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The past year embodied many of the political and
economic uncertainties that defined the prior
two years. In the United States, the stock market
posted a third consecutive year of losses, a result
not experienced since the World War |1 era. And
markets around the world also suffered.

Still, this did not deter us from our single most
important objective: to successfully execute the
restructuring plan we introduced in October 2001.

This goal was accomplished in resounding fashion:

O By year-end, Dana had closed or consolidated
28 facilities and announced plans to close an
additional 11 operations.

O During the year, we divested 10 non-strategic
businesses with combined annualized sales of
more than $700 million.

D We also sold portions of our Dana Credit
Corporation (DCC) leasing operation, reducing
its portfolio assets by more than $500 million.
Several DCC assets will be retained within
Dana and we will work to maximize the value
of the businesses that remain for sale. These
actions will ultimately allow us to focus more
acutely on the core businesses of our company.

O More recently, we announced plans to sell a
large portion of our Engine Management after-
market operations, involving 1,900 people and
approximately $290 million in annual sales.
Here again, a non-strategic business that came
to us with a larger acquisition.

o Along with these actions, we have reduced our
workforce by approximately 17 percent — at all
levels of the organization - since the inception of
our restructuring plan. The decisions impacting
our workforce were particularly difficult, but
clearly necessary, to achieve greater efficiencies
and assure our continued success in a very
competitive environment.

Dear Fellow Shareholders

Joseph M. Magliochetti, Chairman and Chief Executive Officer

Intelligent Cooling™

CONTINUED PROGRESS TOWARD QUR GOAL.

These actions represent only a portion of our
story for 2002.

While critical to our long-term growth plans, these
moves would ring hollow without corresponding
performance improvements in our continuing
operations.

Over the past year, we substantially reshaped
Dana, streamlining our operations into four
market-focused business units: Automotive
Systems, Automotive Aftermarket, Engine and
Fluid Management, and Heavy Vehicle
Technologies and Systems. You will learn more
about these businesses in the pages that follow.

Within these business units, we have worked to
reduce our capital investment, while at the same
time sharpening our market focus. We have
achieved this by combining similar manufacturing
operations wherever possible and through better
leveraging of shared services.

2001 Stajtistay
Restrueiuring Plan 12/31/02
Estimated Restructuring Cost:* $445 $442
Facility Closures: > 30 39 announced
28 closed

>15% 13% completed
(restructuring)

4% FTE divestiture
17% total completed

Workforce Reduction:

3% announced
(restructuring)

20% total reductiou

N

* Dotlars in miflions




We have made a concerted effort to outsource
non-care commadities and processes. Just as
Dana is focused on those businesses that are
within our core competencies, we are also focused
on producing the most essential components that
differentiate or add value to our final products
and systems. This approach enables us to reduce
our fixed investment, freeing up valuable cash
without compromising our key products or top-line
growth potential.

Our business units have made solid progress in
identifying and outsourcing these non-core com-
modities. In connection with these outsourcing
activities, we received more than $60 million from
the sale of non-core assets in 2002.

1MPROVED PERFORMANCE.

Last year, | spoke of the need to evolve our busi-
ness mode! into one that is dynamic and flexible
enough to prosper in a cyclical industry. We have
made significant progress toward this end.

While year-over-year sales were essentially flat,
our net operating profit after tax improved to $171
milfion in 2002, compared with $5 million last year.

At the same time, we continued to improve our
asset utilization in 2002. Capital efficiencies,
working capital reductions, and other actions
allowed us to reduce net debt by more than $700
million, further fortifying our balance sheet.

While our results are still not where we'd like

them to be, our progress is evident: our company is
fundamentally stronger, and we are on the right
path for continued improvement and added growth
in 2003 and beyond.

CONTINUED CHALLENGES IN OUR MARKETS,

Within our industry, the light-vehicle and after-
market sectors experienced generally flat sales
across our product segments. Heavy-vehicle sales,

as expected, were volatile. This was the result of
new U.S. engine emission standards effective in
October. Predictably, the standards were preceded
by a strong “pre-buy” of Class 8 trucks, and
followed by drastically weaker sales.

This year, we anticipate a gradual improvement in
North American heavy-vehicle sales after a slow start.
Although the light-vehicle and aftermarket sectors
are expected to remain relatively flat, we believe our
restructuring actions have better positioned Dana
to benefit from both of these markets this year.

“Our progress is evident: our company
is fundamentally stronger, and we
are on the right path for continued
improvement and added growth in
2003 and beyond.”

THE SHARE PRICE.

The economic and market conditions of 2002
continued to adversely affect our share price,
extending what has been a very frustrating period
for every Dana investor.

Throughout the year, Dana’s share price moved
with the vagaries of the market, climbing as high as
$23, but ultimately ending the year down about

$2 at $11.76 per share.

[t has been difficult for any company to shine in
the recent investment environment. Nevertheless,
we firmly believe Dana stock is undervalued.
Dana will remain focused on advancing those
elements within its control. And, as we begin to
reap the benefits of our restructuring efforts and
operational improvements, we are confident that
these improvements will be recognized and
rewarded by the market.
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MOVING FURTHER, FASTER.

Despite all that we've accomplished, we know that
we must now move further, faster.

Fueled by this renewed sense of urgency, we are
realigning our organization to serve our customers
more effectively and efficiently. A prime example o
this approach is our new Automotive Systems
Group Technolegy Center in Toledo, Ohio, which
will open later this year.

We will combine our light-axle and

Later this year, Dana wilt open its new Automotive Systems Group
Technology Center in Toledo, Ohio. By integrating the company’s
light-axle and driveshaft product development operations under
one roof, the Center will help Dana deliver torgue and traction
product solutions to its customers more efficiently.

f “Despite all that we've accomplished,
we know that we must now move
further, faster.”

As we transition from restructuring

As part of an ongoing effort to

driveshaft product development
operations, including their related

with Emerson Electric to
develop advanced <>
\\7\
actuztor products > ®-.
for the automotive (@
market. Dana and

engineering, systems-integration,
sales and marketing, and informa-
tion technology efforts, in the

new center. This will enable us to Emerson plzn to
more efficiently develop torque and

traction management solutions.

enhance its product capabilities,
Dana has forged a partnership

jointly develop customer-
driven technologies, such as this

our company to transforming it,
we are also committed to achiev-

ing greater organic, or internal,

BY growth. During the 1990s, there
was substantial consolidation and
considerable growth through
acquisition across our industry.
Certainly, Dana was a participant in

electric power-assist steering motor.

It will also support development
of balanced systems that work more cohesively to
improve the performance of our targeted platforms.

The TechnologyCenter also reflects a new, more
functional facility concept by integrating related
operations to speed product development, maximize
efficiency, and improve communication and
information sharing, while reducing square footage
(by nearly 50 percent in this case).

this type of growth. More recently,
we have been refocusing our product portfolio,
rationalizing our manufacturing activities, and
essentially getting “back to basics.” This approach
is enabling Dana to better leverage its resources
and optimize its performance.

We are also accelerating our drive for innovation
and technology. Qur ultimate goal is to develop
profitable, innovative products to exceed our
customers’ expectations and anticipate the needs
of the ultimate consumer - vehicle owners and
drivers like you and me.




In the near term, these innovations
are generating products that
improve ride and handling, provide
greater safety, reduce emissions,
and improve fuel economy and
recyclability. Over the longer
term, we will continue to support
efforts such as the recently
announced U.S. fuel cell initiative,
while also pursuing alternative
propulsion systems, gearless
traction systems, and many other
future-oriented technologies.

Increasingly, we are also incorpo-
rating new electronic features
that further enhance our product
capability. To this end, we are
developing a series of actuator
products for the electric steering
market with our technology
partner Emerson Electric.
Actuators are small power motors
that control a variety of vehicle
functions, from ride and stability to
powertrain and steering systems.
We look forward to advances in
this program during 2003.

NEW TECHNOLOGY DRIVES
NEW BUSINESS.

Last year, | noted the importance
of maintaining focus on our
Transformation 2005 plan for
growth through innovation. { am
proud to report that Dana people
have made solid progress toward
our related objectives. Specificatly,
we've embraced product and
process technologies to grow our
competitive advantage in our
chosen markets.

Dana technologies have helped to

secure new business with a variety of
global vehicle manufacturers. Among
the exciting programs Dana will support
are the new Ford F-150 pickup truck,
the BMW Z4 roadster, and the
Internationai 7000 Series truck.

A ] has developed

a solid track record of
Y combining its product
technologies and program manage-
ment expertise fo provide customers
with a systems advantage. Pictured
is a new independent rear suspen-
sion module Dana supplies for the
Ford Falcon passenger car manufac-
tured in Australia.

1,223

'98 '99 '00 '01 '02
v Patents Granted

D Patent Applications Filed
[} Invention Records

Dana’s commitment to innovation
and technology is evidenced by
continued growth in patent activity.

During 2002, Dana announced
important new programs with
global manufacturers including
BMW, Land Rover, Nissan, and
Toyota, as well as new business
with the traditional “Big Three"”
manufacturers: DaimlerChrysler,
Ford, and General Motors.

In selecting Dana to provide
critical systems and components,
our customers are acknowledging

_the technical advantages of our

products. Many of these advan-
tages are described in the

pages that follow.

Innovation is at the highest level
in company history, as evidenced
by the record 1,223 combined
invention records, patent applica-
tions, and patents awarded in
2002. While we have been diligent
in our cost containment efforts,
we have expanded our commit-
ment to research and development.
And our continuing commitment
to quality is reflected by the fact
that we now employ more than
450 Six Sigma Black Belts,
quality experts devoted to solving
our most important quality process
challenges. We have achieved

nearly $30 million in savings directly
related to our Black Belt initiatives
duri‘ng the past 18 months.
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Building on these achievements, we believe our
operations can be even more efficient. In pursuing
our key objectives for 2003 we will continue to
address cost containment and operational efficiency,
developing additional shared services, and achieving
greater economies of scale. We will continue to fine-
tune our business model to improve in these areas.

“Dana’s commitment to honesty
and integrity remains a cornerstone
of our corporate heritage.”

At the same time, we will expand our efforts to grow
innovation and technology because we believe this
is the key to our future success. As we grow our
portfolio of proprietary products and processes,

we will deliver igreater value to our customers and
further differentiate Dana from its competitors.
And, as we create value for our customers, we will
also create value for our shareholders.

CORPORATE RESPONSIBILITY & INTEGRITY.

As we approach our centennial in 2004, | have
never been more proud of Dana’s continuing record
of responsible and ethical behavior. Like so many
of you, | am disturbed by the lack of ethics demon-
strated by those involved in the scandals that have
dominated the financial news for much of the past
year. And | am disappointed that the fallout from
these actions has affected so many innocent
bystanders - both individuals and companies alike.

Since last August, Chief Financial Officer Bob
Richter and | have certified the integrity of the
financial statements and other information in
Dana's quarterly and annual reports filed with the
Securities and Exchange Commission. This has
been a chalienging year, to be sure, and clearly
we're all eager to improve. But we will never do so

at the cost of disregarding proper accounting
practices and our principles of business conduct.
As Bob mentions in his financial letter on page
21 of this report, Dana’s commitment to honesty
and integrity remains a cornerstone of our
corporate heritage.

OUR CONTINUING JOURNEY.

In retrospect, 2002 was one of the most important
years in the history of the Dana Corporation, and
a year in which we achieved great progress:

O We took extraordinary actions to improve our
near- and long-term performance;

o We made fundamental improvements to our
operations and our business model;

o We redoubled our efforts to grow innovation
and technology; and

o We achieved improved performance - even in
the midst of continued disruptions in the global
economy and challenges in our industry.

Regardless of our accomplishments, we clearly
understand that success is not a destination, but
rather a continuous journey. As always, Dana people
will be at the heart of this effort. Our collective
goal will be to deliver exceptional performance —

to our customers and shareholders alike.

Thank you for your continued support of Dana
and its people as we aggressively pursue this goal.

Sincerely,

WP

Joseph M. Magliochetti
Chairman and Chief Executive Officer
February 11, 2003
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Bearing and
Sealing Products

Brake and Chassis Products

/

Major Customers

Automotive

Passenger Cars
Pickup Trucks

Sport Utility Vehicles
Minivans

Crossover Vehicles

Aftermarket

Warehouse Distributors

Retailers

Original Equipment
Manufacturers

Original Equipment
Service Operations

Engine

Passenger Cars

Light, Medium, and
Heavy Trucks

Construction Vehicles

Agricultural Tractors

Recreational Vehicles

Commercial and Off-Highway

Medium and Heavy Trucks
(Class 5-8)

Construction Vehicles

Agricultural Tractors

Leisure/Utility Vehicles

Outdoor Power Equipment

Material Handling Equipment

—

BMW

China Motor
DaimierChrysler
Ford

General Motors
Land Rover
Nissan
Southeast Motor
Telco

Toyo:a
Volkswagen

AAPA

AutoZone

CARQUEST

CSK

Federated Auto Parts

GM Service Parts
Operations

IAPA

NAPA

O'Reilly Auto Parts

Parts Plus

Pep Boys

BMW
Caterpillar
DaimlerChrysler
Ford

General Motors
Honda

Navistar

PSA Peugeot Citroén
Polaris
Renault-Nissan
Toyota
Volkswagen

\

Cr-=Highway

DaimlerChrysler

Ford

International Truck
and Engine

PACCAR

Volvo Group

O -Highway

AGCO

CNH

Deere

Manitou

Tamrock Y.




Dana's strategic plan, Transformation 2005, emphasizes growth through
innovation. New product and process technologies are strengthening
Dana’s competitive position — by winning new business and by leading
to joint development programs with customers.

ROBQ CLAMP™ [> ( .
HYDROFORMING PROCESS W)}
PROGRAMS: 2003 Ford Expedition :
and Lincoln Navigator sport utility
vehicles; 2004 Ford F-150 Series
pickup truck; future Land Rover
vehicle in Europe — a joint program
between Dana and GKN BENEFITS:
Increased frame stiffness for
better ride and stability

ELECTRE-HVDRAVLIC
PEWER-ASSIST
STEERING MORULE

PROGRAM: 2004 GMC Sierra
and Chevrolet Siverado hybrid
pickup trucks BENEFITS: Fuel

savings (up to 3 percent)
and better driveability

ABYANCED RING AND PINICN
GEARS, SEALING,
AND L DESIEN

PROGRAM: 2004 Nissan Titan
pickup truck BENEFITS: Improved
durability, reduced noise and
vibration, and better towing and
maneuverability

New Technology Drives New Business




Jomorrow’s
Technologies

ALES

ACTIVE DRIVELINES
INTELLIGENT DRIVESHAFTS

STATUS: Dana's three fuel cell support

centers are developing components for ELECTRIC SVSTEM

A FUEL CELL COMPONENTS

V UNITIZED DRIVESHAFT the fuel cell stack, fuel processor, and
(HYDROFORMING AND PULSE- balance of plant. BENEFITS: Potential RVDRAULIC DRIVES
FORMING TECHNOLOGIES) alternative to internal combustion ERAMES
. engine - high fuel efficiency with

:::fg:my%ggélgoéiséﬁfse near-zero emission levels TAILOR METAL™ STRUCTURES

Weight savings (2 pounds per ROLYNG SEACEFRAME™ SVSTEW

vehicle) and reduced driveline

“~__noise and vibration ADAPTIVE CRASH ENERGY
MANAGEMENT SVSTEM™
. STARVER /ALTERNATOR WITH
. o SWITCHEDR RELUCTANGCE

TECHNCLOGY

., ELECTRIC-HVDROSVATIC STEERING
ASSIST MODULE

ELECTRIC POWER-ASSIST
STEERING

INTELLGENT LUBRICATION™
SYSTEM

- AIGR-PERFORMANCE,
oo, LEADFREE BEARINGS

~  SWIART WATER VALVES

INBERPENDENT SUSPENSION
COMMERCIAL VERICLES

INTELLIGERT COOLING™ SYSTEM

STATUS: The system is undergoing @
development testing with

several customers. BENEFITS: Three
percent fuel savings, reduced
ernissions, faster interior warm-up

SUSPENDED ALES
ACRICULTURAL TRACTORS
ACTIVE-TRAK ELECTRONG
SR TR FLECTRONE KVDROSTATIC-DRIVEN
TrEEEEE TRANSMISSIONS
STATUS: Rardware and software are ELECTRONIC CLUTEY MOBULATIGN
being developed; the hardware has ELECTRON pony 0
been evaluated in a test vehicle. CVERLAPPING, AND INCHING
BENEFITS: | 'nlproved traction and RN REING™ ASSET INFORMATION-
vehicle mobllhy mm@mgw gv@ﬁ@m
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RESTARTS ENGB?@E IN 360 MiLLI b O sterier/ : WORKING TOGETHER: Jim Hensel of Dana and Brian Simon of
alternator can cdif fuel consumption b e U.S. Manufacturing, a supplier of axle components outsourced by

internal combustion engines. Benefits ag Dana, have found that teamwork resulis in mutual benefits.
hybrid vehictes. . : & =

%

DEVELOPING SAFER VEHICHES, In onetd infg test, ; LIGHTER, STRONGER, BETTER: Dana’s modular axie design
cell, Ann Mitzel pursues the ;@ i fes i reduces axte weight by 10 percent while improving durab\ility.

wilt make vehicles safer— and"€asier to assembl \




Bili Carroll, Group President

“We began 2002 with a hard look at ourselves from our customers’
point of view. We saw that changes were needed to meet their needs as well
as our own internal growth objectives. We then

reorganized our axle, driveshaft, frame, and
systems-integration grbu ps to develop
systems first, and components second. In the
end, we created a new platform for.growth.”

