”
is in fact a modest increase.

Results of Operations (Third Quarter 2004 versus Third Quarter 2003)

     Our manufacturing operations are organized into market-focused strategic business units. Our SBUs are Automotive Systems Group (ASG) and Heavy
Vehicle Technologies and Systems Group (HVTSG). In March 2004, we combined the ASG and the Engine and Fluid Management Group (EFMG) under the
ASG name. In December 2003, we announced our intention to sell substantially all of our automotive aftermarket business, which had been reported in prior
periods as the Automotive Aftermarket Group (AAG) business segment. We have classified this business as a discontinued operation. The results of the
discontinued operations are discussed more fully in a subsequent section. Our segment reporting for all periods has been restated to reflect these changes.
After these changes, our segments are ASG, HVTSG and DCC.

     Sales of our continuing operations by region for the third quarter of 2004 and 2003 were as follows:

                             

                  
Dollar Change Due To

  Three Months                  Organic
  Ended September 30,  Dollar  %  Currency Acquisitions/ Change &

  
2004

 
2003

 
Change

 
Change

 
Effects

 
Divestitures

 
Other

North America  $1,383  $1,289  $ 94   7% $ 8      $ 86 
Europe   408   336   72   21%  31   (1)   42 
South America   171   122   49   40%  3       46 
Asia Pacific   152   133   19   14%  8       11 
   

 
   

 
   

 
       

 
   

 
   

 
 

  $2,114  $1,880  $234   12% $50  $ (1)  $185 
   

 
   

 
   

 
       

 
   

 
   

 
 

     Organic change is the residual change in sales after excluding the effects of acquisitions, divestitures and currency movements. The strengthening of
certain international currencies against the U.S. dollar since the third quarter of 2003 played a significant role in increasing our 2004 sales. In North America,
the stronger Canadian dollar was the primary factor. In Europe, the euro and the British pound strengthened, while in Asia Pacific the increase was led by the
Australian dollar.

     Organic growth in North America resulted primarily from new business programs which came on stream and from higher production levels in the
commercial vehicle market. North American light vehicle production in the third quarter of 2004 was relatively flat when compared to the third quarter of
2003. Similar to the first half of 2004, passenger car production was down while the light truck segment — which is our primary light-duty market — was up.
The increase in light truck production in the third quarter was about 2% when compared to the third quarter of 2003. Our North American sales also benefited
from higher year-over-year production levels in both the medium-duty and heavy-duty commercial vehicle markets. The Class 8 commercial vehicle market
in North America experienced an increase in production to approximately 62,000 units in the third quarter of 2004 from 46,000 units in the same period in
2003. While not as significant as in the Class 8 segment, growth in the medium-duty segment was also strong as unit production increased around 20% from
the same period last year.

     In Europe, the organic sales growth was primarily in our off highway operation of HVTSG. Higher sales here were a result of strengthening agricultural
and construction
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markets, along with new customer programs. In South America, the organic sales increase reflects new business in ASG as well as stronger light vehicle
production.

     Sales by segment for 2004 and 2003 are presented in the following table. DCC did not record sales in either year. The “Other” category in the table
represents facilities that have been closed or sold and operations not assigned to the SBUs, but excludes discontinued operations.

Strategic Business Unit Sales Analysis

                             

                  
Dollar Change Due To

  Three Months                  Organic
  Ended September 30,  Dollar  %  Currency Acquisitions/  Change &

  
2004

 
2003

 
Change

 
Change

 
Effects

 
Divestitures

 
Other

ASG  $1,535  $1,392  $143   10% $37      $106 
HVTSG   562   471   91   19%  12   (1)   80 
Other   17   17   —   —%  1       (1)
   

 
   

 
   

 
       

 
   

 
   

 
 

  $2,114  $1,880  $234   12% $50  $(1)  $185 
   

 
   

 
   

 
       

 
   

 
   

 
 

     ASG principally serves the light vehicle market, with some driveshaft sales to the original equipment commercial vehicle market. New business gains were
the primary driver of organic growth in the ASG, due in part to new structural content on Ford’s F-series pickup and General Motors’ Colorado/Canyon
pickup. Our axle and driveshaft businesses also contributed with new content on light vehicles produced by BMW and Nissan. Sales also benefited from
increased production levels, as ASG’s primary market — the North American light truck market — was up about 2% compared to the third quarter of last
year.

     HVTSG focuses on the commercial vehicle and off highway markets. More than 90% of HVTSG’s sales are in North America and Europe. In the
commercial vehicle markets in both North America and Europe, production levels were much stronger, with the North American Class 8 and medium-duty
segments being up significantly, as previously noted. Partially offsetting the overall market increase in the commercial vehicle sector were lower sales
resulting from a discontinued program with Mack Truck. In off highway, global production levels in our key market segments, including construction,
agricultural and material handling, are up about 5% in 2004. Most of our sales are in North America and Europe where certain segments are experiencing
even higher production demands. Our off highway business is also benefiting from new customer programs which added to current year sales.

     Pre-tax losses of $50, including $21 of impairment charges, incurred in connection with DCC asset sales more than offset revenue from lease financing
and other income, resulting in net other expense of $7 in the third quarter of 2004 compared to income of $41 in the same period in 2003. Lease revenue
declined $6 as a result of lower asset levels in our DCC operations where our program of asset divestiture continues. The after-tax effect of the DCC sales,
including tax benefits due to the utilization of capital loss carryforwards, increased net income by $2 for the third quarter of 2004.

     An analysis of our 2004 and 2003 gross and operating margins and selling, general and administrative expense is presented in the following table.

36



Table of Contents

Gross and Operating Margin Analysis

                 

  
As a Percentage of Sales

 Increase /  %
Three Months Ended September 30,

 
2004

 
2003

 
(Decrease)

 
Change

Gross Margin:                 
ASG   7.47%   8.53%   (1.06)%   (12.43)%
HVTSG   12.68%   12.93%   (0.25)%   (1.93)%

Consolidated   7.69%   7.91%   (0.22)%   (2.78)%
Selling, general and administrative expenses:                 

ASG   3.76%   4.02%   (0.26)%   (6.47)%
HVTSG   5.75%   5.84%   (0.09)%   (1.54)%

Consolidated   5.85%   6.10%   (0.25)%   (4.10)%
Operating margin:                 

ASG   3.71%   4.51%   (0.80)%   (17.74)%
HVTSG   6.94%   7.09%   (0.15)%   (2.12)%

Consolidated   1.84%   1.81%   0.03%   1.66%

     In the ASG, the reduction in gross margins was due in large part to a year over year increase in steel costs of $21. Outside North America, ASG has had
some success recovering higher steel costs from customers. However, the major North American automotive companies have generally resisted accepting any
price increases associated with steel surcharges. Adjusting for the higher steel costs, ASG’s gross margins in 2004 would have been 8.86%. Favorably
impacting margins in the quarter were higher overall sales and lower start-up costs in our structures business where a number of major programs like the Ford
F-150 and GM Colorado/Canyon pickups were in early launch phases during the second half of 2003.