LEANER:| By outsourcing components traditionally produced by Dana, the Automotive Systems Group
reduced its net assets by nearly $60 million in 2002. Coupled with other restructuring initiatives, the Group

turned fixed costs into variable costs and improved operating cash flow by nearly 90 percent.
The Group provides light-vehicle manufacturers worldwide with driveshafts, axles, and complete drive-
trains, also called torque and traction systems; frames, from engine cradles and side rails to full body
structures; chassis products, including suspensions and steering components; and systems-integration services,
including design, development, program management, and supply-chain management. The
Group is quickly changing from a components provider capable of producing systems to a systems provider
capable of producing components. To this end, the driveshaft, light-axle, structures, and systems-integration
units were combined into a single team in 2002. The sales, engineering, and information technology
people from the former units wili come together in a new technology center in Toledo, Ohio, in late 2003.
(SYSTEMS SUCCESS:] Combining Dana’s torque-management, traction, suspension, and structural

expertise produces solutions such as the independent rear suspension for the Australian Ford Falcon
passenger car. Dana and Ford engineers developed the system together. Production involves 78 components

from 27 Dana-managed suppliers. | NEW BUSINESS: | The Group announced several new business awards

in 2002. Customers included BMW, DaimlerChrysier, Ford, \
(2000 | 2002

General Motors, Isuzu, Land Rover, MG Rover, Nissan, and Toyota. |

(PRODUCT HNNOVATDONJ Engineers are pursuing many new Sales:  $3.5 billion  $3.5 billion
Net Assets:  $1.8 billion  $1.7 billion

Automotive Systems

systems and technologies to respond to four key customer needs:
Operating Profit

mobility, environmental preservation, ride and feel, and safety. After T $133 miltion  $157 miltion
Specific technologies include multi-metallic space frames, fuel- Major Facilities: 78 78
saving starter/alternators with switched reluctance technology, Technical Centers: 26 23

) - . A People: 21,600 18,700 )
modular axles, active drivelines, and electric traction systems.

NEW BUSINESS PROGRAMS ANNOUNCED IN 2002 INCLUDED: Ford Falcon | Pontiac GTO | Nissan Titan | MG XPawer SV | Lincoln Navigator

DANA CORPORATION / Annual Report 2002 11




VEHICLE SPECIFIC METALLURGY: Vehicle Specific Metallurgy, REDUCED INVENTORY BY $8.A

or VSM™, brake rotors are quieter than conventional rotors and facilitate 18 comin\J"()’ifis»i/mpr(g)\\vef\'\e‘w’f{,x

help vehicles stop in shorter distances. = Mishawaka,”lnd.,;anleﬂg': which redueed
by $8 million. e R

S ICING THE.RRBEES 3 EHN Nedarrett Kreiner , 5 LTER EXPERTISE FOR FUEL CELLS: This prototype fuel cell
'%er ices warehouse distributoréretarter CHhogessional filter prevents airborne dirt particles — 1,000 times smaller than
technicians such as Charlie Fehrenbachrel fe's Automotive . . agrain of sand - from entering the fuel cell stack where purified
in Liberty Center, Ohio. E X e " ait is necessary for the reoxidization of hydrogen.




initiative is paying off through improved customer

Automotive Aftermarket

Terry McCormack, Group President

“Today, Dana’s Automotive Aftermarket Group is stronger,

more responsive, and more committed to the revenue chain —

starting with the professional technician —
than ever before. Our restructuring

satisfaction, reduced fixed and variable
. expense, and healthier profits”

Dana's Automotive Aftermarket Group and its subsidiaries strengthened service levels in 2002,
earning more than 40 service awards from customers including NAPA, CARQUEST, Auto Value/Bumper
to Bumper, Federated Auto Parts, and Jasper Engines. The major aftermarket opérations fulfilied customer
orders within 48 hours of receipt with a fill rate of 96 percent. The Group manufactures
brakes, chassis products, filters, and bearings. These are marketed under brand names such as Spicer® Wix®,
Victor Reinz® Perfect Circle® and Clevite® Restructuring actions in 2002 reduced the net assets
of the Automotive Aftermarket Group and its subsidiaries by more than $100 million, lowered the breakeven
point by 9 percent, and reduced production and warehouse space by 30 percent.
Operational and customer-service improvements resulted in large part from the Group’s commitment

to Six Sigma Black Belts, lean manufacturing, and continuous quality improvement. More than 650

improvement projects were completed in 2002 for big savings in floor space, throughput time, and inventory.

Reduced inventaries accounted for much of the 10-percent drop in operating working capital — on top of
the 27-percent reduction in 2001. [E-CONN[ECTHVB@ The Automotive Aftermarket Group launched a
web-based restocking system in 2002. The Collaborative Automated Replenishment System, also known

as CARS, helps increase inventory turnover, reduce transaction costs, and improve order-fill rates.
( PRODUCT INNOVATION: | Several products were introduced in ~

- - : o - | 2001 | 2002
2002, including the Vehicle Specific Metallurgy, or VSM™, brake ! i

rotor; Wix®heavy-duty extended-drain XD®oil filter; AquaChec™ Sales:  $2.2 biliion  $2.2 billion
Net Assets:  $1.1 billien $1.0 billion

Operating Profit

air-drying filter; and Victor Reinz®multi-layered-steel cylinder head

gasket. The Group’s product development initiatives in NASCAR After Tax:  $48 million  $107 million
motor sports continued to generate valuable knowledge that is Major Facilities: 90 79
used in designing new products, including brakes, filters, and Technicaf Centers: 11 7

. . . \ People: 19,000 17,600
engine bearings, for everyday vehicles.

DANA’S AFTERMARKET PRODUCTS ARE INSTALLED ON A WIDE VARIETY OF VEHICLES: Passenger cars and light trucks primarily, but also
commercial and off-highway vehicles.

DANA CORPORATION / Annual Report 2002
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REDUCES HYDROCARBON EMISSIONS: Dana's recyclable cylinder
head cover module, designed for the Jaguar 4.2-liter engine, helps
reduce vehicle emissions by using sealing materials less permeable
to hydrocarbons.

io} ans designs therm EMBEDDED SENSORS: The smart cylinder head gasket sens
hr protect electronic and p engine temperature, coolant pressure, and coolant flow for

engine comporigqt 7 at and dampen engine'h Intelligent Cooling™ system.




Mike Laisure, Group President

“In the last two years, we've eliminated one layer of management,

reduced 19 divisions to seven, and divested or closed 32 facilities.

These actions supported Dana’s restructuring
plan, as well as our Group’s rebuilding process.
We're strengthening core operations with Six
Sigma Black Belts, investing more in R&D — and
seeing the payback from both.”

Black Belts, trained experts in the Six Sigma business-improvement process, completed 50
projects for the Engine and Fluid Management Group in 2002, saving $7 million. Another 95 projects were
underway at year-end. Through divestitures, plant closures, and outsourcing, the Group will have lowered
its breakeven point by more than 25 percent in the three years ending 2003. The Group
produces sealing, bearing, fluid-management, and power-cylinder products for engine and vehicle makers
worldwide. Eight of North America’s 10 best engines, as named by Ward’s AutoWorld magazine, contain
Dana engine and fluid-management products. @REEN PERFORMANCE:J Demands for better engine
performance, power, and durability, coupled with stricter fuel-economy and emissions regulations, are

changing the design of vehicles and engines alike. Microprocessor-controlied, intelligent systems are
increasingly answering such needs. Dana's Intelligent Cooling™ system cuts fuel
consumption by 3 percent and carbon monoxide emissions, combustion noise, and cabin warm-up time
by 30 percent. The Intelligent Lubrication™ system extends engine life by lubricating the engine before
ignition and avoiding “dry running.” It also saves fuel, cuts emissions, and lengthens oil-change intervals.
STEERING: | Dana engineers can also improve fuel economy up to 2 percent with electric-hydrostatic
steering technology. | FUEL CELLS: | Engineers in the Engine and Fluid Management Group closed 2002
with more than 50 active fuel cell projects. Partners here include

2002

fuel celi developers in the residential, commercial, and automotive ﬂ 2001 @

markets. | R&D PAYBACK: | Major North American, European, sales: $2.0 biflion  $1.9 billion

and Asian vehicle manufacturers are validating the technologies NetAssets:  $1.2 billion  $1.0 billien
Operating Profit

described above in test vehicles. Sales of fuel cell components After T $52 million  $81 million
continue to grow, helping to offset the related development costs. Major Facitities: 99 79

New business awards in 2002 included the Technical Centers: 15 16
Nissan Titan, MIN{ Cooper, Jaguar XJ, and Ford GT. k People: 19,400 17,500

Engine and Fluid Management

KEY VEHICLES AND ENGINES WITH DANA PRODUCTS: MINI Cooper | Ford 6.0-liter Power Stroke® V-8 turbo diesel engine | Polaris Sportsman 700 |
Cummins Q3SX15 diesel engine [Jaguar 4.2-liter V-8 engine

DANA CORPORATION / Annual Report 2002 15




NG-ON AIR: Dana engineers are developing an airride
suspensign”mod ule for heavy, front-engine Class 8 trucks.
Benefits are reduced cost, less weight, and more driver comfort.

o

e

SAFER, MORE PRODUCTIVE EQUIPMENT: Dana’s APC 200
controller delivers mare control and comfort to the driverss




Nick Cole, Group President

“For the commercial and off-highway vehicle markets, we used to

have separate suppliers, separate gear manufacturing facilities, and even

separate support staffs. We obsoleted that business 4 o
model in 2002. Integrating operations is making T ‘ y,;;,;;; :

us leaner, stronger, and more competitive.

Only sales and engineering remain separate to stay , " A
- , %/ |
focused on customer needs in each market. E_/ B /L

Five divisions and seven facilities, including four major production plants, were eliminated in 2002
as Dana’s commercial vehicle and off-highway businesses were combined into the Heavy Vehicle Technologies
and Systems Group. Outsourcing production of non-core components, purchasing consolidation, and Six
Sigma projects reduced the Group's net assets by $80 million and helped strengthen operating performance.
These results were achieved despite global off-highway vehicle markets being moderately down and heavy-
truck order fluctuations in North America. The Group manufactures a full line of products for
commercial and off-highway vehicles, including axles, driveshafts, chassis and suspension modules, brakes,
ride controls, and related modules and systems. It also makes transmissions and electronic controls for off-

highway vehicles. | SHARED R&D: | In addition to consolidating manufacturing facilities, the Group combined

research and development resources in 2002. Axle testing was consolidated to two locations in Europe and
two in North America. Dana's heavy-vehicle engineers have developed a “virtual” product
development process using several computer modeling and simulation tools. New product ideas move
much faster — and at less cost — through the design, testing, and validation stages. The new process typically
requires just one or two prototypes before the product is production-ready. Time and resource savings are
allowing more upfront analysis and understanding of customer needs, further strengthening the product

development process. | NEW PRODUCTS: | The Heavy Vehicle

Technologies and Systems Group introduced four major products ﬂ 2001 ﬁ 2002 A
to on-highway customers in 2002, including medium-duty steer Sales: $1.8billion  $1.8 billion
and drive axles, a heavy-duty trailer suspension module, and heavy- et Assets: $710 million  $630 million
duty air disc brakes. The new APC 200 controller adds intelligence Operat;:?::if $37 million  $63 million
and productivity-enhancing features to off-highway vehicle Major Facilities: 27 23
transmissions, while the new suspended axle improves the on-road | Technical Centers: 5 4

handling and off-road comfort and safety of agricultural tractars. o People: 7,500 7100 /

NEW PROGRAM ANNOUNCEMENTS AND LAUNCHES IN 2002 INCLUDED: Internationa! 7000 Series | Blue Diamond Truck Company (joint venture
between International and Ford) | John Deere 6000 Series. Also shawn: Ingersell-Rand rough-terrain telescopic handler.

Heavy Vehicle Technologies and Systems
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Board of Directors

On Floor, Lefito Right

Fernando M. Senderos, 52, has served as Chairman
of the Board and Chief Executive Officer of DESC,
S.A. de C.V,, a Mexican diversified holding company
engaged in automotive parts, chemical, food, and real
estate businesses, since 1989. He was Chairman of
the Board of Unik, S.A. de C.V., a wholly owned
subsidiary of DESC, from 1991 to 2001. A Director
of Dana since 2000, Mr. Senderos is a member of the
Finance and Funds committees. He is also a director of
ndustrias Penoles, S.A. de C.V.; Televisa, S.A. de C.V.;
Telefonos de Mexico, S.A. de C.V.; Kimberly-Clark de
Mexico, S.A. de C.V.; and Alfa, S.A. de C.V.
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A. Charles Baillie, 63, has served as Chairman of
The Toronto-Dominion Bank since 1997. He was Chief
Executive Officer of the Bank from 1997 to 2002 and
President from 1995 to 2000. A Director of Dana since
1998, Mr. Baillie is a member of the Compensation,
Finance, and Funds committees. He is also a director
of Ballard Power Systems Inc.

Richard B. Priory, 56, has served as Chairman and
Chief Executive Officer of Duke Energy Corporation, a
supplier of energy and related services, since 1997.
A Director of Dana since 1896, Mr. Priory is Chairman
of the Compensation Committee and a member of the
Audit and Finance committees. He is also a director of
U.S. Airways, Inc. and Duke Fluor Daniel Company.




Joseph M. Magliochetti, 60, has served as Chairman
of the Board of Dana since 2000, Chief Executive
Officer since 1999, Chief Operating Officer since 1997,
and President since 1996. He has served the Company
in various capacities since 1966. A Director of Dana
since 1996, Mr. Magliochetti is Chairman of the Finance
Committee and a member of the Funds Committee.
He is also a director of BellSouth Corporation and
CIGNA Corporation,

On Stairs, Left to Right

Eric Clark, 68, served as Director of BICC pic, a
United Kingdom company serving the international
market for infrastructure development, from 1985 to
1996. He was Chairman and Managing Director of
BICC Cables Limited from 1986 to 1996. A Director of
Dana since 1994, Mr, Clark is a member of the Advisory,
Audit, Compensation, and Finance committees. He
was a member of the Dana Europe Advisory Board
from 1991 to 1999.

Edmund M. Carpenter, 61, has served as President
and Chief Executive Officer of Barnes Group, Inc., a
diversified international company that serves a range
of industrial and transportation markets, since 1998,
He was Senior Managing Director of Clayton, Dubilier &
Rice, a private equity firm specializing in management
buyouts, from 1996 to 1998. A Director of Dana

since 1991, Mr. Carpenter is Chairman of the Funds
Committee and a member of the Advisory, Audit, and
Finance committees. He is also a director of Campbell
Soup Company.

Benjamin F. Bailar, 68, served as Dean and Professor
of Administration Emeritus of the Jesse H. Jones
Graduate School of Administration at Rice University
from 1997 to 2001. He was Dean and Professor of
Administration at the School from 1987 to 1997. A
Director of Dana since 1980, Mr. Bailar is Chairman
of the Advisory Committee and a member of the Audit
and Finance committees. He is also a director of
Smith International, Inc.

James P. Kelly, 59, served as Chairman and Chief
Executive Officer of United Parcel Service, Inc., from
1997 to January 2002. A Director of Dana since 2002,
Mr. Kelly is a member of the Audit and Finance com-
mittees. He is also a director of BellSouth Corporation,
Hewitt Associates, and United Parcel Service.

Marilyn R. Marks, 50, served as Chairman of the
Board of Dorsey Trailers, Inc., a manufacturer of truck
trailers, from 1987 to 2000. She was Chief Executive
Officer of Dorsey Trailers from 1987 to 1999, and
Chairman and Chief Executive Officer of TruckBay.com,
Inc., an internet source for goods and services serving
the trucking industry, from 1999 to 2000. A Director
of Dana since 1994, Ms. Marks is a member of the
Advisory, Finance, and Funds committees. She is also
a director of the Eastman Chemical Company.

Glen H. Hiner, 68, served as Chairman and Chief
Executive Officer of Owens Corning, a manufacturer of
advanced glass and composite materials, from 1992 to
2002. A Director of Dana since 1993, Mr. Hiner is
Chairman of the Audit Committee and a member of the
Advisory, Compensation, and Finance committees. He
is also a director of Prudential Financial Inc.

New Director
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Cheryl W. Grisé, 50, has served as President-Utility
Group of Northeast Utitities since 2001 and Chief
Executive Officer of its principal operating subsidiaries
since September 2002. She was Senior Vice President,
Secretary, and General Counsel of Northeast Utilities
from 1998 to 2001. Ms. Grisé became a Director of
Dana in December 2002 and is a member of the
Finance and Funds committees.
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Management Team

Paul J. Bishop *
Vice President, Dana Credit Corporation
13 years of service

B. Bruce Butcher *

Vice President, Structural Solutions —
Automotive Systems Group

30 years of service

William J. Carroli #°
President, Automotive Systems Group
33 years of service

Bernard N. Cole 2°

President, Heavy Vehicle Technologies and
Systems Group

34 years of service

Michael L. DeBacker ®
Vice President, General Counsel, and Secretary
23 years of service

Heinz-Ubbo Eilks ?

Vice President, Sealing Products —
Engine and Fluid Management Group
10 years of service

Hugo E.I. Ferreira®
President, Dana South America
40 years of service

Robert A. Fesenmyer *

President, Torque and Traction Integration
Technologies — Automotive Systems Group
29 years of service

Marvin A. Franklin 23
President, Dana international and Global Initiatives
28 years of service

Michael F. Greene 3

President, Global Engineering and Technologies —
Automotive Systems Group

29 years of service

Stephen J. Hanley *

Vice President, Global Sales and Marketing ~
Automotive Systems Group

25 years of service

Charles F. Heine °

President, Technology Development
and Diversified Products

28 years of service

James M. Laisure 2°
President, Engine and Fluid Management Group
29 years of service

Joseph M. Magliochetti 12°
Chairman and Chief Executive Officer
36 years of service

Terry R. McCormack 2°
President, Automotive Aftermarket Group
29 years of service

José ismael Melgar ®

Global President, Torque and Traction Manufacturing
Technologies — Automotive Systems Group

25 years of service

Kevin P. Moyer >*
Vice President and Director, e-Business
22 years of service

Karl A. Nitsch 3
President, Dana Europe
17 years of service

Larry A. Pavey

President, Under Vehicle —
Automotive Aftermarket Group
19 years of service

Robert C. Richter 122

Vice President and Chief Financial Officer,

Dana Corporation; Chairman, Dana Credit Corporation
28 years of service

Anthony J. Shelbourn *
Vice President, Corporate Relations
39 years of service

Richard W. Spriggle *°
Vice President, Human Resources
23 years of service

John R. Washbish *

President, Under Hood —
Automotive Aftermarket Group
21 years of service

1. Policy Committee —
Responsible for corporate
strategies and partnership
relations, as well asithe
development of Dana people,
policies, and philosaphies.

2. Strategic Operating
Committee — Responsible for
business unit strategies and
performance. Kevin P. Moyer
and Richard W. Spriggle are
ex-officio members.

3. World Operating
Committee — Responsible
for Dana's product strategies,
discipline leadership, and
global coordination of the
company’s operations.
Anthony J. Shelbourn is

an ex-officic member.

Dana people have no

more than five layers of
management between them
and members of the

World Operating Committee.




Management Statement

During the past eighteen months, a number of events have occurred
which have negatively impacted both financial markets and investor
confidence. [n several instances, it would appear that fault was, at
least in part, due to a breakdown in corporate governance practices
and, more specifically, to a failure on the part of the leadership of
certain companies to accept responsibility for the integrity of those
firms’ financial statements.

The consequences of this “crisis in confidence” have included a
number of legislative and regulatory initiatives in the United States
that compel corporate officials to, among other things, certify the
accuracy and integrity of a company'’s financial statements and
discuss the adequacy of the system of internal controls.

We are proud to say that, in Dana's annual shareholder reports
for more than twenty years, we have included a letter signed by our
most senior financial officers acknowledging management’s respon-
sibility for the preparation of Dana's financial statements in accor-
dance with generally accepted accounting principles, and confirming
that management fully accepts responsibility for the accuracy and
transparency of our financial statements and related information,

We have also said that the establishment and maintenance of
an effective system of internal controls is important to the proper
preparation of our financial statements. In fact, controls and
processes are in place that are designed to provide reasonable
assurance that all disclosures, financial and non-financial, are
appropriately made. We also rely on our internal control systems to
protect Dana assets against loss. Our internal control systems are
regularly reviewed and tested by our internal auditors in order to
monitor compliance, and by our independent accountants in sup-
port of their audit work.

Another component of effective corporate governance and
internal control is the presence of an active, independent Audit
Committee. Dana’s Audit Committee is composed of independent,
outside directors and meets regularly with management, the internal
auditors and our independent accountants to review accounting,
auditing and financial matters, including our development, selection,
and disclosure of critical accounting estimates. The Committee and
the independent accountants have free access to each other with or
without management being present.

While some may view recent legislation and regulatory
developments as imposing a greater duty upon company officials, at
Dana we do not. We have always placed a premium on honesty and
integrity and we have in place strict Standards of Business Conduct,
which are published in thirteen languages and are applicable to all
Dana employees, regardless of their position or the country in
which they work. So, while we will certainly comply with any and all
applicable changes in the regulatory environment, including the
certification of our financial statements, this will only add formality in
confirming what Dana senior management has long accepted as
part of its basic responsibilities to the company and its shareholders.

Robert C. Richter
Vice President and
Chief Financial Officer

Report of Independent Accountants

PRICEMTERHOUSE{ COPERS B

To the Board of Directors and Shareholders of
Dana Corporaticn

In our opinion, the accompanying consolidated batance sheet and
the related consolidated statements of income, of shareholders’
equity and of cash flows, including pages 22 through 43, present
fairly, in all material respects, the financial position of Dana
Corporation and its subsidiaries at December 31, 2001 and 2002,
and the results of their operations and their cash flows for each of the
three years in the period ended December 31, 2002 in conformity
with accounting principles generally accepted in the United States
of America. These financial statements are the responsibility of the
Company’s management; our responsibility is to express an opinion
on these financial statements based on our audits. We conducted
our audits of these statements in accordance with auditing standards
generally accepted in the United States of America, which require
that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstate-
ment. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial state-
ment presentation. We believe that our audits provide a reasonable
basis for our opinion.

As discussed in Notes 1 and 6 to the consolidated financial
statements, the Company changed its method of accounting for
goodwill effective January 1, 2002.

?‘d e W&Wa it
PricewaterhouseCoopers LLP

Toledo, Ohio
February 10, 2003
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Consolidated Statement of Income

In millions except per share amounts

Year Ended December 31

2000 2001 2002
Net sales $11,463 $ 9,490 $9,504
Revenue from lease financing 143 115 85
Other income, net 229 76 105
11,835 9,681 9,694

Costs and expenses

Cost of sales 9,885 8,538 8,426

Selling, general and administrative expenses 988 872 823

Restructuring and integration charges 133 317 124

Interest expense 319 303 260

11,325 10,030 9,703

Income (loss) before income taxes 510 (349) 9)
Income tax benefit (expense) (195) 109 27
Minority interest (13) (8) (15)
Equity in earnings of affiliates 54 32 55

Income (loss) from continuing operations 356 (216) 58
Loss from discontinued operations before income taxes (46) (134) (30)
Income tax benefit on loss from discontinued operations 24 52 10
Loss from discontinued operations (22) (82) (20)

Income (loss) before effect of change

in accounting 334 (298) 38

Effect of change in accounting (220)
Net income (loss) $ 334 $ (298) $ (182)
Basic earnings (loss) per common share
Income (loss) from continuing operations

before effect of change in accounting $ 234 $ (1.46) $ 0.39
Loss from discontinued operations (0.14) {0.55) (0.13)
Effect of change in accounting (1.49)

Net income (loss) $ 2.20 $ (2.0 $(1.23)

Diluted earnings {loss) per common share
Income (loss) from continuing operations

before effect of change iniaccounting $ 232 $ (1.46) $ 0.39
Loss from discontinued operations (0.14) (0.55) (0.13)
Effect of change in accounting (1.48)

Net income (loss) $ 2.18 $ (2.01) $ (1.22)
Cash dividends declared and paid per common share $ 1.24 $ 0.94 $ 0.04
Average shares outstanding —iBasic 152 148 148
Average shares outstanding —'Diluted 153 148 142

The accompanying notes are an integral part of the consoclidated financial statements.
The amounts reported above for 2000 and 2001 have been reclassified to reflect our discontinued operations.
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Consolidated Balance Sheet

In millions except par value

December 31

2001 2002
Assets
Current assets
Cash and cash equivalents $ 199 $ 571
Accounts receivable
Trade, less allowance for doubtful accounts
of $45 ~ 2001 and $40 - 2002 1,371 1,348
Other 371 320
Inventories 1,299 1,116
Other current assets 557 763
Total current assets 3,797 4,118
Goodwill, net 841 568
Investments and other assets 1,368 1,484
Investments in leases 1,068 827
Property, plant and equipment, net 3,133 2,556
| Total assets $10,207 $ 9,553 |
Liabilities and Shareholders’ Equity
Current liabilities
Notes payable, including current portion
of long-term debt $ 1,120 $ 287
Accounts payable 1,045 1,004
Accrued payroll and employee benefits 317 467
Other accrued liabilities 873 802
Taxes on income 134 264
Total current liabilities 3,489 2,824
Deferred employee benefits and other
noncurrent liabilities 1,640 1,925
Long-term debt 3,008 3,215
Minority interest in consolidated subsidiaries 112 107
Total liabilities 8,249 8,071
Shareholders’ equity
Common stock, $1 par value, shares authorized, 350;
shares issued, 149 - 2001 and 2002 149 148
Additional paid-in capital 163 170
Retained earnings 2,471 2,283
Accumulated other comprehensive loss (825) (1,120)
Total shareholders’ equity 1,958 1,482
L Total liabilities and shareholders’ equity $10,207 $ 9,553 l
The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Statement of Cash Flows

In millions
Year Ended December 31
2000 2001 2002
Net cash flows from operating activities $ 984 $ 639 $ 521
Cash flows from investing activities:

Purchases of property, plant and equipment (662) (425) (375)

Purchases of assets tc be leased (191) (50) (2)

Acquisitions (511) (21) (31)

Divestitures 571 236 506

Changes in investments and other assets (183) 1 17

l.oans made to customers and partnerships (643) (68) (11)

Payments received on leases 146 48 39

Proceeds from sales of leasing subsidiary assets 82 60 248

Proceeds from sales of other assets 41 132 101

Payments received on loans 561 180 31

Other (5) (14) 2
Net cash flows — investing activities (794) 79 525
Cash flows from financing activities:

Net change in short-termidebt 577 (888) (556)

Issuance of long-term debt 368 847 285

Payments on long-term debt (504) (501) (467)

Dividends paid (187) (140) (6)

Shares repurchased (381)

Other 5 (16) 72
Net cash flows - financing activities (122) (698) (672)
Net increase in cash and cash equivalents 68 20 374
Net change in cash of discontinued operations (2)
Cash and cash equivalents - beginning of year 111 179 199

Fash and cash equivalents - end of year $ 179 $ 199 $ 571 |
Reconciliation of net incomel(loss) to net
cash flows from operating activities:

Net income (loss) $ 334 $(298) $(182)

Depreciation and amortization 523 548 478

Deferred income taxes 57 (116) (135)

Unremitted earnings of affiliates (54) 4 (43)

Additions to lease and loan loss reserves 18 9 5

Gains on divestitures and asset sales (106) (10) (53)

Minority interest 10 4 5

Effect of change in accounting 220

Asset impairment 27 206 114

Change in accounts receivable 327 137 (52)

Change in inventories 108 166 3

Change in other operating assets (58) (31) 68

Change in operating liabilities (144) 78 176

Other (58) (40) (83)

[ Net cash flows from operating activities $ 984 $ 639 $ 521 ]

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Statement of Shareholders’ Equity

fn milfions
Accumulated Other
Comprehensive Income (Loss)
Additional Foreign Minimum
Common Paid-in Retained Currency Pension  Net Unrealized Shareholders’
Stock Capital Earnings Translation Liability Gain (Loss) Equity
Balance, December 31, 1999 $163 $ 520 $2,762 $(478) $ (13 $3 $2,957
Comprehensive income:
Net income for 2000 334
Foreign currency translation (90)
Minimum pension liability (10)
Total comprehensive income 234
Cash dividends declared (187) (187)
Cost of shares repurchased (15) (366) (381)
Issuance of shares for director and
employee stock plans, net 5 5
Balance, December 31, 2000 148 159 2,909 (568) (23) 3 2,628
Comprehensive income:
Net loss for 2001 (298)
Foreign currency translation (152)
Minimum pension liability (80)
Unrealized loss (5)
Total comprehensive loss (535)
Cash dividends declared (140) (140)
Issuance of shares for director and
employee stock plans, net 1 4 5
Balance, December 31, 2001 149 163 2,471 (720) (103) (2) 1,958
Comprehensive income:
Net loss for 2002 (182)
Foreign currency translation (53)
Minimum pension liability (242)
Total comprehensive loss 477)
Cash dividends declared (8) 6)
Issuance of shares for director and
employee stock plans, net 7 7
[Balance, December 31, 2002 $149 $170 $2,283 $(773) $(345) $(2) $1,482 ]

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

Note 1. Summary of Significant Accounting Policies

Dana is a global leader in the engineering, manufacturing and
distribution of systems and components for worldwide vehicuiar
manufacturers and the related aftermarkets and has been a
provider of lease financing services in selected markets through
its wholly-owned subsidiary, Dana Credit Corporation {DCC).

The preparation of these iconsolidated financial statements
requires estimates and assumptions that affect the amounts re-
ported in the consolidated financial statements and accompanying
disclosures. Some of the more significant estimates include
depreciation and amortization of long-lived assets; valuation of
deferred tax assets and inventories; sales returns, restructuring,
environmental, product liability and warranty accruals; postem-
ployment and postretirement benefits; residual values of leased
assets and allowances for doubtful accounts. Actual results could
differ from those estimates.

The following summary of significant accounting policies
should help you evaluate the consolidated financial statements.
As discussed in Note 20 - Discontinued Operations, income
statement amounts in 2000 and 2001 have been reclassified to
conform to the 2002 presentation of discontinued operations.

Principles of Consolidation

The consolidated financial statements include all subsidiaries in
which we have the ability to control operating and financial policies.
Affiliated companies (20% to 50% ownership) are generally
recorded in the statements using the equity method of accounting.
Operations of affiliates accounted for under the equity method of
accounting are generally included for periods ended within one
month of our year end. Less-than-20%-owned companies are
included in the financial statements at the cost of our investment.
Dividends, royalties and fees from these cost basis affiliates are
recorded in income when received.

Foreign Currency Translation

The financial statements of subsidiaries and equity affiliates
outside the United States (U.S.) located in non-highly inflationary
economies are measured using the currency of the primary
econornic environment in which they operate as the functional
currency, which for the most part is the local currency. Transaction
gains and losses which result from translating assets and liabilities
of these entities into the functional currency are inctuded in net
earnings. Other income includes a transaction loss of $5 in 2000
and transaction gains of $7 in 2001 and $18 in 2002. When
translating into U.S. dollars, income and expense items are
translated at average monthly rates of exchange and assets and
liabilities are translated at the rates of exchange at the balance
sheet date. Translation adjustments resulting from translating the
functional currency into U.S. dollars are deferred as a component
of accumulated other comprehensive income in shareholders’
equity. For affiliates operatingiin highly inflationary economies,
non-monetary assets are transtated into U.S. dollars at historical
exchange rates and monetary assets are translated at current
exchange rates. Translation adjustments for these affiliates are
included in net earnings.

Inventories

Inventories are valued at the lower of cost or market. Cost is
generally determined on the last-in, first-out (LIFO) basis for U.S.
inventories and on the first-in, first-out (FIFO) or average cost
basis for non-U.S. inventories.

Notes to Consolidated Financial Statements

Goodwill

Prior to 2002, we amortized goodwill over a period of expected
benefit ranging from 10 to 40 years. As of January 1, 2002, we
adopted the new accounting pronouncement related to goodwill
(see Note 6). In lieu of amortization, we test goodwill for impair-
ment on an annual basis, unless conditions exist which would
require a more frequent evaluation. In assessing the recoverability
of goodwill, projections regarding estimated future cash flows and
cther factors are made to determine the fair value of the respective
assets. If these estimates or related projections change in the
future, we may be required to record impairment charges for
goodwill at that time.

Pre-Production Costs Related to Long-Term Supply Arrangements
The costs of tooling used to make products sold under long-term
supply arrangements are capitalized as part of property, plant
and equipment and amortized over their useful lives if we own the
tooling. These costs are also capitalized as part of Investments
and other assets and amortized if we fund the purchase but our
customer owns the tooling and grants us the noncancelable right
to use the tooling over the contract period. Costs incurred in
connection with the design and development of tooling that will be
billed to customers upon completion are carried as a component
of other accounts receivable. Design and development costs related
to customer products are deferred if we have an agreement to
collect such costs from the customer; otherwise, they are
expensed when incurred.

Lease Financing

Lease financing consists of direct financing leases, leveraged
leases and equipment on operating leases. Income on direct
financing leases is recognized by a method which produces a
constant periodic rate of return on the outstanding investment in
the lease. Income on leveraged Ieases is recognized by a method
which produces a constant rate of return on the outstanding net
investment in the lease, net of the related deferred tax liability, in
the years in which the net investment is positive. [nitial direct
costs are deferred and amortized using the interest method over
the lease period. Equipment under operating leases is recorded
at cost, net of accumulated depreciation. Income from operating
leases is recognized ratably over the term of the leases.

Allowance for Losses on Lease Financing

Provisions for losses on lease financing receivables are determined
based on loss experience and assessment of inherent risk.
Adjustments are made to the allowance for losses to adjust the net
investment in lease financing to an estimated collectible amount.
Income recognition is generally discontinued on accounts which
are contractually past due and where no payment activity has
occurred within 120 days. Accounts are charged against the
allowance for losses when determined to be uncollectible. Accounts
where asset repossession has started as the primary means of
recovery are classified within other assets at their estimated
realizable value.

Loans Receivable

Loans receivable consist primarily of loans to partnerships in
which DCC has an interest and loans secured by equipment and
first mortgages on real property. The loans to partnerships are
collateralized by the partnerships’ assets. Income on all loans is
recognized using the interest method. Interest income on
impaired loans is recognized as cash is collected or on a cost
recovery basis.




Allowance for Losses on Loans Receivable

Provisions for losses on loans receivable are determined on the
basis of loss experience and assessment of inherent risk.
Adjustments are made to the allowance for losses to adjust foans
receivable to estimated fair value. Income recognition is generally
discontinued on accounts which are contractually past due and
where no payment activity has occurred within 120 days.
Accounts are charged against the allowance for losses when
determined to be uncoliectible.

Properties and Depreciation

Property, plant and equipment are valued at historical costs.
Depreciation is recognized over the estimated useful lives using
primarily the straight-line method for financial reporting purposes
and accelerated depreciation methods for federal income tax
purposes. Long-lived assets are reviewed for impairment and where
appropriate are adjusted to fair market value less cost to sell.

Revenue Recognition

Sales are recognized when products are shipped and risk of loss
has transferred to the customer. We accrue for warranty costs, sales
returns and other allowances, based on experience and other
relevant factors, when sales are recognized. Adjustments are made
as new information becomes available. Shipping and handling fees
billed to customers are included in sales and the costs of shipping
and handling are included in cost of sales.

Income Taxes

Current tax liabilities and assets are recognized for the estimated
taxes payable or refundable on the tax returns for the current year.
Deferred tax balances reflect the impact of temporary differences
between the carrying amount of assets and liabilities and their
tax bases. Amaunts are stated at enacted tax rates expected to be
in effect when taxes are actually paid or recovered. Deferred tax
assets are reduced, if necessary, by the amount of any tax benefits
not expected to be realized.

The “flow-through” method of accounting is used for investment
tax credits, except for investment tax credits arising from leveraged
leases and certain direct financing leases for which the deferred
method is used for financial statement purposes.

Financial Instruments

The reported fair values of financial instruments are based on a
variety of factors. Where available, fair values represent quoted
market prices for identical or comparable instruments. Where
quoted market prices are not available, fair values are estimated
based on assumptions concerning the amount and timing of
estimated future cash flows and assumed discount rates reflecting
varying degrees of credit risk. Fair values may not represent actual
values of the financial instruments that could be realized as of
the balance sheet date or that will be realized in the future.

Derivative Financial Instruments

We enter into forward exchange contracts to hedge our exposure
to the effects of currency fluctuations on a portion of our projected
sales and purchase commitments. The changes in the fair value
of these contracts are generally offset by exchange gains or losses
on the underlying exposures. We also use interest rate swaps to
manage exposure to fluctuations in interest rates and to balance the
mix of our fixed and floating rate debt. We do not use derivatives
for trading or speculative purposes.

In January 2001, we adopted Statement of Financial
Accounting Standards (SFAS) No. 133, “Accounting for Derivative
Instruments and Hedging Activities,” and SFAS No. 138, “Accounting
for Certain Derivative Instruments and Certain Hedging Transactions.”
These Statements require, among other things, that all derivative
instruments be recognized on the balance sheet at fair value.
Interest rate swap arrangements have been formally designated
as hedges. The effect of marking these contracts to market has
been recorded as a direct adjustment of the underlying debt for
those contracts designated as fair value hedges and as an adjust-
ment of other comprehensive income for those contracts designated
as cash flow hedges. Foreign currency forwards and other derivatives
have not been designated as hedges and the effect of marking
these instruments to market has been recognized in the results of
operations. We will evaluate these transactions from time to time
to determine whether they should be designated as hedges.