     The underlying improvement in HVTSG margins year over year from higher production in the commercial vehicle market is not readily apparent.
HVTSG’s results in last year’s third quarter benefited by a reduction to expense of $10 due to adjusting provisions previously established for closing the
operation’s Lugoff, South Carolina facility. HVTSG’s margins in 2004 were negatively impacted by steel cost, net of recoveries, of $5. Excluding these items
from the calculation of gross margin in both years, quarterly gross margin would have improved from 10.9% in 2003 to 13.8% in 2004.

     Consolidated selling, general and administrative (SG&A) expenses of $123 in the third quarter of 2004 were up from $115 in the comparative period in
2003. SG&A expenses within our manufacturing operations, which remained flat as a percentage of sales, increased in absolute dollars during the quarter.
Within DCC, a $10 reduction in SG&A resulted from the gradual phase-out of our leasing operations.

             
          Dollar

  
2004

 
2003

 
Change

Income (loss) before income taxes  $(33)  $20  $(53)

     The positive effects of higher sales were more than offset by higher steel costs, interest expense and SG&A expenses. The increase in interest expense in
the third quarter of 2004 is due to a $10 adjustment to accrued interest related to our accounts receivable securitization program, partially offset by both lower
average interest rates and lower average debt outstanding. Additionally, as noted previously, DCC asset sales in 2004, although profitable on an after-tax
basis, generated pre-tax losses that were
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reported on the other income line. The net result was a decrease in income before taxes of $53 in 2004 when compared to the third quarter of last year.

             
          Dollar

  
2004

 
2003

 
Change

Income tax benefit  $81  $13  $68 

     We recognized income tax benefits in the third quarter of both 2004 and 2003 that resulted in net tax provisions that were far more favorable than would be
expected at the U.S. statutory rate of 35%. The income tax benefit of $81 reported for the third quarter of 2004 was $69 more than the amount derived by
applying a 35% rate. For the same period in 2003, the income tax benefit of $13 was $20 more favorable than an anticipated expense provision of $7 derived
by applying a 35% rate. The most significant favorable impacts are related to a capital loss generated in 2002 in connection with the sale of one of our
subsidiaries. Since the benefit of these losses can only be realized by generating capital gains, a valuation allowance was recorded against the deferred tax
asset representing the unused capital loss benefit. The valuation allowance is subsequently reduced when transactions generating capital gains occur, or are
more likely than not to occur. The estimated annual effective tax rate estimated for interim tax purposes does not include any estimate for the utilization of the
capital loss carryforward because we treat qualifying asset sales as discrete events. During the third quarter of 2004, we released $57 of the valuation
allowance against our capital loss carryforward due primarily to the sale of certain DCC assets and the carryback of capital losses to prior years resulting from
the settlement of certain outstanding tax issues. Additionally, a tax benefit of $9 was recorded in connection with adjustments associated with the finalization
of prior-year tax returns and $7 was credited to income tax benefit as a result of modifying our estimated annual effective tax rate during the third quarter.
During the third quarter of 2003, $17 of the valuation allowance was released due to DCC asset sales or sales that were more likely than not to occur.

     Similarly, deferred tax assets relating to net operating losses generated in certain jurisdictions where realization is not more likely than not to occur are
offset by valuation allowances. As income is forecasted in these jurisdictions, the income tax benefit is included as a component of the estimated annual
effective tax rate applied in interim periods.

             
          Dollar

  
2004

 
2003

 
Change

Equity in earnings of affiliates  $6  $5  $ 1 

     Equity earnings were essentially flat in the third quarter of 2004 when compared to the same period in 2003.
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Results of Operations (Nine Months 2004 versus Nine Months 2003)

     Sales of our continuing operations by region for the first nine months of 2004 and 2003 were as follows:

Geographical Sales Analysis

                             

                  
Dollar Change Due To

  Nine Months                  Organic
  Ended September 30,  Dollar  %  Currency Acquisitions/  Change &

  
2004

 
2003

 
Change

 
Change

 
Effects

 
Divestitures

 
Other

North America  $4,554  $4,085  $469   11% $ 38      $431 
Europe   1,288   1,074   214   20%  119   (5)   100 
South America   454   315   139   44%  19       120 
Asia Pacific   460   394   66   17%  49   (21)   38 
   

 
   

 
   

 
       

 
   

 
   

 
 

  $6,756  $5,868  $888   15% $225  $(26)  $689 
   

 
   

 
   

 
       

 
   

 
   

 
 

     The strengthening of certain international currencies against the U.S. dollar versus year-ago rates played a significant role in increasing our 2004 sales,
adding nearly 4%. In North America, the stronger Canadian dollar was the primary factor. In Europe, the euro and the British pound strengthened, while in
Asia Pacific the increase was led by the Australian dollar.

     North American light vehicle production in the first nine months of 2004 was relatively flat when compared to the same period in 2003. While passenger
car production declined, the light truck segment was up about 4%. Our North American sales also benefited from higher year-over-year production levels in
both the medium-duty and heavy-duty commercial vehicle markets. The Class 8 commercial vehicle market in North America experienced an increase in
production to approximately 180,000 units in 2004 from 126,000 units in 2003. Also contributing to our sales growth in North America were a number of new
vehicle programs which had come on stream since the middle of 2003.

     Elsewhere in the world, stronger off highway production was the primary factor driving higher organic sales in Europe as light vehicle production was
nearly flat. New business programs with off highway customers also contributed to the European sales growth. In South America, domestic volumes began to
strengthen as exports to the U.S. drove volumes higher when compared to last year and sales also benefited from new business programs in ASG. The organic
sales growth in Asia Pacific related primarily to net new business gains in the light vehicle market by ASG.

     Sales by segment for 2004 and 2003 are presented in the following table. DCC did not record sales in either year. The “Other” category in the table
represents facilities that have been closed or sold and operations not assigned to the SBUs, but excludes discontinued operations.
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Strategic Business Unit Sales Analysis

                             

                  
Dollar Change Due To

  Nine Months                  Organic
  Ended September 30,  Dollar  %  Currency  Acquisitions/  Change &

  
2004

 
2003

 
Change

 
Change

 
Effects

 
Divestitures

 
Other

ASG  $4,966  $4,396  $570   13% $174  $(23)  $419 
HVTSG   1,732   1,425   307   22%  48   (3)   262 
Other   58   47   11   23%  3       8 
   

 
   

 
   

 
       

 
   

 
   

 
 

  $6,756  $5,868  $888   15% $225  $(26)  $689 
   

 
   

 
   

 
       

 
   

 
   

 
 

     ASG principally serves the light vehicle market, with some driveshaft sales to the original equipment commercial vehicle market. New business gains were
the primary driver of organic growth in the ASG, due in part to new structural content on Ford’s F-series pickup and General Motors’ Colorado/Canyon
pickup. Our axle and driveshaft businesses also contributed with new content on SUVs produced by BMW and Nissan. Sales also benefited from increased
production levels, as ASG’s primary market — the North American light truck market — was up about 4% compared to the same period last year.

     HVTSG focuses on the commercial vehicle and off highway markets. This group’s sales are predominantly in North America and Europe. In the
commercial vehicle markets in both North America and Europe, production levels were much stronger, with the North American Class 8 segment being up by
more than 40%. Overall, off highway production levels have also been strong this year. In North America, construction and agriculture markets are up more
than 10%, while the European construction market is up about 5%. New programs with off highway customers are also contributing to higher 2004 sales.