The adoption of SFAS Nos. 133 and 138 did not have a material
effect on the results of operations.

Environmental Compliance and Remediation

Environmental expenditures that relate to current operations are
expensed or capitalized as appropriate. Expenditures that relate
to existing conditions caused by past operations which do not
contribute to current or future revenue generation are expensed.
Liabilities are recorded when environmental assessments and/or
remedial efforts are probable and the costs can be reasonably
estimated. Estimated costs are based upon current laws and
regulations, existing technology and the most probable methed
of remediation. The costs are not discounted and exclude the
effects of inflation. If the cost estimates result in a range of
equally probable amounts, the lower end of the range is accrued.

Pension Plans

Annual net periodic pension costs under defined benefit pension
plans are determined on an actuarial basis. Our policy is to fund
these costs as accrued, including amortization of the initial
unrecognized net obligation over 15 years and obligations arising
due to plan amendments over the period benefited, through
deposits with trustees. Benefits are determined based upon
employees’ length of service, wages or a combination of length
of service and wages.

Postretirement Benefits Other Than Pensions

Annual net postretirement benefits liabilities and expense under
the defined benefit plans are determined on an actuarial basis.
Our policy is to pay these benefits as they become due. Benefits
are determined primarily based upon employees' length of service
and include applicable employee cost sharing.

Postemployment Benefits

Annual net postemployment benefits liability and expense

under our benefit plans are accrued as service is rendered for
those obligations that accumulate or vest and can be reasonably
estimated. Obligations that do not accumulate or vest are recorded
when payment of the benefits is probable and the amounts can
be reasonably estimated.

Statement of Cash Flows

For purposes of reporting cash flows, we consider highly liquid
investments with a maturity of three months or less when
purchased to be cash equivalents.
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Cash and Marketable Securities

The majority of our marketable securities satisfy the criteria for
cash equivalents and are classified accordingly. The remainder

of our marketable securities are classified as available for sale.
Available-for-sale securities, which are included in investments
and other assets, are carriediat fair value and any unrealized gains
or losses, net of income taxes, are reported as a component of
accumulated other comprehensive income or loss in shareholders’
equity. At December 31, 2002, we maintained cash deposits of
$156 primarily in support of letters of credit and surety bonds that
are used principally for the purpose of meeting various states’
requirements in order to self-insure our workers’ compensation
obligations. These financia! instruments are expected to be renewed
each year. A total of $66 of the deposits may not be withdrawn.

Stock-Based Compensation

Stock-based compensation is accounted for using the intrinsic
value method prescribed in Accounting Principles Board Opinion
No. 25, “Accounting for Stock Issued to Employees,” and related
interpretations. No compensation expense is recorded for stock
options when granted, as option prices have historically been set
at the market value of the underlying stock.

New Accouniing Pronouncements
In November 2002, the Financial Accounting Standards Board
(FASB) issued FASB Interpretation (FIN) No. 45, “Guarantor’s
Accounting and Disclosure Requirements for Guarantees, Including
indirect Guarantees of Indebtedness of Others!” FIN No. 45 clarifies
disclosures that are required to be made for certain guarantees
and establishes a requirement to record a liability at fair value for
certain guarantees at the time of the guarantee’s issuance. The
disclosure requirements of FIN No. 45 have been applied in our
2002 financial statements, including those relating to warranty
obligations. The requirement to record a liability applies to guaran-
tees issued or modified after December 31, 2002. We do not
believe the adoption of this portion of the interpretation will have
a material effect on our financial condition or results of operations.

In January 2003, the FASB issued FIN No. 46, “Consolidation
of Variable Interest Entities, an Interpretation of ARB 51" FIN
No. 46 requires that the primary beneficiary in a variable interest
entity consolidate the entity even if the primary beneficiary does
not have a majority voting interest. The consolidation requirements
of this Interpretation are required to be implemented for any
variable interest entity created on or after January 31, 2003. In
addition, FIN No. 46 requires disclosure of information regarding
guarantees or exposures to loss relating to any variable interest
entity existing prior to January 31, 2003 in financial statements
issued after January 31, 2003. We do not believe that this
Interpretation will have a material effect on our financial condition
or results of operations. We have disclosed all guarantees and
loss exposures retating to our unconsolidated entities in the notes
to our consolidated financial statements.

in June 2001, the FASB issued SFAS No. 143, “Accounting for
Asset Retirement Obligations.” SFAS No. 143 addresses accounting
and reporting for obligations associated with the retirement of
tangible long-lived assets and the associated retirement costs. The
Statement requires the recognition of the fair value of the legal
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obligation asscciated with the retirement of long-lived assets at the
time the obligation is probable and estimable. We are required to
implement SFAS No.143 on January 1, 2003. We do not expect

the implementation of SFAS No. 143 to have a material effect on
our financial position or results of operations.

In June 2002, the FASB issued SFAS No. 146, “Accounting for
Costs Associated with Exit or Disposal Activities.” This Statement
modifies the accounting for exit or disposal costs required by
Emerging Issues Task Force Issue No.94-3. Under Issue No.94-3,
a liability for exit costs was recognized at the date the entity
committed itself to an exit plan. Under SFAS No. 146, a liability
for exit costs is not recognized until the liability is incurred. We
are required to adopt this Statement on January 1, 2003. The
implementation of this Statement will delay recognition of the
liability for exit costs related to any restructuring plans approved
in the future. We do not expect the new guidance to have a
material effect on our financial position or results of operations.

Note 2. Preferred Share Purchase Rights

We have a Preferred Share Purchase Rights Plan which is
designed to deter coercive or unfair takeover tactics. One right
has been issued on each share of our common stock outstanding
on and after July 25, 1996. Under certain circumstances, the
holder of each right may purchase 1/1000th of a share of our
Series A Junior Participating Preferred Stock, no par value, for
the exercise price of $110 (subject to adjustment as provided in
the Plan). The rights have no voting privileges and will expire on
July 15, 2006, unless exercised, redeemed or exchanged sooner.

Generally, the rights cannot be exercised or transferred apart
from the shares to which they are attached. However, if any
person or group acquires (or commences a tender offer that would
result in acquiring) 15% or more of our cutstanding common
stock, the rights not held by the acquirer will become exercisable.
In that event, instead of purchasing 1/1000th of a share of the
Participating Preferred Stock, the holder of each right may elect
to purchase from us the number of shares of our common stock
that have a market value of twice the right's exercise price (in
effect, a 50% discount on our stock). Thereafter, if we merge with
or sell 50% or more of our assets or earnings power to the acquirer
or engage in similar transactions, any rights not previously exercised
(except those held by the acquirer) can also be exercised. In that
event, the holder of each right may elect to purchase from the
acquiring company the number of shares of its common stock
that have a market value of twice the right's exercise price {in
effect, a 50% discount on the acquirer's stock).

The Board of Directors (Board) may authorize the redemption
of the rights at a price of $.01 each before anyone acquires 15%
or more of our common shares. After that, and before the acquirer
owns 50% of our cutstanding shares, the Board may authorize
the exchange of each right (except those held by the acquirer) for
one share of our common stock.

Note 3. Preferred Shares

There are 5,000,000 shares of preferred stock authorized,
without par value, including 1,000,000 shares reserved for
issuance under the Rights Plan. No shares of preferred stock
have been issued.




Note 4. Common Shares

Common stock transactions in the last three years are as follows:

2000 2001 2002

Shares outstanding

at beginning

of year 163,151,142 147,877,034 148,530,464
Issued for stock

plans, net of

forfeitures 272,713 664,430 27,530
Repurchased under

stock plans (91,074) (11,000)
Repurchase program (15,455,747)
Shares outstanding

at end of year 147,877,034 148,530,464 148,557,994

Certain of our employee and director stock plans provide that
participants may tender stock to satisfy the purchase price of the
shares, the income taxes required to be withheld on the transaction,
or both. Shares may only be tendered if held by the participant
for a period of more than six months. In connection with these
stock plans, we repurchased 21,074 shares in 2000 and 11,000
in 2001; no shares were repurchased in 2002.

During 1999, the Board authorized the expenditure of up to $350
to repurchase shares of our common stock and in 2000 it authorized
an additional expenditure of $250 for a total authorization of $600.
The authorizations expired at the end of 2000. The repurchases
were accomplished through open market transactions. In 2000,
we repurchased 15,455,747 shares at a cost of $381.

All shares repurchased were cancelled and became authorized
but unissued shares.

The following table reconciles the average shares outstanding
used in determining basic earnings per share to the number of
shares used in the diluted earnings per share calculation:

2000 2001 2002

Average shares
outstanding
for the year
- basic 152,074,517

147,857,278 148,124,866

Plus: {ncremental
shares from
assumed
conversion of -

Deferred
compensation
units

Restricted
stock

571,029 608,757 579,509

27,765
2,371

86,252

Stock options 95,182 51,071

Potentially
dilutive

shares 666,211 638,893 716,832

Average shares
outstanding
for the year
- diluted 152,740,728

148,496,171 148,841,698

A loss from continuing operations causes dilutive shares to
have an antidilutive effect, so the potentially dilutive shares have
been disregarded in calculating diluted earnings per share for the
year ended December 31, 2001. Diluted earnings per share is
presented for the year ended December 31, 2002 because we
reported income from continuing operations.

Note 5. Inventories

The components of inventory are as follows:

December 31

2001 2002
Raw materials $ 377 $ 369
Work in process and finished goods 922 747
L $1,299 $1,116 |

inventories amounting to $841 and $701 at December 31,
2001 and 2002, respectively, were valued using the LIFO method.
If all inventories were valued at replacement cost, inventories
would be increased by $111 and $104 at December 31, 2001
and 2002, respectively.

Note 6. Goodwill

In connection with the adoption of SFAS No.142, “Goodwill and
Other Intangible Assets,” we discontinued the amortization of
goodwill as of January 1, 2002. In lieu of amortization, we tested
goodwill for impairment as of the date of adoption and we will
test for impairment at least annually in the future. Our initial
impairment test indicated that the carrying amounts of some of
our reporting units exceeded the corresponding fair vatues, which
were determined based on the discounted estimated future cash
flows of the reporting units. The implied fair value of goodwill in
these reporting units was then determined through the allocation
of the fair values to the underlying assets and liabilities. The
January 1, 2002 carrying amounts of the goodwill in these reporting
units exceeded its implied fair value by $289. The $289 write-
down of goodwill to its fair value as of January 1, 2002, net of
$69 of related tax benefits, has been reported as the effect of a
change in accounting in the accompanying financial statements.
The goodwill included in the consolidated balance sheet as of
December 31, 2001, which included the $289 described above,
was supported by the undiscounted estimated future cash flows
of the related operations.

Changes in goodwill during the year ended December 31,
2002, by segment, are presented in the following table.

Effect of  Balance at
Currency December 31,

Balance at  Effect of
December 31, Adopting

2001 SFAS 142  and Other 2002

Automotive Systems

Group $185 $ (12) $11 $184
Automotive Aftermarket

Group 112 (79) (3) 30
Engine and Fluid

Management Group 423 (189) 2 236
Heavy Vehicle

Technologies and

Systems Group 121 (9) 6 118
[ $841  $(289) $16 $568 |

SFAS No. 142 does not provide for restatement of our results
of operations for periods ended prior to January 1, 2002. The
following table reconciles the reported net results for the two
years preceding 2002 to the pro forma results that would have
been reported if the guidance contained in SFAS No. 142 had
been adopted prior to 2000.
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2000 2001 2002
Income (loss) from continuing
operations $ 356 $ (216) $ 58
Loss from discontinued operations (22) (82) (20)
Effect of change in accounting (220)
Goodwill amortization 42 38
Income taxes (9) (6)
Adjusted net income (loss) $ 367 $ (266) $ (182)
Earnings per share - Basic
Income (loss) fram
continuing operations $2.34 $(1.46) $ 0.39
Loss fram discontinued
operations (0.14) (0.55) (0.13)
Effect of change in
accounting (1.49)
Goodwill amortization 0.28 0.26
Income taxes (0.06) (0.05)
Adjusted net income (loss) $2.42 $(1.80)  $(1.23)
Earnings per share - Diluted
Income (loss) from
continuing operations $2.32 $(1.46) $0.39
Loss from discontinued operations (0.14) (0.55) (0.13)
Effect of change in accounting (1.48)
Goodwill amortization 0.28 0.26
Income taxes (0.06) (0.05)
Adjusted net income (loss) $2.40 $(1.80) $(1.22)

Note 7. Short-Term Debt and Credit Facilities

Our accounts receivable securitization program, established in
March 2001, provides up to $400 to meet our periodic demand for
short-term financing. Under the program, certain of our divisions
and subsidiaries either sell or contribute accounts receivable to
Dana Asset Funding LLC (DAF), a special purpose entity. DAF funds
its accounts receivable purchases by pledging the receivables as
collateral for short-term loans from participating banks. We used
‘the initial sale proceeds received from DAF to reduce debt,
including amounts then outstanding under our revolving credit
facilities. Expenses incurred to establish the program are being
amortized over five years, the contractual life of the program.

The securitized accounts receivable are owned in their entirety
by DAF and are not availableto satisfy claims of our creditors.
However, we are entitled to any dividends paid by DAF and would
be entitled to any proceeds from the liquidation of DAF's assets
upon the termination of the securitization program and the disso-
lution of DAF. DAF's receivables are included in our consolidated
financial statements solely because DAF does not meet certain
technical accounting requirements for treatment as a “qualifying
special purpose entity” under generally accepted accounting
principles. Accordingly, the szles and contributions of the accounts
receivable are eliminated in consolidation and any loans to DAF are
reflected as short-term borrowings in our consolidated financial
statements. The amounts available under the program are subject
to reduction based on adverse changes in our credit ratings or
those of our customers, customer concentration levels or certain
characteristics of the underlying accounts receivable. This program
is subject to possible termination by the ienders in the event our
credit ratings are lowered below Bl by Moody’s Investor Service
(Moody’s) and B+ by Standard & Poor's (S&P).
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During 2002, cash flows from operations, along with proceeds
from divestitures and the private placement of $250 of notes in
March, reduced our reliance on our short-term credit facilities. We
amended our 364-day facility in July and reduced the amount available
to $100. In December, we extended the 364-day revolving credit
facility while we negotiated amendments to our long-term facility.
Our reduced need for committed facilities enabled us to cancel the
364-day facility in February 2003 when we formally amended the
long-term facility. The amended long-term facility, which matures on
November 15, 2005, now provides for borrowings of up to $400. The
interest rates under the facility equal the London interbank offered
rate (LIBOR) or bank prime, plus a spread that varies depending on
our credit ratings. Advances under the facility that do not exceed $50
may be borrowed on an unsecured basis for up to five business days.
Borrowings in excess of $50, any borrowings outstanding for more
than five business days, or any borrowings within a five-day period
after repayment of all previous advances are not permitted until we
provide certain inventory and other collateral, as permitted within the
limits of our indentures. These provisions of the facility terminate if
credit ratings reach Baa3 by Moody's and BBB- by S&P.

The amended long-term credit facility requires us to maintain
specified financial ratios as of the end of each quarter, 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. Specifically, the ratios are: (i) net senior debt to tangible net
worth of not more than 1.25:1 at March 31, June 30 and September 30,
2003 and 1.10:1 at December 31, 2003 and thereafter; (i) EBITDA
(as defined in the facility) minus capital expenditures to interest
expense of not less than 1.80:1 at March 31, June 30 and September
30, 2003, 1.90:1 at December 31, 2003, 2.25:1 at March 31, 2004
and 2.50:1 at June 30, 2004 and thereafter; and (iii) net senior debt
to EBITDA of not greater than 3.40:1 at March 31, June 30 and
September 30, 2003, 2.90:1 at December 31, 2003 and 2.50:1
at March 31,2004 and thereafter. The ratio calculations are based on
the additional financial information which presents Dana’s consoclidated
financial statements with DCC accounted for on the equity basis.

Dana, excluding DCC, had committed borrowing lines of $1,170 at
December 31, 2002, all of which was available at that time. The com-
mitted amount, which includes $170 of letters of credit and surety
bonds, was reduced by $200 in February 2003 as a result of the
expiration of the 364-day facility and the amendment of the long-term
facility. Dana, excluding DCC, had uncommitted borrowing lines of
$260 at December 31, 2002, of which $32 had been borrowed by
certain of our non-U.S. subsidiaries,

DCC had committed borrowing lines of $250 and uncommitted
borrowing lines of $15 at December 31, 2002. The $250, available
under a long-term facility that matures in June 2004, was reduced to
$200 in February 2003. The facility will be subject to further reduc-
tions equal to two-thirds of net cash proceeds from sales of OCC
assets after February 6, 2003. DCC had $131 borrowed against
committed bank lines at December 31, 2002,

Because our financial performance is impacted by various eco-
nomic, financial and industry factors, we may not be able to satisfy
these covenants 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 facility. 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 concessians. Default under this facility or any of our
significant note agreements may result in defaults under other debt
instruments. Our business, results of operations and financial condi-
tion might be adversely affected if we were unable to successfully
negotiate amended covenants or obtain waivers on acceptable terms.




Fees are paid to the banks for providing committed lines, but not
for uncommitted lines. We paid fees of $9 in 2001 and $6 in 2002
in connection with our committed bank lines. Of these fees, $4 was
amortized to expense in 2001 and $9 in 2002.

Selected details of consolidated short-term borrowings are as follows:

Weighted Average
Amount Interest Rate
Balance at December 31, 2001 $ 674 3.5%
Average during 2001 1,450 5.4
Maximum during 2001 (month end) 1,919 6.9
Balance at December 31, 2002 $ 163 3.9%
Average during 2002 698 3.2
Maximum during 2002 (month end) 1,057 3.7

Note 8. Long-Term Debt

During 2001, Dana issued $575 and €200 of 9% unsecured
notes due August 15, 2011. During 2002, we issued $250 of
10.125% unsecured notes due March 15, 2010. The indenture
agreements related to these notes place certain limits on the
borrowings, payments and transactions that we can undertake.

During 1999, DCC established a $500 Medium Term Note
Program. Notes under the program are offered on terms determined
at the time of issuance. At December 31, 2002, notes totaling
$325 were outstanding under the program. Interest on the notes is
payable on a semi-annual basis. These notes are general, unsecured
obligations of DCC. DCC has agreed that it will not issue any other
notes which are secured or senior to notes issued under the program,
except as permitted by the program.