     Revenue from lease financing and other income was $32 in the first nine months of 2004 compared to $113 in the same period in 2003. Lease revenue
continues to decline as we divest assets in our DCC operation. Other income in 2004 included $44 of pre-tax losses and $21 of impairment charges related to
the sales of DCC assets. Similar to our experience in this year’s third quarter, these losses were more than offset by tax benefits realized on the underlying
transactions.

     An analysis of our 2004 and 2003 gross and operating margins and selling, general and administrative expense is presented in the following table.

40



Table of Contents

     Gross and Operating Margin Analysis

                 

  
As a Percentage of Sales

 Increase /  %
Nine Months Ended September 30,

 
2004

 
2003

 
(Decrease)

 
Change

Gross Margin:                 
ASG   8.73%   8.86%   (0.13)%   (1.47)%
HVTSG   12.68%   12.16%   0.52%   4.28%

Consolidated   8.87%   8.48%   0.39%   4.60%
Selling, general and administrative expenses:                 

ASG   3.79%   4.31%   (0.52)%   (12.06)%
HVTSG   5.68%   6.11%   (0.43)%   (7.04)%

Consolidated   5.64%   6.68%   (1.04)%   (15.57)%
Operating margin:                 

ASG   4.94%   4.55%   0.39%   8.57%
HVTSG   7.00%   6.05%   0.95%   15.70%

Consolidated   3.23%   1.80%   1.43%   79.44%

     During the first nine months of 2004, we experienced a year-over-year decline in gross margin in ASG. The impact of higher steel costs net of customer
recoveries during the 2004 period was $33. Excluding these costs, gross margin would have been 9.38%. Other factors in ASG that reduced gross margins
during the first nine months of 2004 were higher pension and healthcare costs and customer price reductions.

     The strutures business continues to negatively impact ASG’s margins. Significant front-end costs are normal in this business but 2003 was atypical in that
we launched a greater number of major programs in the year than is normal for us. Some of these were major programs with large volumes - including the
new Ford F-150 pickup (the highest selling pickup in North America) and the General Motors Colorado/Canyon pickup — and the start-up costs were
proportionately higher. Certain of these major programs experienced launch difficulties that resulted in higher than planned start-up costs during the second
half of 2003 and into 2004.

     The benefits realized from prior restructuring initiatives, outsourcing of non-core manufacturing and other cost reduction initiatives and the margin
associated with higher sales volume were not sufficient to offset the increased costs noted above.

     The improvement in HVTSG’s gross margin in the first nine months of 2004 was due primarily to organic growth, which accounted for 85% of the
increase in sales. The impact of higher steel costs net of customer recoveries during the period was $11. Excluding these costs, gross margin would have been
approximately 13.4%. Other factors in HVTSG that reduced gross margins during the first nine months of 2004 were higher pension and healthcare costs.

     The $381 total of consolidated selling, general and administrative (SG&A) expenses in the first nine months of 2004 is down $11 from the comparative
period in 2003. Exclusive of DCC, SG&A expenses were up $17, including a $13 increase due to the exchange effects of a weaker U.S. dollar against our
major international currencies. As a percentage of sales, SG&A expenses in our manufacturing businesses dropped from 6.7% in the first nine months of 2003
to 5.6% in 2004. SG&A expenses associated with our DCC operations decreased $39 as we continue to divest the related assets.
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          Dollar

  
2004

 
2003

 
Change

Income before income taxes  $82  $50  $32 

     The positive effects of higher sales and improved gross margins combined with reduced interest expense to more than offset the drop in lease and other
revenues. The net result was an improvement in income before taxes of $32 in 2004 when compared to the first nine months of last year. Interest expense
decreased $5 in the first nine months of 2004. The benefits of both lower average interest rates and lower average debt outstanding were partially offset by the
$10 third-quarter adjustment to interest expense.

             
          Dollar

  
2004

 
2003

 
Change

Income tax benefits  $78  $34  $44 

     We experienced income tax benefits in the first nine months of both 2004 and 2003 that resulted in net tax provisions that were far more favorable than
would be expected by applying the U.S. statutory rate of 35%. The net tax benefit of $78 reported for the first nine months of 2004 was $107 more favorable
than the expense that would have been derived by applying the 35% rate. For the first nine months of 2003, the net tax benefit of $34 was $52 more favorable
than an expense provision of $18 derived by applying the 35% rate. The favorable impacts resulted primarily from a capital loss generated in 2002 in
connection with the sale of one of our subsidiaries. Since the benefit of these losses can only be realized by generating capital gains, a valuation allowance
was recorded in 2002 against the related deferred tax asset. The valuation allowance is subsequently reduced when transactions generating capital gains occur
or are more likely than not to occur. The estimated annual effective tax rate estimated for interim tax purposes does not include any estimate for the utilization
of the capital loss carryforward because we treat qualifying asset sales as discrete events. During the first nine months of 2004, we released $87 of the
valuation allowance provided on the deferred tax asset related to our capital loss carryforward due to the sale of certain DCC assets and the settlement of
certain outstanding tax issues. We also recorded benefits of $9 in connection with adjustments associated with the finalization of prior-year tax returns.
During the first nine months of 2003, $42 of the valuation allowance was released due to DCC asset sales.

     Similarly, deferred tax assets relating to net operating losses generated in certain jurisdictions where realization is not more likely than not to occur are
offset by valuation allowances. As income is forecasted in these jurisdictions, the income tax benefit is included as a component of the estimated annual
effective tax rate applied in interim periods.

             
          Dollar

  
2004

 
2003

 
Change

Equity in earnings of affiliates  $27  $39  $(12)
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     Equity earnings declined $12 in the first nine months of 2004 when compared to the same period of 2003. DCC’s equity affiliates accounted for
substantially all of the change.

Discontinued Operations

     During 2003 our discontinued operations included the Engine Management business, the sale of which was completed in the second quarter of 2003, and
one plant of the Boston Weatherhead Division, which was closed in early 2003. In December 2003, we announced plans to divest substantially all of our
automotive aftermarket business. At September 30, 2004, the automotive aftermarket business remained unsold and continued to be accounted for as a
discontinued operation under SFAS No. 144. An analysis of the net sales and the income (loss) from discontinued operations of these businesses for the third
quarter of 2004 and 2003 follows:

             
      Change   
      Between   

  
2004

 
Periods

 
2003

Net Sales:             
Automotive Aftermarket  $540  $ 10  $530 
   

 
   

 
   

 
 

Total Discontinued Operations  $540  $ 10  $530 
   

 
   

 
   

 
 

Income (Loss) from Discontinued Operations:             
Automotive Aftermarket  $ (5)  $(29)  $ 24 
Engine Management   (6)   (6)     
   

 
   

 
   

 
 

Total Discontinued Operations  $ (11)  $(35)  $ 24 
   

 
   

 
   

 
 

     Total sales of discontinued operations for the third quarter of 2004 are 2% higher than in the same period a year earlier. The results for the third quarter of
2004 reflect unusual charges of $30 after tax. Included is a $20 tax charge to reinstate the valuation allowances on the capital loss carryforwards. During the
second quarter of this year, we recognized a $20 tax benefit relating to the sale of the aftermarket business based on our assessment at that time that we would
more likely than not be able to use a portion of a capital loss carryforward that had been fully reserved. Based on our current assessment of the transaction,
recognition of this tax benefit is no longer warranted. Additionally, $10 in after-tax charges were taken primarily to recognize costs associated with
warehouses retained as part of the sale of the Engine Management business and to recognize transaction costs associated with the aftermarket sale.