Nonrecourse obligations represent debt coliateralized by the
assignment of contracts and a security interest in the underlying
assets. In the event of a default under the nonrecourse debt
obligation, the lender's recourse is limited to the collateral with no
further recourse against DCC.

Selected details of our consolidated long-term debt are as follows:

December 31

2001 2002
Indebtedness of Dana, excluding
consolidated subsidiaries —
Unsecured notes payable, fixed rates —
6.25% notes, due March 1, 2004 $ 250 $ 250
6.5% notes, due March 15, 2008 150 150
7.0% notes, due March 15, 2028 186 196
6.5% notes, due March 1, 2009 349 349
7.0% notes, due March 15, 2029 371 371
9.0% notes, due August 15, 2011 575 575
9.0% euro notes, due August 15, 2011 177 209
10.125% notes, due March 15, 2010 247
6.92% ~ 7.04% notes, due 2002 135

Valuation adjustments (2) 92
Indebtedness of DCC —
Unsecured notes payable, variable rates,

2.46% ~ 5.17%, due 2003 to 2006 182 95
Unsecured notes payable, fixed rates,
2.00% ~ 8.54%, due 2003 to 2011 844 655

Nonrecourse notes payable, fixed rates,
6.77% ~ 12.05%, due 2003 to 2010 79 70

Nonrecourse rotes payable, due 2007
variable rate of 6.15%, due at the

end of 2002 19 35
Indebtedness of other consolidated
subsidiaries 129 45
Total long-term debt 3,454 3,339
Less: Current maturities 446 124
$3,008  $3,215 |

The total maturities of all long-term debt for the five years after
2002 are as follows: 2003, $124; 2004, $468; 2005, $68;
2006, $100 and 2007, $358.

Interest paid on short-term and long-term debt was $314 in
2000, $304 in 2001 and $255 in 2002.

Note 9. Interest Rate Agreements

Under our interest rate swap agreements, we have agreed to
exchange with third parties, at specific intervals, the difference
between fixed rate and floating rate interest amounts calculated
by reference to agreed notional amounts. Differentials to be paid
or received under these agreements are accrued and recognized
as adjustments to interest expense.

At December 31, 2001, Dana, exclusive of DCC, was a party
to several interest rate swap agreements corresponding with our
August 2001 notes. We entered another swap agreement in March
2002 in connection with the issuance of $250 of unsecured notes.
These agreements effectively converted the interest rates of these
notes to a variable rate in order to provide a better balance of fixed
and variable rate debt. These agreements had been designated
as fair value hedges of the corresponding notes and the carrying
value of the notes were adjusted as the swap agreements increased
in value. In September 2002, we received $72 in connection
with amending the variable rates in two of the agreements and
terminating a third agreement. The corresponding valuation
adjustment is being amortized as a reduction of interest expense
aver the remaining life of the notes. The terminated agreement
was replaced with a new swap agreement.

Our current fixed-for-variable swap agreements, including the
amended contracts, have all been designated as fair value hedges
of the August 2001 and March 2002 notes. As of December 31,
2002, the agreements provided for us to receive an average rate
of 9.3% on notional amounts of $825 and €200 and to pay
variable rates equal to the six-month LIBOR plus an average of
4.92% (the combined rate was 6.3% at December 31, 2002) on
a notional amount of $825 and the six-month Euro interbank
offered rate (EURIBOR) plus an average of 3.79% (the combined
rate was 6.6% at December 31, 2002) on a notional amount of
€200. These agreements expire in March 2010 ($250) and
August 2011 ($575 and €200). The $23 aggregate fair value of
these agreements at December 31, 2002 was recorded as a
non-current asset and offset by an increase in 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 agreements remain open.

At December 31, 2002, DCC was committed to receive interest
rates which change periodically in line with prevailing short-term
market rates (the average rate being received at December 31,
2002 was 2.67%) and to pay an average rate of 7.95% which is
fixed over the period of the agreements on a notional amount of $45.
The $3 aggregate fair value of these agreements at December 31,
2002 was recorded as a current liability and offset on an after-tax
basis by an adjustment to accumulated other comprehensive
income. DCC's interest rate swaps expire in 2003.
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Note 10. Stock Option Plans

Under the Dana 1997 Stock|Option Plan, the Compensation
Committee of the Board granits stock options to selected Dana
employees at option prices not less than the market price of the
stock at the date of grant. Generally, one-fourth of the options
granted become exercisable at each of the first four anniversary
dates of the grant and expire ten years from the date of grant. Stock
appreciation rights may be granted separately or in conjunction
with the options. When we merged with Echlin Inc. in 1998, we
assumed Echlin's 1992 Stock Option Pian for employees and the
underlying Echlin shares were converted to Dana stock. At the
time of the merger, there were options outstanding under this plan
for the equivalent of 1,692,930 Dana shares. While the plan
expired in December 2002, the options outstanding were not
cancelled and remain exercisable according to their terms.

This is a summary of transactions under these plans in the
last three years:

Weighted
Average
Number Exercise
of Shares Price
Outstanding at
December 31,1999 10,081,505 $38.78
Granted - 2000 3,322,750 23.06
Exercised — 2000 (120,857) 17.93
Cancelled — 2000 (420,999) 38.08
Outstanding at
December 31,2000 12,862,393 $34.94
Granted - 2001 2,763,200 25.05
Exercised ~ 2001 (52,003) 15.97
Cancelled - 2001 (632,643) 35.85
Outstanding at
December 31,2001 14,940,953 $33.14
Granted - 2002 3,161,850 15.29
Exercised - 2002 (2,589) 20.13
Cancelled ~ 2002 (590,959) 26.69
Outstanding at
December 31,2002 17,509,255 $30.14

The following table summarizes information about stock
options under these plans at December 31, 2002:

Outstanding Options Exercisable Options

Weighted
Average  Weighted Weighted
Range of Remaining  Average Average
Exercise Number of Contractual Exercise  Numberof Exercise
Prices Options  Life in Years  Price Options Price
$11.06-$23.06 6,294,850 8.5 $19.16 1,733,771 $23.06
25.05- 38.44 6,917,711 5.3 29.60 4,934,332 31.43
40.08- 52.56 4,296,694 6.0 47.07 3,896,486 47.23
[ 17,509,255 6.6 $30.14 10,564,589 $35.89 l

In April 2001, shareholders authorized the issuance of
5,000,000 additional shares under the Dana plan. At December
31, 2002, there were 1,467,612 shares available for future
grants under this plan.

In accordance with our accounting policy for stock-based
compensation, we have not recognized any expense relating to
these stock options. If we had used the fair value method of
accounting, the alternative policy set out in SFAS No.123,
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“Accounting for Stock-Based Compensation,” the after-tax expense
relating to the stock options would have been $14 in 2000, $16
in 2001 and $17 in 2002. The following table presents pro forma
stock compenstation expense, net of tax, net income (loss) 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 was incurred in connection with
our stock award plan and our restricted stock plans (see Note 12
— Additional Compensation Plans).

2000 2001 2002

Stock compensation expense, as reported  $ 4 $ 4 $ 3
Stock compensation expense, pro forma 18 20 20
Net income (loss), as reported $ 334 $(298) $(182)
Net income (loss), pro forma 320 (314) (199)
Earnings per share — Basic

Net income (loss), as reported $2.20 $(2.01) $(1.23)
Net income (loss), pro forma 2.10 (2.12) (1.34)
Earnings per share — Diluted

Net income (loss), as reported $2.18 $(2.01) $(1.22)
Net income (loss), pro forma 2.09 (2.12) (1.33)

The fair value of each option grant for each period presented
was estimated on the date of grant using the Black-Scholes
model. Black-Scholes is one of several models that are used by
companies to estimate the value of option grants. There are also
new, emerging methods for determining values of stock options,
including soliciting bids for option-like equity instruments from
investment banks. Different estimates of the fair values of our
stock options would likely result if we were to use one of these
alternative methods. The Black-Scholes model is heavily influ-
enced by the assumptions used, especially the stock price volatility
assumption. The assumptions used in each period are as follows:

2000 2001 2002
Risk-free interest rate 6.16% 4.63% 3.53%
Dividend yield 5.38% 4.95% 0.26%
Expected life 8.4 years 5.4 years 5.4 years
Stock price volatility 40.72% 44.67% 53.24%

Based on the above assumpticns, the weighted average fair
value per share of options granted under the plans was $6.51 in
2000, $7.49 in 2001 and $7.67 in 2002.

Under our Directors’ Stock Option Plan, options for 3,000
common shares are automatically granted to each non-employee
director once a year. The option price is the market value of the
stock at the date of grant. The options can be exercised after one
year and expire ten years from the date of grant, except in the
event of retirement or death of the director.

This is a summary of the stock option activity of the Directors
plan in the {ast three years:

Number Weighted Average
of Shares Exercise Price
Outstanding at
December 31,1999 138,000 $37.66
Granted - 2000 21,000 28.78
Outstanding at
December 31, 2000 159,000 $36.49
Granted - 2001 24,000 17.64
Qutstanding at
December 31, 2001 183,000 $34.02
Granted — 2002 27,000 21.53
Qutstanding at
December 31, 2002 210,000 $32.41




The following table summarizes information about stock
options under this plan at December 31, 2002:

Outstanding Options Exercisable Options

Weighted

Average Weighted Weighted

Range of Remaining Average Average

Exercise Numberof  Contractual  Exercise Number of Exercise
Prices Options Life in Years Price Options Price
$17.64-$32.25 165,000 5.2 $26.11 138,000 $27.01
50.25-60.09 45,000 5.8 55.50 45,000 55.50
[ 210,000 53 $32.41 183,000 $34.02

At December 31, 2002, 55,000 shares were available for
future grants under this plan.

We also assumed Echlin’s 1996 Non-Executive Director Stock
Option Plan when we merged with Echlin and the underlying
Echlin shares were converted to Dana stock. At the time of the
merger, there were options outstanding under this plan for the
equivalent of 83,637 Dana shares. No options were granted
under this plan after the merger. While the plan was terminated
in 1999, the outstanding options remain exercisable according to
their terms. None of these options has been exercised since 1999.
At December 31, 2002, there were 38,752 options outstanding
and exercisable at exercise prices ranging from $33.49 to $37.93
per share with a weighted average exercise price of $33.40; the
weighted average remaining contractual life of these options
was 4.2 years.

Note 11. Employees’ Stock Purchase Plan

The majority of our full-time U.S. and some of our non-U.S.
employees are eligible to participate in our stock purchase plan.
Plan participants can authorize us to withhold up to 15% of their
earnings and deposit this amount with an independent custodian.
We match up to 50% of the participants’ contributions in cash
over a five-year period beginning with the year the amounts are
withheld. If a participant withdraws any shares before the end of
five years, the amount of our match wiil depend on how long the
shares were in the account. The charge to expense for our match
was $10in 2000, $11 in 2001 and $11 in 2002,

The custodian uses the funds to purchase our common stock
at current market prices. The custodian purchased the following
number of shares in the open market: 2,212,391 in 2000,
2,405,040 in 2001 and 2,239,968 in 2002. We are also authorized
to issue up to 4,500,000 shares to provide an alternate source
of shares for the custodian. No shares have been issued by us
through December 31, 2002 in connection with this plan. As
record keeper for the plan, we allocate the purchased shares to the
participants’ accounts. Shares are distributed to the participants
on request in accordance with the plan’s withdrawal provisions.

Note 12. Additional Compensation Plans

We have numerous additional compensation plans under which
we pay our employees for increased productivity and improved
performance. One such plan is our Additional Compensation Plan
for certain officers and other key employees. Under this plan, a
percentage of the participants’ compensation is accrued for
additional compensation if we attain certain annual corporate

performance goals. The Compensation Committee selects the
participants and determines whether to pay the awards immediately
in cash or to defer them in the form of units which are the economic
equivalent of shares of Dana comman stock. The Committee also
decides whether to pay the deferred awards ultimately in cash,
stock or a combination of both. Units are credited with the equiv-
alent of dividends on our common stock and adjusted in value
based on the market value of our common stock. Compensation
expense is charged or credited in connection with increases or
decreases, respectively, in the value of the deferred units. Awards
not converted to units are credited quarterly with interest earned
at a rafe tied to the prime rate.

Activity related to the plan for the last three years is
as follows:

2000 2001 2002

Dividends and interest credited to
participants’ accounts $ 2 $ 2 $1
Mark-to-market adjustments (7) (1) (1)
Accrued for bonuses 10
Charge (credit) to expense $ (5) $1 $10

In order to satisfy a portion of our deferred compensation
obligations to retirees and other former employees under this
plan, we distributed shares totaling 5,240 in 2000, 25,106 in
2001 and 48,301 in 2002.

We also have two successive Restricted Stock Plans under
which the Compensation Committee grants restricted common
shares to certain key employees. The shares are subject to forfeiture
until the restrictions lapse or terminate. Generally, the employee
must remain employed with us for a specified number of years
after the date of grant to avoid forfeiting the shares. Dividends on
restricted shares may be paid to participants in cash but have
historically been converted to additional restricted shares within
the plan. Since 1997, participants have been able to convert their
restricted stock into an equal number of restricted stock units under
certain conditions. The number of restricted shares converted to
restricted units was 32,736 in 2000, 27,500 in 2001 and 31,540
in 2002. The units, which are credited with the equivalent of
dividends paid on outstanding shares, are payable in unrestricted
stock upon retirement or termination of employment.

Grants occurred under the 1989 Restricted Stock Plan
through February 1998, at which time the authorization to grant
restricted stock awards under this plan lapsed. At December 31,
2002, there were 458,093 shares available for issuance in
connection with dividends under this plan.

Under the 1999 Restricted Stock Plan, there were 31,200
shares granted in 2000, 529,000 shares in 2001 and 8,000
shares in 2002. At December 31, 2002, there were 890,014
shares available for future grants and dividends under this Plan,
including 63,191 shares that were forfeited during 2002.

Charges to expense for these plans were $2 in 2000, $3 in
2001 and $1 in 2002.
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Mote 13. Pension and Qther Postretirement Benefits

We provide defined contribution and defined benefit, qualified
and nonqualified, pension plans for certain employees. We also
provide other postretirement benefits including medical and life
insurance for certain employees upon retirement.

Under the terms of the defined contribution retirement plans,
employee and employer contributions may be directed into a
number of diverse investments. None of these plans allows for
direct investment of contributions in Dana stock.

The following tables provide a reconciliation of the changes in
the defined benefit pension plans’ and other postretirement plans'
benefit obligations and fair value of assets over the two-year period
ended December 31, 2002, statements of the funded status and
schedules of the net amounts recognized in the balance sheet at
December 31,2001 and 2002:

Pension Benefits Other Benefits
2001 2002 2001 2002
Reconciliation of benefit
obligation
Obligation at January 1 $2,477 $2,549 $ 1,198 $ 1,415
Service cost 66 62 14 16
Interest cost 172 179 g1 105
Employee contributions 4 3 7 8
Plan amendments 1 4
Actuarial loss 29 184 206 267
Benefit payments (196) (223) (99) (111)
Settlements, curtailment
and terminations 7 18 4) (2)
Acquisitions and divestitures 9 (18) 1)
Translation adjustments (20) 52 (2) 2
[ Obligation at December 31 $2,549  $2,808 $ 1,415 $ 1,699 |
Reconciliation of fair value
of plan assets
Fair value at January 1 $2,752 $2,283
Actual return on plan assets (294) (19)
Acquisitions and divestitures 11 1
Employer contributions 18 33
Employee contributions 4 3
Benefit payments (186) (220)
Settlements (4) 3
Translation adjustments 18) 37
[ Fairvalue at December 31 $2,283  $2,121
Funded Status
Balance at December 31 $ (264) $ (687) $(1,415) $(1,699)
Unrecognized transition
abligation (1)
Unrecognized prior service cost 43 28 (19) (3)
Unrecognized loss 228 662 512 735

Prepaid expense (accrued cost)  $ 7 % 3 $ (922) % (967)|

Amounts recognized in the
balance sheet consist of:

Prepaid benefit cost $ 108 $ 105
Accrued benefit liability (299) (691) $ (922) % (967)
Intangible assets 30 23
Accumuiated other
comprehensive (oss 168 566
L Net amount recognized $ 7 % 3 % (922) % (967)J
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Benefit obligations of the U.S. non-qualified and certain
non-U.S. pension plans, amounting to $139 at December 31,
2002, and the other postretirement benefit plans are not funded.

Components of net periodic benefit costs for the last three
years are as follows:

Notes to Consolidated Financial Statements

Pension Benefits QOther Benefits

2000 2001 2002 2000 2001 2002

Service cost $ 76 $ 66 3 62 $ 16 $14 $ 16
Interest cost 168 172 179 79 g1 103
Expected return

on plan assets (232)  {241) (238)
Amortization of

transition obligation 3 1
Amortization of

prior service cost 23 13 12 (7) (6) 4)
Recognized net

actuarial loss (gain) (6) (20) 9) 10 13 25
Net periodic

benefit cost 32 9) 6 98 112 142
Curtaifment

(gain) loss 18 13 (23) (2) 3
Settlement {(gain) loss 3) 2 2
Termination

expenses 10 7
Net periodic

benefit cost after

curtailment and

settlements $ 47 % 7 $ 28 $ 75 %110 $145

The assumptions used in the measurement of pension benefit
obligations are as follows:

U.S. Plans
2000 2001 2002
Discount rate 7.75% 7.50% 6.75%
Expected return
on plan assets 9.50% 9.50% 8.75%
Rate of
compensation
increase 4.31% - 5.00% 5.00% 5.00%
Non-U.S. Plans
2000 2001 2002

Discount rate 5.50%-7.75% 6.00%-6.75% 5.75%-6.75%

Expected return
on plan assets

Rate of
compensation
increase

6.50%-9.00% 7.00%-7.50% 6.50%-7.25%

2.50%~5.00% 3.00%-5.00% 3.00% -5.00%

The expected return on plan assets for U.S. plans presented
in the table above is used to determine pension expense for the
succeeding year.