     Excluding the $30 of unusual charges, income from discontinued operations would have been $19 in the third quarter of 2004. The $6 after-tax effect of
higher steel costs is the primary reason that income from discontinued operations declined by $5 when compared to the same period in 2003.

43



Table of Contents

     An analysis of the net sales and the income (loss) from discontinued operations of these businesses for the first nine months of 2004 and 2003 follows:

             
      Change   
      Between   

  
2004

 
Periods

 
2003

Net Sales:             
Automotive Aftermarket  $1,607  $ 82  $1,525 
Engine Management       (142)   142 
Boston Weatherhead       (13)   13 
   

 
   

 
   

 
 

Total Discontinued Operations  $1,607  $ (73)  $1,680 
   

 
   

 
   

 
 

Income (Loss) from Discontinued Operations:             
Automotive Aftermarket  $ 43  $ 2  $ 41 
Engine Management   (6)   —   (6)
   

 
   

 
   

 
 

Total Discontinued Operations  $ 37  $ 2  $ 35 
   

 
   

 
   

 
 

     Sales in the automotive aftermarket were up 5% compared to last year, while income from discontinued operations is up $2. The improvement in net
income was due primarily to margin on higher sales, which more than offset the reduction of income due to higher steel costs and the unusual charges which
occurred primarily in the third quarter.

Forward-Looking Information

     Forward-looking statements in this report are indicated by words such as “anticipates,” “expects,” “believes,” “intends,” “plans,” “estimates,” “projects”
and similar expressions. These statements represent our expectations based on current information and assumptions. Forward-looking statements are
inherently subject to risks and uncertainties. Our actual results could differ materially from those which are anticipated or projected due to a number of
factors. These factors include national and international economic conditions; adverse effects from terrorism or hostilities; the strength of other currencies
relative to the U.S. dollar; increases in commodity costs, including steel, that cannot be recouped in product pricing; changes in business relationships with
our major customers and in the timing, size and continuation of their programs; the ability of our customers and suppliers to achieve their projected sales and
production levels; competitive pressures on our sales and pricing; the continued success of our cost reduction and cash management programs and of our
long-term transformation strategy for the company; the success and timing of the divestiture of the automotive aftermarket business; and other factors set out
elsewhere in this report, including those discussed under the captions Financing Activities and Contingencies within Liquidity and Capital Resources.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

     There have been no material changes to our exposures to market risk since December 31, 2003.

     The financing activities of the first nine months of 2004 are described in Management’s Discussion and Analysis of Financial Condition and Results of
Operations within this Form 10-Q.

ITEM 4. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures – Our Chief Executive Officer (CEO) and Chief Financial Officer (CFO) have evaluated Dana’s disclosure controls and
procedures, as defined in the SEC rules, as of the end of the third quarter and have concluded that such controls and procedures are effective in providing
reasonable assurance that material information relating to Dana and its consolidated subsidiaries was made known to them during the period covered by this
report.

Internal Controls – Our CEO and CFO are responsible for the accuracy of the financial information that is presented in this report. To meet their
responsibility for financial reporting, they have established internal control procedures which they believe are adequate to provide reasonable assurance that
Dana’s financial statements are reliable and prepared in accordance with generally accepted accounting principles in the United States and that the company’s
assets are protected from loss. These procedures are reviewed by Dana’s internal auditors in order to monitor compliance and by the independent auditors as
necessary to support their audit work. In addition, our Audit Committee, which is composed entirely of independent directors, meets regularly with
management, our internal auditors and the independent auditors to review accounting, auditing and financial matters. The Audit Committee and the
independent auditors have free access to each other, with or without management being present.

     During the third quarter of 2004 testing of controls at our significant operating facilities was completed for both financial and information systems (I.S.)
controls. We are in the process of remediating the exceptions found and conducting re-tests where necessary to ensure that proper controls are in place. Those
exceptions identified as having the most significance will be given priority in terms of re-testing. The most frequent exceptions have been found in the area of
account reconciliations, formal review and approvals, segregation of duties, and documentation. Limited testing of corporate level controls has been done.
Corporate level controls will be tested during the fourth quarter and some testing may need to be done in early 2005. Management is continuously assessing
the results of testing to determine if exceptions that have not been remediated might rise to the level of significant deficiencies or represent a material
weakness. The results of corporate level control testing and exceptions that have not been remediated will be considered at year end to determine whether
significant deficiencies or a material weakness exists at that time.

     There were no changes in Dana’s internal controls over financial reporting identified in connection with the evaluation by the CEO and CFO that occurred
during Dana’s third quarter that have materially affected or are reasonably likely to materially affect Dana’s internal controls over financial reporting.
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PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

     We are a party to various pending judicial and administrative proceedings arising in the ordinary course of business. These include, among others,
proceedings based on product liability claims and alleged violations of environmental laws. We have reviewed our pending judicial and legal proceedings,
including the probable outcomes, reasonably anticipated costs and expenses, availability and limits of our insurance coverage and our established reserves for
uninsured liabilities. We do not believe that it is reasonably possible that any losses from these matters, to the extent they exceed the recorded liabilities, will
have a material adverse effect on our liquidity, financial condition or results of operations.

Environmental Proceedings — Since our report for the quarter ended June 30, 2004, there have not been any material developments in our previously reported
environmental proceedings or any new environmental proceedings involving governmental agencies that are required to be reported in this report.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

         
  Total  Average
  Number of  Price
  Shares  Paid per

Period
 

Purchased
 

Share

July 2004   12,358  $18.64 
August 2004         
September 2004   945   16.70 
   

 
   

 
 

   13,303  $18.50 
   

 
   

 
 

     The above shares were repurchased in connection with (1) the vesting of restricted stock grants to satisfy the required payment of withheld income taxes
and (2) the exercise of stock options to satisfy the payment of the exercise price and/or withheld income taxes.
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ITEM 5. OTHER INFORMATION

     On October 20, 2004, we filed our third-quarter press release and supporting financial schedules, along with the slides from our conference call held that
day, on Form 8-K. These financial schedules and slides included financial information of Dana Corporation, with Dana Credit Corporation (DCC), a wholly
owned subsidiary, presented on an equity basis. This format conforms to the information presented and discussed in the segment disclosures included in our
quarterly and annual financial statements. DCC’s financial business is not homogeneous with our manufacturing operations, its financing activities do not
support the sales of our other operating segments and its performance measures are inconsistent with those of our other operating segments. The presentation
of our financial information with DCC shown as our equity affiliate is not in accordance with accounting principles generally accepted in the United States.
Accordingly, all such information presented in this manner is fully reconciled in supplementary schedules included in the Form 8-K report.

ITEM 6. EXHIBITS

     The Exhibits listed in the “Exhibit Index” at page 49 are filed with or furnished as a part of this report. Exhibit Nos. 10-D(2), L(1) and 10-O are
management contracts.
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SIGNATURE

     Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned hereunto duly authorized.

   
 DANA CORPORATION

   
Date: November 9, 2004  /s/ Robert C. Richter

 
 

 Robert C. Richter
 Chief Financial Officer
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EXHIBIT INDEX

     
NO.  DESCRIPTION  METHOD OF FILING
10-D(2) Second Amendment to Director Deferred Fee Plan  Filed with this report
     
10-L(1)

 
First Amendment to Change of Control Severance Plan

 
Filed by reference to Exhibit 99.1 to our Form 8-K filed on
October 25, 2004

     
10-O

 
Separation Agreement, General Release and Covenant Not to Sue between
Dana Corporation and M. A. Franklin  

Filed with this report

     
10-P

 

Amendment No. 1, dated as of November 1, 2004, to the Stock and Asset
Purchase Agreement, dated as of July 8, 2004, by and between Affinia Group
Inc. and Dana Corporation  

Filed by reference to Exhibit 99.1 to our form 8-K filed on
November 2, 2004

     
31-A  Rule 13a-14(a)/15d-14(a) Certification by Chief Executive Officer  Filed with this report
     
31-B  Rule 13a-14(a)/15d-14(a) Certification by Chief Financial Officer  Filed with this report
     
32  Section 1350 Certifications  Furnished with this report
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                                                                 Exhibit 10-D(2) 
 
                             SECOND AMENDMENT TO THE 
                   DANA CORPORATION DIRECTOR DEFERRED FEE PLAN 
 
Pursuant to resolutions of the Board of Directors adopted on July 22, 2003, and 
April 20, 2004, the Dana Corporation Director Deferred Fee Plan (the "Plan") is 
amended as follows. 
 
1.       The first three paragraphs of Section 4.1 of the Plan are deleted in 
         their entirety and the following four paragraphs are inserted in their 
         place: 
 
                  4.1. FORM OF DISTRIBUTION. At any time on or before the date 
         which is twelve months prior to the first distribution scheduled 
         pursuant to this Section 4.1, a Director with an Account or Accounts 
         under the Plan may establish a distribution schedule pursuant to 
         election procedures prescribed by the Committee, specifying (a) that 
         distributions be made to the Director out of his Account(s) in a 
         specified number of annual installments (not exceeding ten), with the 
         first distribution to be made either (i) in the month following 
         retirement, termination of services, or the effective date of any 
         post-retirement election to convert Units pursuant to Section 3.2, or 
         (ii) in January of the first, second, or third year following 
         retirement or termination of services (all subsequent distributions 
         shall be made in January); and (b) the proportion that each such 
         installment shall bear to the dollar amount or Units credited to his 
         Accounts at the time of distribution of such installment, subject to 
         adjustment to the next higher whole Unit in the case of distributions 
         from the Stock Account. 
 
                  In the event of the death of a Director either before or after 
         retirement or termination of services, the amount then credited to his 
         Accounts shall be paid in cash in such manner as the Committee may 
         determine, regardless of the manner in which such payments would have 
         been made to the Director had he lived. 
 
                  Except as otherwise provided in this Plan, each distribution 
         in respect of a Director's Accounts shall be made (in whole or in part) 
         in shares of the Corporation's Stock, in cash, or in a combination of 
         shares of Stock and cash, at the election of the Director. Subject to 
         the last sentence of this paragraph, to the extent that a distribution 
         is to be made in Stock, the number of shares of Stock to be distributed 
         in respect of the Director's Interest Equivalent Account shall equal 
         the maximum number of whole shares of Stock which could have been 
         purchased with any accrued dollar amount in his Interest Equivalent 
         Account then being distributed, assuming a purchase price per share of 
         Stock equal to the average of the last reported daily sales prices for 
         shares of such Stock on the New York Stock Exchange-Composite 
         Transactions on each trading day during the calendar month preceding 
         the month of making such payment. Any stock distribution in respect of 
         Units from a Director's Stock Account shall be made on the basis of one 
         share of Stock for each Unit being distributed. Any dollar balance in a 
         Director's Stock Account at the time of each distribution shall be 
         carried forward until the final distribution. 
 
                  In the event that a Director has not filed a distribution 
         election as of the time of his retirement or termination of services or 
         the Committee determines in its discretion that the Director's election 
         is invalid for any reason, distribution of the dollar amounts and/or 
         Units credited to his Accounts shall be made in an immediate cash lump 
         sum to the Director. 
 
 



 
 
2.       In Schedule 1 of the Plan, Section 3.1 is amended to read in its 
         entirety as follows: 
 
                  3.1. DEFERRALS AND UNITS CREDITING. Each Director may elect to 
         have any portion (or all) of his Fees as a Director deferred by filing 
         a written election with the Corporation prior to January 1 of each Year 
         for which deferrals are to be made. Any such deferred Fees shall be 
         credited to the Director's Stock Account. In addition, in respect of 
         services performed by the Director, on each Grant Date commencing in 
         2004, each Director shall have his Stock Account credited with a number 
         of Units equivalent to the number of whole shares of Stock which could 
         have been purchased for the dollar amount of US $75,000, assuming a 
         purchase price equal to the average of the high and low trading prices 
         of the Stock on the Grant Date as reported in the New York Stock 
         Exchange-Composite Transactions. 
 
3.       In Schedule 1 of the Plan, the last paragraph of Section 3.2 is amended 
         to read in its entirety as follows: 
 
                  Following a Director's death, retirement from the Board or 
         Termination of Service, amounts credited to his Account will be 
         distributed in accordance with Section 4. 
 
4.       In Schedule 1 of the Plan, the first paragraph of Section 4.1 is 
         deleted in its entirety and the following two paragraphs are inserted 
         in its place: 
 
                  4.1. FORM OF DISTRIBUTION. All distributions shall be made 
         during the period that commences on the date of the Director's death, 
         retirement or Termination of Service and ends no later than the end of 
         the first calendar year commencing thereafter. 
 
                  At any time on or before the date which is twelve months prior 
         to the first distribution scheduled pursuant to this Section 4.1, a 
         Director with an Account under the Plan may establish a distribution 
         schedule pursuant to election procedures prescribed by the Committee, 
         specifying (a) that the distributions be made to the Director out of 
         his Account in a specified number of installments, with the first 
         distribution to be made either (i) in the month following retirement or 
         Termination of Service or (ii) in January of the first year following 
         retirement or Termination of Service, and (b) the proportion that each 
         such installment shall bear to the dollar amount or Units credited to 
         his Account at the time of distribution of such installment. 
 