The assumptions used in the measurement of other postretire-
ment benefit obligations are as follows:

2000 2001 2002
Discount rate 7.75% 7.50% 6.75%
Initial weighted health care
costs trend rate 6.80% 8.10% 12.30%
Ultimate health care
costs trend rate 5.00% 5.00% 5.00%
Years to ultimate 9 9 10

Assumed health care costs trend rates have a significant
effect on the health care plan. A one-percentage-point change in
assumed health care costs trend rates would have the following
effects for 2002:

1% Point 1% Point
Increase Decrease
Effect on total of service and
interest cost components $ 8 $ (8)
Effect on postretirement benefit
obligations 118 (108)




Note 14. Income Taxes

Income tax expense (benefit) applicable to continuing operations
consists of the following components:

Year Ended December 31

2000 2001 2002

Current
U.S. federal $ 36 $ (68) $29
U.S. state and local 18 (5) (6)
Non-U.S. 103 20 50
157 (53) 73

Deferred
U.S. federal and state 62 (75) (107)
Non-U.S. (24) 19 7
38 (56) (100)
Total expense (benefit) $195 $(109) $ @27

Income (loss) before income taxes from continuing operations
consists of the following:

Year Ended December 31

2000 2001 2002
U.S. operations $322 $(366) $(137)
Non-U.S. operations 188 17 128
$510 $(349) $ 9
Deferred tax benefits {liabilities) consist of the following:
December 31
2000 2001 2002
Postretirement benefits other
than pensions $ 328 $ 339 $ 339
Pension accruals 33 189
Postemployment benefits 32 32 36
Other employee benefits 23 20 29
Capital loss carryforward 368
Net operating loss carryforwards 128 234 220
Foreign tax credits recoverable 23 79 80
Qther tax credits recoverable 7 27
Inventory reserves 58 77 63
Expense accruals 210 252 267
Goodwill 14 23 109
Research and development costs 41
Other 44 62 105
867 1,178 1,846
Valuation aflowances (102) (128) (538)
Deferred tax benefits 765 1,050 1,308
Leasing activities (557) (678) (621)
Depreciation - non-leasing (239) (233) (214)
Pension accruzls (12)
Other (17) (24)
Deferred tax liabilities (825) (935) (835)
[Net deferred tax benefits (iabilities)  $ (60)  $ 115 $ 473 ]

Worldwide, we have net operating loss carryforwards of
approximately $559 with remaining fives ranging from one year
to an indefinite period. Net benefits recognized for net operating
loss carryforwards generally relate to Brazil, Germany and the
United Kingdom where the losses are carried forward indefinitely.

We have a capital loss carryforward of approximately $1,050
that expires in 2007. The capital loss carryforward arose in
connection with the sale of a subsidiary in 2002, as the tax basis
substantiaily exceeded the book basis in the subsidiary's stock. We
have established a valuation allowance in 2002 of $356 against
our deferred tax asset of $368 relating to the capital loss carryfor-
ward. We did this because current tax law requires the generation
of capital gain to offset capital loss and our manufacturing and
leasing operations generally produce income that is characterized
as ordinary income.

We have a carryforward of excess foreign tax credits of $80.
Foreign tax credits generated on income from foreign sources are
limited to the total US taxes payable on income from all sources.
The excess foreign tax credits may be carried forward five years.
The foreign tax credit carryforwards expire as follows: 2005,
$25 and 2006, $55. To reflect the uncertainties associated with
achieving the proper mix of domestic and foreign sources of income
to utilize these credits, we established a valuation allowance of
$40 in 2002 against the deferred tax asset of $80.

Valuation allowances are provided for deferred tax assets
whenever the realization of the assets are not deemed to meet a
more likely than not standard. To reflect judgments in applying
this standard, we have increased our valuation allowance against
deferred tax assets by $19 in 2000, $26 in 2001 and $410 in
2002, inciuding the provisions described above related to the
capital loss and foreign tax credit carryforwards.

Cumulative undistributed earnings of non-U.S. subsidiaries
for which U.S. income taxes, exclusive of foreign tax credits, have
not been provided approximated $673 at December 31, 2002.
U.S. income taxes have not been provided on these undistributed
earnings since we intend to permanently reinvest them. if the total
undistributed earnings of non-U.S. subsidiaries had been remitted
in 2002, a significant amount of the additional tax provision
would have been offset by foreign tax credits.

We paid income taxes of $98 in 2000 and received a net
refund of $38 in 2001 and $86 in 2002.

The effective income tax rate applicable to continuing
operations differs from the U.S. federal income tax rate for the
following reasons:

Year Ended December 31

2000 2001 2002
U.S. federal income tax rate 35.0% (35.0)% (35.0)%
Increases (reductions) resulting from:
State and local income
taxes, net of federal
income tax benefit 2.1 (5.7) (73.7)
Non-U.S. income (1.2} 3.7 (241.7)
Valuation adjustments 3.7 7.3 4,447.0
General business tax credits (1.6} 2.7) (73.7)
Capital loss (4,499.7)
Amortization of goodwil 1.1 1.1
Miscellaneous items (0.9) 0.1 176.8
LEffective income tax rate 38.2% (31.2)% (300.0&'
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Note 15. Composition of Certain Balance Sheet Amounts

The following items comprise the amounts indicated in the
respective balance sheet captions:

December 31

2001 2002
Other Current Assets
Deferred tax benefits $ 312 $ 340
Prepaid pension expense 108 105
Assets of discontinued operaticns 177
Other 137 141
| $ 557 $ 763 |
Investments and Other Assets
Investments at equity $ 877 $ 865
Marketable securities, cost of $32 33
Loans receivable 80 40
Amounts recoverable from insurers 72 124
Deferred tax benefits 145
Other 306 310
L $1,368  $1,484 |
Property, Plant and Equipment, net
Land and improvements to land $ 133 $ 113
Buildings and building fixtures 1,099 962
Machinery and equipment 4,808 4,090
6,040 5,165
Less: Accumulated depreciation 2,907 2,609
L $3,133  $2,556 |
Deferred Employee Benefits
and Other Noncurrent Liabilities
Postretirement other than pension $ 834 $ 863
Deferred tax liabilities 214
Pension 299 691
Postemployment 82 92
Compensation 48 51
Other noncurrent liabilities 163 228
$1,640  $1,925 |
Investments in Leases
Direct financing leases $ 118 $ 94
Leveraged leases 920 724
Property on operating leases,
net of accumulated depreciation 75 60
Allowance for credit losses (31) (34)
1,082 844
Less: Current portion 14 17
$1,068 $ 827 |

The components of the net investment in direct financing
leases are as follows:

December 31

2001 2002

Total minimum lease payments $125 $ 98

Residual values 38 31

Deferred initial direct costs 2 2

165 131

Less: Unearned income 47 37
I $118 $ 94
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The components of the net investment in leveraged leases are
as follows:

December 31

2001 2002

Rentals receivable $ 7,574 $ 5,980

Residual values 944 778
Nonrecourse debt service (6,445) (5,200)
Unearned income (1,143) (833)
Deferred investment tax credit (10) (1)

920 724

Less: Deferred taxes arising

from leverage leases 513 466

[ $ 407 $ 258

Total minimum lease payments receivable on direct financing
{eases as of December 31, 2002 are as follows:

Year Ending December 31:

2003 $21
2004 17
2005 15
2006 11
2007 10
Later years 24
[Total minimum lease payments receivable $98—|

Total minimum (ease payments receivable on operating leases
as of December 31, 2002 are as follows:

Year Ending December 31:

2003 $13
2004 11
2005 9
2006 8
2007 7
Later years 9

ITotaI minimum lease payments receivable

Note 16. Fair Value of Financial Instruments

The estimated fair values of Dana’s financial instruments are as
follows:

December 31

2001 2002
Carrying  Fair Carrying  Fair
Amount Value Amount Value
Financial assets
Cash and cash equivalents $ 199 $ 199 $ 571 $ 571
Loans receivable (net) 108 115 46 45
Investment securities 46 45 12 11
Interest rate swaps 23 23
Currency forwards 1 1 1 1
Financial liabilities
Short-term debt 674 674 163 163
Long-term debt 3,454 3,298 3,339 3,299

Security deposits — leases 2 2 1 1
Deferred funding
commitments

under leveraged leases 1 1 1 1
interest rate swaps 6 6 3 3
Currency forwards 1 1




Note 17. Commitments and Contingencies

At December 31,2002, we had purchase commitments for property,
plant and equipment of approximately $116. Because of our
intention to pursue the sale of many of the assets and businesses
of DCC, it did not have any material commitments to provide loan
and lease financing at December 31, 2002.

At December 31,2002, we had 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 guar-
antees is $8. 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 $53.
At December 31, 2001, DCC had guaranteed an obligation of an
affiliate accounted for under the equity method. During 2002,
the affiliate satisfied such obligation.

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. At December 31,
2002, we had a $3 guarantee outstanding in connection with a
tooling order for one of our OE programs. Although our Board
authorization permits us to issue tooling guarantees up to $80 for
this program, we do not expect such guarantees to exceed $25.

Cash obligations under future minimum rental commitments
under operating leases were $448 at December 31, 2002, with
rental payments during the next five years of: 2003, $71; 2004,
$63; 2005, $54; 2006, $43 and 2007, $36. Net rental expense
was $103 in 2000, $113 in 2001 and $93 in 2002,

We have divested certain of our businesses. In connection with
these divestitures, there may be future claims and proceedings
instituted or asserted against us relative to the period of our own-
ership 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, related to such matters are not reasonably likely to have a
material adverse effect on our liguidity, financial condition or
results of operations.

We record a liability for estimated warranty obligations at the
date products are soid. Adjustments are made as new information
becomes available. Changes in our warranty liability for the year
ended December 31, 2002 follow:

Balance at December 31, 2001 $138
Amounts accrued for current year sales 55
Adjustments of prior accrual estimates 25
Settlements of warranty claims (80)
Impact of divestitures and acquisitions (5)
Foreign currency translation 2
Balance at December 31, 2002 $135

We are 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 faws. We have
reviewed our pending judicial and legal proceedings, including the

probable outcomes, reasonably anticipated costs and expenses,
availability and {imits of our insurance coverage and our estab-
lished reserves for uninsured liabilities. We do not believe that
any liabilities that may result from these proceedings are reason-
ably likely to have a material adverse effect on our liquidity,
financial condition or results of operations.

Since the mid-1980s, we have been a defendant in asbestos
bodily injury litigation. For most of this period, our asbestos-reiated
claims were administered by the Center for Claims Resolution
(CCR), which settfed 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 subsidiary of Peterson Consulting, Inc., to
administer our claims, bill our insurance carriers and assist us in
claims negotiation and resolution.

At December 31,2002, we had approximately 139,000
pending asbestos-related product liability claims, consisting of
approximately 115,000 unresolved claims and approximately
24,000 claims settled pending payment (including 14,000
claims remaining from when we were a member of the CCR and
10,000 claims we have settled subsequently). This compares to
approximately 100,000 pending claims that we reported at
December 31, 2001, consisting of approximately 73,000 unresolved
claims and approximately 27,000 claims settled pending payment
(all of which remained from when we were a member of the CCR).
We attribute the increase in the number of reported pending
claims in part to factors resulting from the discontinuance of the
CCR. We believe that we are now being named in more claims
because claimants are routinely naming many former CCR members
in individual claims, and that more of our claims are now pending
for longer periods because we are aggressively defending claims
which might previously have been settled by the CCR. Also, during
2002 we worked with PACE to improve our ctaims tracking system
and in the fourth quarter we eliminated a long-standing cne-quarter
lag between the filing and the reporting of claims. Consequently,
the number of claims reported at December 31, 2002 reflects
activity in the prior 15-month period.

The increase in the number of pending claims has not
materially affected our aggregate loss estimate for such claims.
At December 31,2002, we had accrued $124 for indemnity and
defense costs for contingent asbestos-related product liability
claims and recorded $105 as an asset for probable recoveries
from insurers for such claims, compared to $102 accrued for
such liabilities and $89 recorded as an asset at December 31, 2001.
The December 31, 2002 accrual reflects adjustments made to
our claims database upon completion of our initial annual review
of the database in the fourth quarter of 2002. We wili continue to
review our claims database annually in the future and to make
further adjustments to our loss estimates if appropriate. While we
expect our legal defense costs will continue at higher levels than
when we were a member of the CCR, we believe that our litigation
strategy has reduced and will continue to reduce our indemnity
costs. We have agreements with our insurance carriers providing
for the payment of a significant majority of the defense and
indemnity costs for the pending claims, as well as claims which
may be filed against us in the future. 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.
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At December 31,2002, we had amounts receivable from
our insurers and others of $38 representing reimbursements for
settled claims and related defense costs. These receivables include
billings in progress and amounts subject to alternate dispute
resolution proceedings with certain of our insurers. Substantial
progress has been made in those proceedings and we expect the
outcome to be favorable. However, the amount receivable may
increase until the proceedings are ultimately concluded.

At December 31, 2002, we had accrued $10 for contingent non-
asbestos product liability costs, compared to $11 at December
31,2001, with no recovery expected from third parties at either
date. The difference between our minimum and maximum
estimates for these liabilities was $12 at December 31, 2002
and $13 at December 31, 2001. If there is a range of equally
probable outcomes, we accrue the lower end of the range.

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 cutcomes, we accrue the
lower end of the range. At December 31, 2002, we had accrued
$59 for contingent environmental liabilities, compared to $52 at
December 31, 2001, with no recovery expected from other parties
at either date. The difference between our minimum and maximum
estimates for these liabilities was $3 at December 31, 2002,
compared to $2 at December 31, 2001.

Some former CCR members have defaulted on the payment of
their shares of some of the CCR-negotiated settlements and some
of the settling claimants are now 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 December 31,2002,
we estimated our total exposure to liability with respect to these
matters to be approximately $57, of which we have paid $24. We
expect $47 to be recoverable from our insurers and under surety
bonds provided by the defaulting CCR members. This compares
1o $44 estimated for such liabilities and $39 estimated for such
recoveries at December 31, 2001. Our financial statements include
accruals for this contingent liability and the anticipated recoveries.

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 suretylbonds 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.

Note 18. Acquisitions

In January 2000, we acquired the cardan-jointed propeller shaft
business of GKN plc. in March, we acquired a majority interest in
Tribometal a.s., a manufacturer of polymer bearings. The automotive
axle manufacturing and stamping operations of Invensys plc were
acquired in July 2000. in November 2000, we acquired a 30%
interest in GETRAG Cie, a manufacturer of transmissions, transaxles,
axles and other automotive components, and a 49% interest in
GETRAG's North American operations. Except for the interests in
GETRAG, which are being accounted for as equity investments,
the acquisitions were accounted for as purchases and the resuits
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of their operations have been included in the consolidated financial
statements from the dates of acquisition. The acquisitions accounted
for as purchases had total assets of $373 at acquisition and
recorded sales of $195 in 2000.

In June 2001, we acquired the remaining 51% interest in
Danaven, a Venezuelan operation in which we previously held a
minority position. This acquisition was accounted for as a purchase
and the resuits of operations have been included in the consolidated
financial statements since the date we attained 100% ownership.
We previously accounted for our 49% interest in Danaven under
the equity method of accounting. Total assets and debt of Danaven
approximated $202 and $92 at June 30, 2001. Sales related to
Danaven approximated $64 in 2001.

in August 2002, we acquired GKN Ayra Cardan, S.A, a Spanish
manufacturer of light-duty propeller shafts and subsidiary of GKN
Driveshafts Limited. The acquisition was the result of restructuring
the terms of a joint venture with GKN pic, whereby the full owner-
ship of GKN Driveshafts Limited reverted back to GKN. The
proceeds from the divestiture, which approximated the carrying
value of the investment, were then used to acquire Ayra Cardan.

Note 19, Divestitures

In January 2000, we sold our Gresen Hydraulics business, the
Truckline Parts Centres heavy-duty distribution business and
certain portions of our constant velocity (CV) joint businesses. In
February, we sold most of the global Warner Electric businesses
and, in March, we sold Commercial Vehicle Cab Systems. in
September 2000, we sold the remaining 35% interest in qur
Brazilian CV joint operation. The net after-tax gain recorded on
these divestitures totaled $106. These businesses reported sales
of $666 in 1999; through the dates of divestiture, 2000 sales
for these operations totaled $103.

In March 2001, we sold Mr. Gasket, Inc., a wholly owned
subsidiary. In the second quarter of 2001, we divested our Marion,
Ohio forging facility and the assets of our Dallas, Texas and
Washington, Missouri Engine and Fluid Management Group,
operations. In July 2001, we completed the sale of our Chelsea
power take-off business to Parker Hannifin Corporation. In
September 2001, we completed the sale of our Glacier industrial
polymer bearings businesses to Goodrich Corporation. A net after-
tax gain of $10 was recorded on these divestitures. Sales reported
by these businesses were $241 in 2000 and $105 in 2001,
through the dates of divestiture.

In January 2002, we sold a portion of Taiway Ltd, a consoli-
dated subsidiary and part of our Automotive Systems Group. The
minority position retained has been accounted for under the equity
method of accounting from the date of the transaction. In March
2002, we sold Thermaplast + Apparatabau GmbH, a manufacturer
of molded interior trim parts, and in August 2002, we divested our
49% interest in GKN Driveshafts Limited. Also in the third quarter,
we sold our light-duty cylinder liner business to a subsidiary of
Promotora de Industrias Mecanicas, S.A. de C.V. (Promec), an
equity affiliate. Part of the consideration for the sale of the business
was an increase in our ownership in Promec from 40% to 49%. In
November 2002, we completed the sale of Tekonsha Engineering
Company, Theodore Bargman Company and American Electronic
Components, Inc. Also in November, we divested the majority of
our Boston Weatherhead industrial hose and fitting operations. In
December 2002, we sold the giobal brake and clutch actuation
systems operations of FTE. An after-tax gain of $21 was recorded
as a result of these divestitures. The combined sales reported by
these businesses were $625 in 2001 and $554 in 2002, through
the dates of divestiture.




In October 2001, we announced our plans to sell certain of
the businesses of DCC. During 2002, we completed the sale of
selected businesses and assets, which reduced DCC's portfolio
assets by approximately $500. These sales, along with certain
tax benefits, and an impairment charge on an asset being
marketed for sale, resulted in a $32 net after-tax gain on DCC
divestiture activity.

Note 20. Discontinued Operations

We adopted SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets,” on January 1, 2002. SFAS No. 144
retained the previously existing accounting requirements related
to the recognition of impairment for assets to be held and used in
operations. However, the impairment of long-lived assets held for
sale is measured taking into consideration the costs to sell the
assets, as well as impairment measurement criteria of previously
existing accounting requirements. In addition, SFAS No. 144
broadened the definition of what constitutes a discontinued business
for financial reporting purposes. Accordingly, more dispositions
qualify for presentation as discontinued businesses under

SFAS No. 144.