5.       In Schedule 1 of the Plan, the last paragraph of Section 4.1 is amended 
         to read in its entirety as follows: 
 
                  Subject to the first paragraph of Section 4.1 of this Schedule 
         1 and notwithstanding any other provision in this Section 4 or 
         elsewhere in this Schedule 1 or the Plan, (a) in the event of a Change 
         in Control of the Corporation, there shall promptly be paid to each 
         Director with an Account under the Plan who has had a retirement or 
         Termination of Service prior to or as a consequence of the Change in 
         Control, a lump sum cash amount equal to the fair market value of one 
         share of Stock for each Unit credited to his Account, as determined at 
         the date of the Change in Control of the Corporation, and (b) the fair 
         market value of one share of Stock as of the date of the Change of 
         Control of the Corporation shall be the higher of: (i) the average of 
         the 
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         reported closing prices of the Corporation's Stock, as reported on 
         the New York Stock Exchange-Composite Transactions, for the last 
         trading day prior to the Change in Control of the Corporation and for 
         the last trading day of each of the two preceding thirty-day periods, 
         and ii) an amount equal to the highest per share consideration paid for 
         the Stock of the Corporation acquired in the transaction constituting 
         the Change in Control of the Corporation. For purposes of this 
         paragraph, a "Change in Control of the Corporation" shall have the 
         meaning set out in Section 4.2 of the Plan to which this Schedule 1 is 
         attached. 
 
 
 
 
 
6.       In Schedule 1 of the Plan, Section 9 is amended to read in its entirety 
         as follows: 
 
                  SECTION 9. EFFECTIVE DATE AND TERM. The Plan, as amended, 
         shall become effective on April 2, 2003, and shall have a ten-year term 
         commencing on such effective date and expiring on April 1, 2013. This 
         Schedule 1 will apply to any Units credited before or after such 
         effective date to the Account of a Director resident in Canada. 
 
In witness whereof, this Second Amendment is signed on behalf of the 
Corporation. 
 
                              DANA CORPORATION 
 
                              By:      /s/ R. B. Priory 
                                       ---------------- 
                                       R. B. Priory 
                                       Chairman of the Compensation Committee 
                                       of the Board of Directors 
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                                                                    Exhibit 10-O 
 
                      SEPARATION AGREEMENT, GENERAL RELEASE 
                             AND COVENANT NOT TO SUE 
 
 
This Separation Agreement, General Release and Covenant Not to Sue is entered 
into this 1st day of October, 2004, by and between Marvin A. Franklin, an 
individual residing at 3921 Brookside Rd., Toledo, Ohio 43606 ("Mr. Franklin") 
and Dana Corporation, a Virginia corporation with its principal place of 
business located at 4500 Dorr Street, Toledo, Ohio 43697 ("Dana"). 
 
 
                                    RECITALS 
 
A.       Mr. Franklin has been employed by Dana since January 1, 1975. Mr. 
         Franklin's last day as an active employee will be November 30, 2004. He 
         has been an A Group executive serving at the direction of Dana. He has 
         most recently served in the position of President, Dana International & 
         Global Initiatives. 
 
B.       As a result of a restructuring, the Company has to eliminate Mr. 
         Franklin's position. There are no other appropriate positions available 
         to Mr. Franklin within Dana. 
 
C.       Mr. Franklin and Dana have concluded that it would be in the best 
         interests of both Mr. Franklin and Dana to enter into this Separation 
         Agreement, General Release and Covenant Not to Sue (the "Agreement") in 
         order to permit Mr. Franklin to separate under mutually agreed terms. 
 
D.       In order to recognize the above-described circumstances, and without 
         either party admitting any liability to the other except for such 
         obligations as shall be hereinbelow assumed, Mr. Franklin and Dana have 
         agreed as set forth below. 
 
         NOW, THEREFORE, for value received, the receipt and sufficiency of 
which is hereby acknowledged, intending to be bound by this Agreement, the 
parties agree as follows: 
 
         1.       Employment. Mr. Franklin and Dana agree that Mr. Franklin's 
                  current duties at Dana will end, effective November 30, 2004. 
                  Mr. Franklin will receive accrued unused vacation pay in 
                  December, 2004. Dana will then pay Mr. Franklin the equivalent 
                  of twelve (12) months of his annual salary ($546,000 per year) 
                  beginning as of December 1, 2004 and his target bonus for 2005 
                  (60% of his base annual salary) (the "Separation Pay"). The 
                  Separation Pay will be paid as follows: Dana will pay Mr. 
                  Franklin in monthly payments his regular salary as of November 
                  30, 2004, of $546,000 per year, along with a portion of Mr. 
                  Franklin's 2005 target bonus divided into twelve equal 
                  installments, for a twelve (12) month period ending November 
                  30, 2005. If Mr. 
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                  Franklin has not accepted suitable employment by the end of 
                  this 12 month period and represents this to Dana in writing, 
                  then Dana will extend payments of his monthly salary until the 
                  first to occur of the acceptance of such employment by Mr. 
                  Franklin or six months, ending no later than May 31, 2006 (the 
                  "Separation Period"). For this purpose, the parties understand 
                  and agree that occasional and part-time consulting assignments 
                  for companies other than those referenced in Attachment A as 
                  well as full time work for non-profit companies or community 
                  services entities will not be considered as suitable work. The 
                  payments referenced above are inclusive of and not in addition 
                  to the ten (10) months of separation benefits to which Mr. 
                  Franklin is entitled pursuant to the Dana Income Protection 
                  Plan for Management and Certain Other Employees ("IPP"). Mr. 
                  Franklin will also be eligible for a pro-rata bonus under the 
                  Additional Compensation Plan payable in 2005 based on actual 
                  2004 performance and prorated for his actual months of service 
                  in 2004. If this incentive is earned and payment is approved 
                  by the Compensation Committee of the Board of Directors, then 
                  payment will be made to Mr. Franklin at the time 2004 
                  short-term incentive payments are made to other participants 
                  under this Plan. At the conclusion of the Separation Period, 
                  Mr. Franklin intends to retire and will submit the appropriate 
                  paperwork to effectuate his planned retirement. 
 
         2.       Employment Records. Dana's records will indicate that Mr. 
                  Franklin's employment was terminated by job elimination 
                  followed by retirement. Copies of this Agreement will be 
                  maintained in Mr. Franklin's human resources file. 
 
         3.       Availability for Assistance. Mr. Franklin shall be available 
                  to assist Dana on an as-needed basis during the period of 
                  December 1, 2004 through December 31, 2004 at no additional 
                  cost to Dana beyond the payments specified in Paragraph 1 
                  above. 
 
         4.       Payments/Consideration. Mr. Franklin shall receive the 
                  following as consideration for Mr. Franklin's acceptance and 
                  execution of this Separation Agreement, General Release and 
                  Covenant Not to Sue: 
 
                  a.       Mr. Franklin will receive as part of the Separation 
                           Pay, up to a maximum of eight months of pay (subject 
                           to all deductions currently authorized by Mr. 
                           Franklin or required by law) in excess of that to 
                           which he would otherwise be entitled under the 
                           applicable Dana IPP plan and also payments based upon 
                           his 2005 target bonus. Mr. Franklin will also receive 
                           continued health care and life insurance coverage 
                           under Dana's group benefit plans during the entire 
                           Separation Period so long as he makes the required 
                           payment of his share of the premiums. Mr. Franklin 
                           will also receive payment based upon his projected 
                           2005 target bonus, equal to 60% of his annual base 
                           salary. 
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                  b.       Mr. Franklin will accrue credited service for pension 
                           purposes throughout the entire Separation Period, as 
                           well as for purposes of vesting or other restrictions 
                           applicable to Mr. Franklin's outstanding equity 
                           grants, including restricted stock, stock options, 
                           and performance shares, described in Paragraph 6 
                           below and the attached Appendix. 
 
                  c.       Mr. Franklin shall be entitled to tax preparation 
                           services for the tax year of 2004. 
 
                  d.       On or after December 1, 2004, a lump sum payment will 
                           be made to Mr. Franklin in the amount of $30,000 
                           (less applicable taxes) to cover the incidental costs 
                           of the transition including legal fees for the review 
                           of this document and any desired outplacement. This 
                           payment shall be made in December 2004 unless Mr. 
                           Franklin notifies Dana in writing that he wishes to 
                           defer payment until January 2005. 
 
                  e.       A more specific summary of the rights that Mr. 
                           Franklin will have pursuant to various Dana benefit 
                           plans is attached hereto as an Appendix. In order to 
                           ensure mutual understanding, this Appendix will also 
                           explain those benefits and/or options which will 
                           cease between November 30, 2004 and Mr. Franklin's 
                           retirement. 
 
 
         5.       Medical Insurance Payment. As described above, Dana will 
                  provide medical coverage through the Separation Period at 
                  coverage levels that are consistent with Mr. Franklin's 
                  current or subsequent benefit elections, and in accordance 
                  with the provisions of the plan provided to other active 
                  employees. At retirement Mr. Franklin may be eligible for 
                  medical coverage as a retiree, in accordance with the terms of 
                  the applicable Dana pension plan. 
 
         6.       Equity Compensation. During the Separation Period, all of Mr. 
                  Franklin's outstanding equity grants will continue to vest in 
                  accordance with the applicable plan documents, grant 
                  agreements, and/or award certificates. Upon Mr. Franklin's 
                  retirement at the conclusion of the Separation Period, the 
                  applicable retirement provisions of all such plans will apply 
                  to any grants then outstanding. As described more fully in the 
                  attached Appendix, as well as in the plan documents, grant 
                  agreements, and/or award certificates outstanding stock 
                  options granted under Dana's Amended and Restated Stock 
                  Incentive Plan that are not exercised or terminated at the 
                  time of retirement will become exercisable in full beginning 
                  on the date of retirement and ending on the earlier of the 
                  expiration date of the option exercise period or 60 months 
                  after the date of retirement. Mr. Franklin may also become 
                  eligible to receive any outstanding restricted stock and 
                  performance share awards on a pro-rata basis as of the date of 
                  retirement. To the extent that any inconsistency exists 
                  between this Agreement, statements in the Appendix, or the 
                  terms and conditions set forth in the applicable plan 
                  documents, grant agreements, and/or award certificates, 
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                  the terms and conditions set forth in the plan documents, 
                  grant agreements, and award certificates will govern. 
 
         7.       General Release. Mr. Franklin, on behalf of himself and his 
                  attorneys, agents, representatives, successors, assigns, 
                  heirs, administrators and executors (collectively, 
                  "Releasors") hereby forever releases and discharges Dana and 
                  any of its affiliates, parent or subsidiary entities, owners, 
                  partners, officers, directors, agents, employees, 
                  representatives, employee benefit plans, plan administrators 
                  or plan sponsors, attorneys and executors (collectively, 
                  "Released Parties"), from any and all claims, demands, suits, 
                  liabilities, charges or grievances of any nature whatsoever, 
                  whether known or unknown, arising prior to the execution of 
                  this Agreement by all parties hereto or relating in any way to 
                  Mr. Franklin's employment with Dana or the termination of such 
                  employment or the negotiation and execution of this Agreement, 
                  whether the same be sounding in tort, contract or for the 
                  violation of any federal, state or local statute, code, common 
                  law or ordinance, including, but not limited to, Title VII of 
                  the Civil Rights Act of 1964, as amended, the Age 
                  Discrimination in Employment Act, the Americans with 
                  Disabilities Act, the Family Medical Leave Act, or any 
                  parallel federal or state statute, ordinance or court decision 
                  and claims for attorneys fees and costs. It is understood that 
                  this Release constitutes a general release. Mr. Franklin also 
                  waives any right he may have to damages if any such claims are 
                  brought by the Equal Employment Opportunity Commission 
                  ("EEOC") or other government agency. Mr. Franklin recognizes 
                  that Dana does not have any obligation to reinstate or 
                  reemploy him, and he agrees not to reapply for employment at 
                  Dana or at any Dana facility. This Release does not prevent 
                  Mr. Franklin from suing Dana to enforce Dana's obligations 
                  hereunder nor does it preclude Mr. Franklin from filing any 
                  claim for workers' compensation. 
 
         8.       Covenant Not to Sue. As specific consideration for the payment 
                  described in Paragraph 4 (d) above, Mr. Franklin covenants not 
                  to sue any of the Released Parties as a result of any claim, 
                  demand, suit, liability, charge, or grievance of any nature 
                  whatsoever, whether known or unknown, arising prior to the 
                  execution of this Agreement by all parties hereto, or relating 
                  in any way to Mr. Franklin's employment with Dana or the 
                  termination of such employment or the negotiation and 
                  execution of this Agreement, whether the same be sounding in 
                  tort, contract, or for the violation of any statute, code or 
                  ordinance, including, but not limited to, Title VII of the 
                  Civil Rights of 1964, the Age Discrimination in Employment 
                  Act, the Americans with Disabilities Act or the Family Medical 
                  Leave Act or any parallel state or local statute, ordinance or 
                  common law. 
 
         9.       Non-Compete and Non-Solicitation. Mr. Franklin agrees that he 
                  will not, at any time prior to November 30, 2005, without the 
                  written permission of Dana, directly or indirectly, whether as 
                  principal, agent, stockholder, employee, consultant or in any 
                  other capacity, engage in or have a financial interest in any 
                  of the companies referenced on Attachment A hereto or any 
                  business which is 
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                  owned by or affiliated with any of them; provided, however, 
                  that nothing contained herein shall preclude Mr. Franklin from 
                  the purchase or ownership of stock in any such business, if 
                  such stock is publicly traded and Mr. Franklin's holdings do 
                  not exceed 1% of the amount of such stock at the time issued 
                  and outstanding; and provided, further, that it shall not be a 
                  violation of this Paragraph (9) should these business entities 
                  acquire a company where Mr. Franklin is then serving as a 
                  principal, agent, stockholder, employee, consultant or in any 
                  other capacity. Both Mr. Franklin and Dana agree that if, in 
                  any action before any court or agency legally empowered to 
                  enforce such covenants, any term, restriction, covenant or 
                  promise is found to be unreasonable and for that reason 
                  unenforceable, then such term, restriction, covenant or 
                  promise shall be deemed to be modified to the extent necessary 
                  to make it enforceable by such court or agency. 
 
         10.      Non-Disclosure. Mr. Franklin agrees at all times to hold all 
                  Confidential information that he acquired during his 
                  employment with Dana in trust and confidence and not to 
                  discuss or reveal such Confidential information to any third 
                  party without the prior written consent of Dana. For purposes 
                  of this Agreement, Confidential Information shall mean all 
                  information with respect to Dana and its affiliates and their 
                  businesses (including without limitation their organization, 
                  technology, finances, customers, suppliers and business plans) 
                  whether or not in written or documented form which is not 
                  available in the public domain. 
 