The provisions of SFAS No. 144 are generally prospective from
the date of adoption and therefore do not apply to divestitures
announced prior to January 1, 2002. Accordingly, the disposal of
selected subsidiaries of DCC that were announced in October 2001
and completed in 2002 were not considered in our determination
of discontinued operations. At the same time, while DCC has
assets held for sale at December 31, 2002, they do not meet the
criteria for treatment as discontinued operations.

We divested our American Electronic Components, Inc.,
Tekonsha Engineering Company, Theodore Bargman Company
and FTE businesses and the majority of our Boston Weatherhead
division during the fourth quarter of 2002. We intend to sell a
significant portion of our Engine Management operations during
2003. These actions were and are being taken as part of our
strategic initiative to divest businesses that we determined to
be non-core or underperforming. These operations comprise the
discontinued operations reported in our financial statements.
Under the requirements of SFAS No, 144, the net pre-tax income
statement components of the discontinued operations, including
any gains or losses on disposition, are aggregated and presented
on a single line in the income statement. The income statements
for prior years have been reclassified to similarly include the
results of these businesses as discontinued operations.

The following summarizes the revenues and expenses of our
discontinued operations for 2000, 2001 and 2002 and reconciles
the amounts reported in the consolidated statement of income to
operating PAT reported in the segment table, which excludes
restructuring and unusua! charges.

2000 2001 2002
Sales $854 $ 781 $779
Other income {expense) 2 7 7
Cost of sales 714 730 695
Selling, general and administrative expenses 144 112 104
Restructuring and integration expenses 40 73 13
Interest expense 4 7 4
Loss before income taxes (46) (134} 30)
Income taxes 24 52 10
Restructuring and unusual charges 21 60 10
Operating PAT in segment table $ () $(22) $Q110)

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

2000 2001 2002
AAG $402 $360 $365
ASG 234 237 251
EFMG 179 153 134
Other 39 31 29
$854 $781 $779

The $40 of restructuring and integration expense of the dis-
continued operations in 2000 is related to the integration of the
Engine Management warehouse operations. Restructuring and
integration expenses in 2001 included pre-tax charges of $49
related to the impairment of long-lived assets, primarily property,
plant and equipment, $14 for employee termination benefits and
$10 of exit and other expenses, primarily lease continuation
expense. In 2002, we charged $10 of exit costs related to closing
warehouse facilities and $3 for employee termination benefits to
restructuring expenses. Other income (expense) included pre-tax
charges of $38 in 2002 to reduce the carrying value of assets of
our Engine Management business included in discontinued oper-
ations. Also included in other income (expense) is a net pre-tax
gain of $41 in 2002 resulting from the divestiture of most of the
discontinued operations. See Note 19 - Divestitures and Note 24
- Subsequent Event for additional information.

With respect to the consolidated balance sheet, the assets and
liabilities relating to the discontinued operations at December 31,
2002 are aggregated and classified as net assets and net liabilities
held for sale. The assets and liabilities of the discontinued operations
as of December 31, 2001 have not been reclassified in the accom-
panying consolidated balance sheet. included in Other current
assets at December 31, 2002 are total assets related to discontinued
operations of $177, consisting primarily of inventory of $99 and
property, plant and equipment of $67. Other accrued liabilities
at December 31,2002 included total liabilities of $68 related to
discontinued operations, including $40 of accounts payable,
$11 of accrued payroll and related benefits and $15 of other
accrued expenses.

In the consolidated statement of cash flows, the cash flows of
discontinued operations are not separately classified.

Mote 21. Business Segments

Our manufacturing operations are organized into the following
market-focused strategic business units (SBUs):

0 Automotive Systems Group (ASG) sells axles, driveshafts,
drivetrains, frames, chassis products and related modules and
systems for the automotive and light vehicle markets and
driveshafts for the commercial vehicle market.

0 Automotive Aftermarket Group (AAG) sells brake products for
the automotive and light vehicle markets and internal engine
hard parts, chassis products and filtration products for the
light, commercial and off-highway vehicle markats.

O Engine and Fluid Management Group (EFMG) sells sealing,
bearing, fluid-management and power-cylinder products for the
automotive, light and commercial vehicle, leisure and outdoor
power equipment markets.

O Heavy Vehicle Technoiogies and Systems Group (HVTSG) was
formed in May 2002 by combining the former Commercial
Vehicle Systems (CVS) and Off-Highway Systems (OHS) groups.
HVTSG sells axles, brakes, driveshafts, chassis and suspension
modules, ride controls and related modules and systems for the
commercial and off-highway vehicle markets and transmissions
and electronic controls for the off-highway market.
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For some time, we were also a leading provider of lease
financing services in selected markets through DCC. In accordance
with plans announced in October 2001, we sold a number of DCC'’s
businesses and assets during 2002. At December 31,2002, DCC
had total portfolio assets of approximately $1,700, as compared
to $2,200 at December 31, 2001. While we will continue to pursue
the sale of many of the remaining DCC assets in 2003, we expect
to retain approximately $900 in assets and certain liabilities,
including debt, for tax and other business reasons. The retained

other Dana operations, a technology-based service business where
joint marketing opportunities exist, and certain portfolio investments
where tax attributes and/or market conditions make disposal
uneconomical at this time. The retained liabilities will include
certain asset-specific financing and general obligations that are
uneconomical to pay off in advance of their scheduled maturities.
We expect that the retained assets will generate sufficient cash to
service DCC's debt portfolic aver the next several years.
Information used to evaluate the SBUs and regions is as follows:

assets will include certain service-related assets which support

Inter- Net
External Segment Operating Profit Net Capital  Depreciation/
2000 Sales Sales EBIT PAT (Loss) Assets Spend  Amortization
ASG $ 4,288 $136 $ 401 $ 274 $181 $1,740 $174 $140
AAG 2,366 14 156 95 35 1,411 55 59
EFMG 2,221 119 188 125 80 1,481 116 106
HVYTSG 2,3%4 83 189 115 61 310 52 72
DCC 35 35 174 3
Other 194 49 (212) (233) 19 (105) 2 10
Goodwill amortization {42) (33) (33)
Total continuing operations 11,463 401 680 378 378 5611 402 387
Discontinued operations (4) (1) (1)
Total operations 11,463 401 676 377 377 5,611 402 387
Restructuring and unusual items (25) {43) (43)
Consolidated $11,463 $401 $ 651 $ 334 $334 $5,611 $402 $387J
North America $ 8,803 $ 47 $ 849 $ 555 $375 $3,899 $276 $255
Europe 1,740 96 67 40 1,174 68 87
South America 562 83 26 12 475 32 30
Asia Pacific 358 1 7 5 (8) 148 11 11
DCC 35 35 174
Other (227) (236) 7 (259) 15 4
Goodwill amortization (42) (33) (33)
Total continuing operations 11,463 227 680 378 378 5,611 402 387
Discontinued operations (4) (1) (1)
Total operations 11,463 227 676 377 377 5,611 402 387
Restructuring and unusual items (25) (43) (43)
[Consolidated $11,463 $227 $ 651 $ 334 $334 $5,611 $402 $387 |
2001
ASG $ 3,485 $ 92 $ 168 $ 133 $ 50 $1,839 $179 $158
AAG 2,177 14 78 48 (9) 1,145 30 59
EFMG 1,984 96 80 52 9 1,196 55 109
HVTSG 1,751 89 61 37 (9) 709 32 69
DCC 31 31 198 1
Other 93 37 (168) (242) (13) (9) 3
Goodwill amortization (38) (32) (32)
Total continuing operations 9,490 328 181 27 27 5,078 297 398
Discontinued operations (34) (22) (22)
Total operations 9,490 328 147 5 5 5,078 297 398
Restructuring and unusual items (466) (303) (303)
Consolidated $ 9,490 $328 $(319) $(298) $(298) $5,078 $297 $398 ]
North America $ 7,113 $ 25 $ 353 $ 213 $ 57 $3,350 $202 $263
Europe 1,494 68 30 37 2 1,084 40 79
South America 553 135 15 (1) (14) 493 28 38
Asia Pacific 330 2 5 3 (9) 150 25 14
DCC 31 31 198
Other (184) (224) (8) (197) 2 4
Goodwill amortization (38) (32) (32)
Total continuing operations 9,490 230 181 27 27 5,078 297 398
Discontinued operations (34) (22) (22)
Total operations 9,490 230 147 5 5 5,078 297 398
Restructuring and unusual items (466) (303) (303)
[Consolidated $ 9,490 $230 $(319) $(298) $(298)  $5,078 $297 $398 |
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inter- Net

External Segment Operating Profit Net Capital Depreciation/
2002 Sales Sales EBIT PAT {Loss} Assets Spend  Amortization
ASG $3,526 $103 $ 203 $ 157 $ 76 $1,743 $137 $152
AAG 2,175 14 175 107 49 990 27 49
EFMG 1,947 99 125 81 38 988 41 86
HVTSG 1,797 92 102 63 16 629 23 53
pcc 26 26 259
Other 59 13 (215) (253) (24) (44) 2 3
Total continuing operations 9,504 321 390 181 181 4,565 230 343
Discontinued operations (14) (10} (10)
Total operations 9,504 321 376 171 171 4,565 230 343
Restructuring and unusual items (246) (133) (133)
Change in accounting (220) (220)
Consolidated $9,504 $321 $ 130 $(182) $(182) $4,565 $230 $343
North America $7,153 $ 45 $ 462 $ 289 $127 $2,939 $156 $228
Europe 1,486 70 50 51 15 1,102 31 63
South America 474 170 61 38 27 304 15 38
Asia Pacific 391 2 19 13 1 151 27 12
DCce 26 26 259
Other (202) (236) (15) (190) 1 2
Total continuing operations 9,504 287 390 181 181 4,565 230 343
Discontinued operations (14) (10) (10)
Total operations 9,504 287 376 171 171 4,565 230 343
Restructuring and unusual items (246) (133) (133)
Change in accounting (220) (220)
[Consolidated $9,504 $287 $ 130 $(182) $(182)  $4,565 $230 $343 |
Management evaluates the operating segments and regions 2000 2001 2002
as if DCC were accounted for on the equity method of accounting EBIT $ 680 $181 $390
rather than on the fully consolidated basis used for external Restructuring and unusual
reporting. This is done because DCC is not homogeneous with our items - total operations (25) (466) (246)
manufacturing operations, its financing activities do not support Restructuring and unusual
the sales of our other operating segments and its financial and items - discontinued operations 40 100 15
performance measures are inconsistent with those of our other Interest expense, excluding DCC (214) (199) (176)
operating segments. Interest income, exciuding DCC 11 7 13
Operating profit after tax (PAT) is the key internal measure of DCC pre-tax income 18 28 (5)

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

] Income (loss) before income taxes $ 510 $(349) $ 9

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. 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 diverse 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 certain divested businesses (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 consolidated statement
of income.

Restructuring and unusual items consist of the gains on sales
of businesses discussed in Note 19 and the restructuring and
other unusual charges discussed in Notes 20 and 22.

Equity earnings included in the operating PAT and net profit
reported in 2000, 2001 and 2002 were $29, $27 and $33 for
ASG and $11, $3 and $5 for EFMG. Equity earnings included for
the other SBUs were not material. The related equity investments
totaled $303, $364 and $415 for ASG and $51, $44 and $58
for EFMG in 2000, 2001 and 2002.

Net assets at the SBU and regional level is intended to correlate
with invested capital. The amount includes accounts receivable,
inventories (on a first-in, first-out basis), prepaid expenses (exciud-
ing taxes), goodwill, investments in affiliates, net property, plant
and equipment, accounts payable and certain accrued liabilities,
but excludes assets and liabilities of discontinued operations.
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Net assets differ from consolidated assets as follows:

2000 2001 2002

Net assets $ 5611 $ 5078 $4,565
Accounts payable and other

current liabilities 1,944 1,724 1,874

DCC's assets in excess of equity 2,279 2,012 1,605

Other current and long-term assets 624 828 1,331

Assets of discontinued operations 778 565 178

[ Consolidated assets $11,236  $10,207  $9,553 |
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Although we have not reclassified our balance sheet as of
December 31, 2000 and 2001 in connection with the adoption of
SFAS No. 144, our segment reporting excludes the assets of our
discontinued operations based on the treatment of these items
for internal reporting purpcses.

The differences between operating capital spend and
depreciation shown by SBU and region and purchases of property,
plant and equipment and depreciation shown on the cash flow
statement result from the exclusion from the segment table of the
amounts related to discontinued operations and our method of
measuring DCC for operating purposes. DCC's capital spend and
depreciation are not included in the operating measures. In
addition, DCC purchases equipment and leases the equipment
to the other SBUs. These operating leases are included in the
consolidated statements as purchases of assets and depreciated
over their useful lives.

Sales by region are based upon location of the entity recording
the sale. Sales from the U.S. amounted to $7,933 in 2000,
$6,319 in 2001 and $6,292 in 2002. No other country’s sales
exceeded 10% of total sales. U.S. long-lived assets were $1,865
in 2000, $1,631 in 2001 and $1,304 in 2002. No other country’s
long-lived assets exceeded 10% of total long-lived assets.

Export sales from the U.S. to customers outside the U.S.
amounted to $551 in 2000, $376 in 2001 and $226 in 2002,
Total export sales (including sales to our non-U.S. subsidiaries
which are eliminated for financial statement presentation) were
$826 in 2000, $595 in 2001 and $475 in 2002.

Worldwide sales to Ford Motor Company and subsidiaries
amounted to $2,620 in 2000, $1,873 in 2001 and $1,731 in 2002,
which represented 23%, 20% and 18% of our consolidated sales.
Sales to DaimlerChrysler AG and subsidiaries were $2,074 in 2000,
$1,144 in 2001 and $972 in 2002, representing 18%, 12% and
10% of our consolidated sales. Sales to Ford were primarily from
our ASG and EFMG segments, while sales to DaimlerChrysler were
primarily from the ASG and HVTSG segments. No other customer
accounted for more than 10% of our consolidated sales.

Note 22. Restructuring of Operations

During the third quarter of 2000, we announced plans to close
our Reading structures facility and terminate approximately 690
people and recorded restructuring charges of $53. In the fourth
quarter of 2000, we approved plans to close facilities in France,
the United Kingdom and Argentina, resulting in $34 of charges
and a workforce reduction of approximately 230 peopie. We also
incurred integration expenses in 2000 related to consolidating
our Engine Management warehouse operations and moving
operations from closed facilities.

Notes to Consolidated Financial Statements

In the first quarter of 2001, we recorded $22 of restructuring
expense in connection with the announced closing of six facilities
in the ASG and EFMG and workforce reductions at other facilities.
These charges inciuded $10 for employee termination benefits,
$7 for asset impairment and $5 for other exit costs and impacted
net earnings by $14. We announced additional facility closings in
the third quarter and accrued additional restructuring charges of
$12, affecting earnings by $7.

In October 2001, we announced plans to reduce our global
workforce by more than 15% and initiated a review of more than
30 facilities for possible consolidation or closure. These actions
were undertaken to reduce capacity and outsource the manufac-
turing of non-core content. As of December 31, 2001, we had
announced the closing of 21 facilities and reduced our workforce
by more than 7% in connection with these plans. Overall charges
recorded in 2001 related to our actions announced in October
were $431 and affected net earnings by $279. Charges for all
restructuring activities totaled $440 in the fourth quarter of 2001,
including $155 for employee terminations, $196 for asset impair-
ments and $89 for exit and other costs. The impaired assets
include property, plant and equipment held for sale and within
our European distribution operations of EFMG. Exit and other
expenses are mainly lease continuation obligations, net of estimated
sub-lease rents, property taxes and other holding costs related to
closed facilities through the estimated date of sale or sub-lease,
and costs to prepare facilities for sale or closure. We charged cost
of sales for $85 of these expenses, inciuding $38 for inventory
impairment resulting from our decision to close certain plants and
warehouses and $47 of other charges, including warranty provisions
related to acquired products now discontinued and provisions for
unsalvageable customer returns related to the rationalization of
our aftermarket operations. Net earnings in the fourth quarter
were impacted by $284.

For the year ended December 31, 2001, we recorded total
expenses of $476, including $390 charged to restructuring
expense and $86 charged to cost of sales, in connection with our
restructuring actions.

In 2002, we announced additional facility closures under the
October 2001 plan, bringing the total number of facilities slated
for closure to 39. As of December 31,2002, 28 of the 39 facilities
were closed with the remaining 11 scheduled for closure in 2003
or early 2004. Through the facility closures and divestitures
undertaken in connection with the October 2001 plan, we reduced
the workforce by about 10,000 people (13%) from October 2001
through the end of 2002, There are approximately 2,500 addi-
tional people who will be leaving as the announced closures or
workforce reductions are completed. Once completed, the tota!
reduction will be approximately 12,500 people (17%).

In connection with these restructuring activities, we recorded
restructuring expenses of $207 in 2002, including $101 for
employee termination benefits and the impact on pension and
postretirement healthcare programs; $20 for asset impairment
related to property, plant and equipment of closed facilities; and
$86 for exit and other expenses, including lease continuation
expense, property taxes and other holding costs, costs of preparing
properties for closure or sale, and costs of moving equipment and
pecple in connection with consolidating operations and outsourcing
non-core production. We also charged cost of sales for $36 of
inventory impairment and nonsalvageable returns related to
discontinued lines of business. In total, we recorded charges of
$243 which reduced net income by $163 in 2002.




The following summarizes the restructuring charges and activity
for all restructuring programs recorded in the last three years:

Employee
Termination Long-Lived Exit Integration
Benefits Asset Impairment Costs Expenses Total
Balance at December 31, 1999 $ 91 kS $ 13 $ - $ 104
Activity during the year
Charges to expense 62 8 27 76 173
Cash payments (60) (20) (76) (156)
Write-off of assets (8) (8)
Balance at December 31, 2000 93 - 20 - 113
Activity during the year
Charges to expense 171 166 53 390
Cash payments (58) (20} (78)
Write-off of assets (166} (166)
Balance at December 31, 2001 206 - 53 - 259
Activity during the year
Charges to expense 101 20 86 207
Cash payments (67) (75) (142)
Write-off of assets (20) (20)
Transfers of balances (59) (59)
LBalance at December 31, 2002 $181 $ - $ 64 $ - $ 245 I

Accruals related to curtailment or settlement of pension and
postretirement health care or to probable liabilities under workers'
compensation and similar programs were based on actuarially
determined amounts. Because it is not practicable to isolate the
related payments, which could occur over an extended period of
time, we have transferred these accruals from our restructuring
accrual to the related liabilities.