         11.      Non-Disparagement. Mr. Franklin shall not disparage or 
                  criticize Dana or any of its businesses or employees to third 
                  parties outside of Dana. Further, Dana will not disparage or 
                  criticize Mr. Franklin to prospective employers or to third 
                  parties outside of Dana. Provided however, that neither Dana 
                  nor Mr. Franklin shall be held in violation of this provision 
                  for any statements believed to be truthful if such statement 
                  is required by law, legal process or made with the consent of 
                  the other party. 
 
         12.      Confidentiality. The parties agree that this Agreement, and 
                  the terms hereof, and all statements made to Mr. Franklin and 
                  his wife, lawyers and tax or financial advisors in connection 
                  with the negotiations of this Agreement or the implementation 
                  of its terms are confidential and may not be disclosed in any 
                  manner to any third party except in a proceeding to enforce 
                  the terms hereof or if required by law (and in such event only 
                  to the extent such disclosure is required by law) or legal 
                  process. Mr. Franklin further agrees that he shall not 
                  communicate, either orally or in writing, any negative, 
                  adverse or derogatory information, facts, opinions or beliefs 
                  concerning any of the Released Parties to any third party 
                  provided however that Mr. Franklin shall not be held in 
                  violation of this provision for any statement made if required 
                  by law, legal process or with the consent of Dana. 
 
         13.      Consideration of Agreement. Mr. Franklin acknowledges that he 
                  has twenty- 
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                  one (21) days from his receipt of this Agreement to decide if 
                  he wishes to agree to its terms, and that he is under no 
                  obligation to communicate his decision whether or not to 
                  execute this Agreement before the 21-day period has expired. 
                  Mr. Franklin further acknowledges that he has seven (7) days 
                  after he has signed this Agreement to revoke the Agreement, 
                  and the Agreement shall neither be effective nor enforceable 
                  until after the seven (7) day period has expired. Any 
                  revocation of this Agreement must be in writing and delivered 
                  to Dana's Human Resource Manager at the corporate office 
                  before the expiration of the seven (7) days. 
 
         14.      Discussion with Counsel. Mr. Franklin acknowledges that he has 
                  been given an ample opportunity to fully discuss the terms of 
                  this Agreement with counsel of his own choosing and that, in 
                  fact, Dana has suggested to him that he take such opportunity. 
                  Mr. Franklin understands and voluntarily accepts the terms of 
                  this Agreement, and believes it to be a fair and reasonable 
                  settlement of any and all outstanding issues between the 
                  parties. 
 
         15.      No Admission. It is expressly understood and agreed that, by 
                  entering into this Agreement, none of the parties hereto are 
                  admitting any wrongdoing or liability, and that all parties 
                  expressly deny having engaged in any unlawful conduct of any 
                  nature. 
 
         16.      Severability. Except as specifically provided in Paragraph 9, 
                  should any provision of this Agreement be held to be illegal 
                  or unenforceable by a court of competent jurisdiction, it 
                  shall be deemed severed from the Agreement and the remaining 
                  provisions shall remain fully enforceable. 
 
         17.      Complete Agreement. This Agreement represents the complete and 
                  entire understanding of the parties, and supersedes all prior 
                  agreements, representations, and understandings, express or 
                  implied, concerning the subject matter hereof. This Agreement 
                  may only be amended in writing signed by the parties. 
 
         18.      Assignability. Neither this Agreement nor any rights or 
                  obligations hereunder may be assigned by either party without 
                  the express written consent of the other party hereto except 
                  that in the unfortunate and unlikely event of Mr. Franklin's 
                  death before the receipt of all payments under Paragraphs 1, 
                  4a, 4d, 4e and 8, and his receipt of all benefits under 
                  Paragraph 4b, 4c, 5 and 6, Mr. Franklin's heirs, 
                  beneficiaries, and/or representative shall be entitled to all 
                  such payments and benefits on the same terms and conditions as 
                  Mr. Franklin would receive them under this Agreement were he 
                  alive, subject to the terms and conditions of the specific 
                  benefit plans referenced in the Appendix hereto. 
 
         19.      Counterparts. This Agreement may be executed in counterparts, 
                  each of which shall be deemed an original, but all of which 
                  together shall constitute one and the same instrument. 
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         20.      Choice of Law. This Agreement shall be deemed to have been 
                  made at Toledo, Ohio and shall be interpreted in accordance 
                  with Ohio law without regard to choice of law provisions. 
 
         21.      Disputes. The parties agree to utilize arbitration for 
                  disputes regarding the interpretation or enforcement of this 
                  Agreement prior to resort to a judicial forum except to 
                  enforce rights under Paragraphs 10, 11 and 12 above. In the 
                  case of such enforcement actions, resort to court for 
                  injunctive remedies shall be immediately available. 
                  Arbitration hereunder shall take place in Toledo, Ohio using 
                  the commercial dispute rules of the American Arbitration 
                  Association. 
 
       The parties acknowledge and understand that this Agreement has been 
negotiated at arm's length between the parties and that each party has had the 
opportunity to fully consult with counsel of their own choosing and is 
completely informed with respect to the terms, covenants, conditions, and 
obligations contained in this Agreement and the meaning and effect thereof. Each 
party has freely and voluntarily entered into this Agreement with the full 
knowledge of its impact and effect. 
 
       IN WITNESS WHEREOF, the parties have duly executed this Agreement by 
their signatures below. 
 
 
WITNESS: /s/ Gary M. Golden                      NAME:    /s/ Marvin A. Franklin 
         ------------------                               ---------------------- 
                                                              Marvin A. Franklin 
 
 
 
 
 WITNESS: /s/ Gary M. Golden                     DANA CORPORATION 
          ------------------ 
                                                 /s/ Richard W. Spriggle 
                                                 ----------------------- 
                                                 By:      Richard W. Spriggle 
                                                 Title:   V.P. Human Resources 
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EXHIBIT 31-A

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, Michael J. Burns, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Dana Corporation;
 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the

financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting

   
Date: November 9, 2004  /s/ Michael J. Burns

 
 

 Michael J. Burns
 Chief Executive Officer

 



 

EXHIBIT 31-B

CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Robert C. Richter, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Dana Corporation;
 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the

financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

   
Date: November 9, 2004  /s/ Robert C. Richter

 
 

 
Robert C. Richter
Chief Financial Officer

 



 

EXHIBIT 32

CERTIFICATIONS PURSUANT TO
18 U.S.C. SECTION 1350

     In connection with the Quarterly Report of Dana Corporation (the “Company”) on Form 10-Q for the quarter ended September 30, 2004, as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), each of the undersigned officers of the Company certifies pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2003, that to such officer’s knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company as of the
dates and for the periods expressed in the Report.

   
Date: November 9, 2004  /s/ Michael J. Burns

 
 

 Michael J. Burns
 Chief Executive Officer

   
 /s/ Robert C. Richter
 

 

 Robert C. Richter
 Chief Financial Officer

 