The above amounts include activities within our discontinued
operations. Restructuring and integration expenses now included
on the loss from discontinued operations line in the consolidated
statement of income totaled $40 in 2000, $73 in 2001, and $13
in 2002, before related tax benefits.

Employee terminations relating to the plans within our
continuing operations were as follows:

2000 2001 2002
Total estimated 1,020 7,690 3,222
Less terminated:
2000 (765)
2001 (254) (3,571)
2002 (1) (3,545) (1,304)
Balance at December 31, 2002 0 574 1,918—'

At December 31,2002, $245 of restructuring charges remained
in accrued liabilities. This balance was comprised of $181 for the
reduction of approximately 2,500 employees to be completed in
2003 and early 2004 and $64 for lease terminations and other
exit costs. The estimated annual cash expenditures will be
approximately $129 in 2003, $52 in 2004 and $64 thereafter.
Our liquidity and cash flows wilt be materially impacted by these
actions. It is anticipated that our operations over the long term
will benefit from these realignment strategies through reduction
of overhead and certain material costs.

Note 23. Noncash [nvesting and Financing Activities

In leveraged leases, the issuance of nonrecourse debt financing
and subsequent repayments thereof are transacted directly
between the lessees and the lending parties to the transactions.
Nonrecourse debt issued to finance leveraged Ieases was $403
in 2000 and $163 in 2001; nonrecourse debt obligations repaid
were $106 in 2000, $76 in 2001 and $279 in 2002.

Nete 24. Subsequent Event

On February 7, 2003, we entered into an agreement to sell a
substantial portion of our AAG Engine Management aftermarket
operations to Standard Motor Products. The completion of the
transaction is subject to, among other things, regulatory approvals
and the buyer's completion of financing related to the transaction.

The Engine Management aftermarket business has been
presented as a discontinued operation in the December 31, 2002
financial statements (see Note 20). Sales of the Engine Management
aftermarket operations were $288 in 2002. We recorded an impair-
ment charge of $38 ($23 after-tax) in the fourth quarter of 2002
in connection with classifying these operations as heid for sale.
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Overview — We began 2002 with a clear focus on certain operating
and financial objectives that we believed were key to our future —
finalizing the details of the restructuring plan initiated in the fourth
quarter of 2001 and generating significant cash flow for the
reduction of debt. As we look back on the recently completed year,
the benefits of our restructuring program and debt reduction
efforts are already apparent. More importantly, the progress can
be seen in our operating results and financia! condition. Qur
strategic business units (SBUs) have reduced their breakeven
volume by consolidating manufacturing operations and outsourcing
the production of non-core components. Margins have begun to
reflect the benefits of these actions. We expect a greater impact in
the latter part of 2003 when substantiatly all of our restructuring
actions are completed. We sold certain assets in connection with
the outsourcing initiatives and divested a number of non-core
businesses. We also sold assets within the lease portfolio of

Dana Credit Corporation (DCC) and divested its real estate services
business. The aggregate proceeds from these sales helped us in
reducing debt and increasing cash by nearly $1,000 in 2002,

Liquidity and Capital Resources

Cash Flows - Operating activities generated positive cash flow of
$521 in 2002. After adding back the $220 effect of the change
in accounting for goodwill, which did not affect cash flow, our
adjusted net income of $38 represents a $336 improvement over
the net loss reported in 2001, Depreciation and amortization were
down $70 from the prior year, due mainly to divestitures and the
reduced capital spending of the last three years. While discontin-
uing the amortization of goodwill in 2002 accounted for $38 of the
difference, it did not affect cash fiows. Asset impairment charges
totaled $114 in 2002, approximately one-half of the $206 written
off in the prior year. Cash flow from operating activities benefited
by a net $135 from changes in accounts receivable, inventories,
other operating assets and operating liabilities, a positive result
that continued the improvement of the two prior years. Accounts
receivable increased during the year after considering our divesti-
ture activities, while inventory was virtuatly unchanged. These
changes were outweighed byiincreases in accruals for income
taxes — we also received refunds of nearly $90 in 2002 - and
wage and benefit continuation commitments related to our
restructuring activities. Equity earnings increased by $23 million
in 2002 when compared to 2001, but dividends received from our
affiliates decreased by $24, causing a $47 comparative reduction in
the equity earnings element of cash flows from operating activities.
Capital spending totaled $375 in 2002, a decline of $50 from
the capital outlays of 2001, despite significant expenditures
associated with several product launches in our automotive struc-
tures business. Maintaining tight control over capital spending
remains a priority in 2003. A more significant aspect of cash
flows from investing activities in 2002 was the cash received from
the sales of businesses and assets. Divestitures and asset sales
generated $855 of proceeds, the majority of which was used to
reduce our borrowings and bolster our cash position. Cash flows
related to the operations within DCC were limited given our efforts
to sell certain of its businesses. The $31 outlay for an acquisition
represented a realignment of our interest in a joint venture, as the
outlay was offset by re-investing a portion of the divestiture proceeds.

Management’s Discussion and Analysis of Financial Condition and Results of Operations

We used the proceeds from a private placement of $250 in
unsecured notes in March 2002 primarily to reduce borrowings
under one of our revolving credit facilities. Additional reductions
were funded with the net proceeds from several divestitures. We
also received $72 in connection with amending or modifying three
interest rate swaps during 2002, locking in a portion of the
valuation adjustment that resulted from marking our interest rate
swaps to market. Continuing the reduced dividend begun in the
fourth quarter of 2001 {imited the related outflows to $6 in 2002,
a $134 decrease when compared to the prior year. In total, we
reduced debt by more than $600 and increased cash by $374.

Managing cash flows remains a high priority in 2003. Excluding
estimated expenditures of $100 to $150 associated with the
completion of our restructuring activities, we expect to reduce
working capital by $200 this year. Capital spending is budgeted at
$350 for 2003, nearly even with the 2002 amount after considering
the capital spend associated with the divested operations. We also
expect to receive more than $100 from the divestiture of businesses
and assets held for sale. Achieving these targets would result in
further improvement to our net debt position.

Financing Activities — Qur accounts receivable securitization
program, established in March 2001, provides up to $400 in
capacity to meet our periodic demand for short-term financing.
Under the program, certain of our divisions and subsidiaries either
sell or contribute accounts receivable to Dana Asset Funding LLC
(DAF), a special purpose entity. DAF funds its accounts receivable
purchases by pledging the receivables as collateral for short-term
loans from participating banks. We used the initial safe proceeds
received from DAF to reduce other debt, particularly amounts
then outstanding under our revolving credit facilities. Expenses
incurred to establish the program are being amortized over five
years, the contractual life of the program.

The securitized accounts receivable are cowned in their entirety
by DAF and are not available to satisfy claims of our creditors.
However, we are entitled to any dividends paid by DAF and would
be entitled to any proceeds from the liquidation of DAF's assets
upon the termination of the securitization program and the disso-
lution of DAF. DAF's receivables are included in our consolidated
financial statements solely because DAF does not meet certain
technical accounting requirements for treatment as a “qualifying
special purpose entity” under generally accepted accounting
principles. Accordingly, the sales and contributions of the accounts
receivable are eliminated in consolidation and any loans to DAF
are reflected as short-term borrowings in our consclidated financial
statements. The amounts available under the program are subject
to reduction based on adverse changes in our credit ratings or
those 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 Investor Service
(Moody's) and B+ by Standard & Poor’s (S&P).

During 2002, cash flows from operations, along with proceeds
from divestitures and the private placement of $250 of notes in
March, allowed us to reduce our reliance on our short-term credit
facilities. We amended our 364-day facility in July and reduced
the amount available to $100. In December, we extended the 364-
day revolving credit facility white we negotiated amendments to
our long-term facitity. Our reduced need for committed facilities
enabled us to cancel the 364-day facility in February 2003 when
we amended the long-term facility. The amended long-term facility,
which matures on November 15, 2005, now provides for borrowings
of up to $400. The interest rates under the facility equal the




London interbank offered rate (LIBOR) or bank prime, plus a
spread that varies depending on our credit ratings. Advances
under the facility that do not exceed $50 may be borrowed on an
unsecured basis for up to five business days. Borrowings in excess
of $50, outstanding for more than five business days or entered
into within a five-day period after repayment of all previous
advances are not permitted until we provide certain inventory and
other collateral, as permitted within the limits of our indentures.
These provisions of the facility terminate if our long-term debt
ratings reach Baa3 by Moody's and BBB- by S&P.

The amended long-term credit facility requires us to maintain
specified financial ratios as of the end of each quarter, 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. Specifically, the ratios are: (i) net senior
debt to tangible net worth of not more than 1.25:1 at March 31,
June 30 and September 30, 2003 and 1.10:1 at December 31,
2003 and thereafter; (ii) EBITDA (as defined in the facility) minus
capital expenditures to interest expense of not less than 1.80:1 at
March 31, June 30 and September 30, 2003, 1.90:1 at December 31,
2003, 2.25:1 at March 31, 2004 and 2.50:1 at June 30, 2004
and thereafter; and (iii) net senior debt to EBITDA of not greater
than 3.40:1 at March 31, June 30 and September 30, 2003,
2.90:1 at December 31, 2003 and 2.50:1 at March 31, 2004
and thereafter. The ratio calculations are based on the additional
financial information that presents Dana’s consolidated financial
statements with DCC accounted for on an equity basis.

Dana, excluding DCC, had committed borrowing lines of
$1,170 at December 31, 2002, all of which was available at that
time. The committed amount, which included $170 of letters of
credit and surety bonds, was reduced by $200 in February 2003
as a result of the cancellation of the $100 364-day facility and the
amendment reducing the size of the long-term facility by $100.
Dana, excluding DCC, had uncommitted borrowing lines of $260
at December 31, 2002, of which $32 had been borrowed by
certain of our non-U.S. subsidiaries.

Asset sales and a reduced need for borrowing capacity enabled
DCC to allow its $100 364-day facility to tapse in June 2002.
DCC had committed borrowing lines of $250 and uncommitted
borrowing lines of $15 at December 31, 2002. The $250, avail-
able under a long-term facility that matures in June 2004, was
reduced to $200 in February 2003. The amount available is sub-
ject to further reductions equal to two-thirds of net cash proceeds
from sales of DCC assets after February 6, 2003. DCC had $131
borrowed against committed bank lines at December 31, 2002.

Because our financial performance is impacted by various
economic, financial and industry factors, we may not be able to
satisfy the covenants in our long-term facilities in the future.
Noncompliance with these covenants would constitute an event
of default, allowing the tenders to accelerate the repayment of
any borrowings outstanding under the facilities. 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. Default under these facilities
or any of our note agreements may result in defaults under other
debt instruments. Our business, operating results and financial
condition might be adversely affected if we were unable to
successfully negotiate amended covenants or obtain waivers on
acceptable terms.

Fees are paid to the banks for providing committed lines, but
not for uncommitted lines. We paid fees of $9 in 2001 and $6 in
2002 in connection with our committed bank lines. Of these fees,
$4 was amortized to expense in 2001 and $9 in 2002.

Based on our rolling forecast, we expect our cash flows from
operations, combined with these 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 — We utilize derivative financial instruments,
to a limited extent, to hedge principally against the effects of
fluctuations of foreign currency exchange rates and interest rate
movements (see Notes 1, 9 and 16 to the financial statements).
To accomplish these purposes, we use forward contracts to hedge
against foreign currency movements and interest rate swaps to
hedge against interest rate fluctuations and to balance the mix of
fixed and variable rate debt. We do not use derivative instruments
for trading purposes. Our policy requires that our business units
involve our Treasury staff in the execution of all derivative contracts.

At December 31, 2002, we had a number of open forward
contracts to hedge against certain anticipated net purchase and
sale commitments. These contracts are for a short duration and
none extends beyond the first quarter of 2004. The aggregate fair
value of these contracts at the end of 2002 was a net favorabie
amount less than $1. These contracts have been valued by inde-
pendent financial institutions using the exchange spot rate plus
or minus quoted forward basis points to determine a settlement
value for each contract.

At December 31, 2001, Dana, exclusive of DCC, was a party
to four interest rate swap agreements relating to the unsecured
notes issued in August 2001. We entered another swap agreement
in March 2002 in connection with the issuance of $250 of
unsecured notes. These agreements effectively converted the
fixed interest rates of these notes to variable rates in order to
provide a better balance of fixed and variable rate debt. These
agreements had been designated as fair vaiue hedges of the
corresponding notes and the carrying value of the notes were
adjusted as the swap agreements changed in value. In September
2002, we received $72 in connection with amending the variable
rates in two of the agreements and terminating a third agreement.
The $72 is being amortized as a reduction of interest expense
over the remaining life of the notes. The terminated agreement
was replaced with a new swap agreement.

As of December 31, 2002, our interest rate swap agreements
provided for us to receive an average rate of 9.3% on notional
amounts of $825 and €200 and to pay variable rates equal to
the six-month LIBOR plus an average of 4.92% (the combined
rate was 6.3% at December 31, 2002) on a notional amount of
$825 and the six-month Euro interbank offered rate (EURIBOR)
plus an average of 3.78% (the combined rate was 6.6% at
December 31, 2002) on a notional amount of €200. These
agreements expire in March 2010 ($250) and August 2011
($575 and €200). The $23 aggregate fair value of these agree-
ments at December 31, 2002 was recorded as a non-current
asset and offset by an increase in 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
agreements remain open.
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At December 31, 2002, DCC was committed to receive
payments based on interest rates which change periedically in
line with prevailing short-term market rates (the average rate being
received at December 31, 2002 was 2.67%) and to pay based on
an average rate of 7.95%, which is fixed over the period of the
agreements, on a notional amount of $45. The $3 aggregate fair
value of these agreements at December 31, 2002 was recorded
as a current liability and offset on an after-tax basis by an adjust-
ment to accumulated other comprehensive income. DCC's
interest rate swaps expire in 2003.
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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, firm commitments
made to acquire equipment and other fixed assets and purchases
of certain raw materials. With the exception of payments required
under our long-term debt and operating lease agreements, we do
not have fixed cash payment obligations beyond 2004,

The following table summarizes our fixed cash obligations
over various future periods.

Payments Due by Period

Contractual Cash Obligations Total Less than 1 Year 1 -3 Years 4 ~ 5 Years After 5 Years
Principal of Long-Term Debt $3,247 $124 $536 $458 $2,129
Operating Leases 448 71 117 79 181
Unconditional Purchase Obligations 130 119 11

Total Contractual Cash Obligations $3,825 $314 $664 $537 $2,310 |

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

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 are
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 $8. 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 $53. At December
31, 2001, DCC had guaranteed an obligation of an affiliate
accounted for under the equity method. During 2002, the affiliate
satisfied such obligation.

We procure tooling from a variety of suppliers. In certain
instances we may guarantee tooling suppliers’ obligations that are
specific to our tooling orders'to facilitate the suppliers’ financing
of the tools. At December 31, 2002, we had a $3 guarantee
outstanding in connection with a tool order for one of our OE
programs. Although our Board authorization permits us to issue
tooling guarantees up to $8C for this program, we do not expect
such guarantees to exceed $25

At December 31, 2002, we maintained cash balances of $156
on deposit with financial institutions, of which $66 may not be
withdrawn, to support stand-by letters of credit, surety bonds or
trusteed certificate accounts amounting to $207 issued on our
behalf by financial institutions. These financia! instruments are
used principally for the purpose of meeting various states’
requirements in order to self<insure our workers compensation
obligations. These financial instruments are expected to be
renewed each year. We accruge 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 letters of credit were drawn or the surety bonds
or certificate accounts were called.
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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 any fiabilities that may result from these proceedings
are reasonably likely to 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 ciaims
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 subsidiary
of Peterson Consuiting, Inc., to administer our claims, bill our
insurance carriers and assist us in claims negotiation and resolution.

At December 31, 2002, we had approximately 139,000 pending
asbestos-related product liability claims, consisting of approxi-
mately 115,000 unresolved claims and approximately 24,000
claims settled pending payment (including 14,000 claims
remaining from when we were a member of the CCR and 10,000
claims we have settled subsequently). This compares to approxi-
mately 100,000 pending claims that we reported at December 31,
2001, consisting of approximately 73,000 unresolved claims
and approximately 27,000 claims settled pending payment (all
of which remained from when we were a member of the CCR). We
attribute the increase in the number of reported pending claims
in part to factors resulting from the discontinuance of the CCR.
We believe that we are now being named in more claims because
claimants are now routinely naming many former CCR members in
individual claims, and that more of our claims are now pending for
longer periods because we are aggressively defending claims
which might previously have been settled by the CCR. Also, during
2002 we worked with PACE to improve our claims tracking system
and in the fourth quarter we eliminated a long-standing one-quarter
lag between the filing and the reporting of claims. Consequently,
the number of claims reported at December 31, 2002 reflects
activity in the pricr 15-month period.




The increase in the number of pending claims has not materially
affected our aggregate loss estimate for such claims. At December 31,
2002, we had accrued $124 for indemnity and defense costs for
contingent asbestos-related product liability claims and recorded
$105 as an asset for probable recoveries from insurers for such
claims, compared to $102 accrued for such liabitities and $89
recorded as an asset at December 31, 2001. The December 31,
2002 accrual reflects adjustments made to our claims database
upon completion of our initial annual review of the database in
the fourth quarter of 2002. We will continue to review our claims
database annually in the future and to make further adjustments
to our loss estimates if appropriate. While we expect our lega!
defense costs will continue at higher levels than when we were a
member of the CCR, we believe that our litigation strategy has
reduced and will continue to reduce our indemnity costs. 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.

We have agreements with our insurance carriers providing for
the payment of a significant majority of the defense and indemnity
costs for the pending claims, as well as claims which may be filed
against us in the future. At December 31, 2002, we had amounts
receivable from our insurers and others of $38 representing
reimbursements for settled claims and related defense costs.
These receivables include billings in progress and amounts subject to
alternate dispute resolution proceedings with certain of our insurers.
Substantial progress has been made in those proceedings and we
expect the outcome to be favorable. However, the amount receivabie
may increase until the proceedings are ultimately concluded.

Other Product Liabilities — At December 31, 2002, we had
accrued $10 for contingent non-asbestos product liability costs,
compared to $11 at December 31, 2001, with no recovery expected
from third parties at either date. These amounts represent the
lower ends of the respective ranges, which approximated $12 at
December 31, 2002 and $13 at December 31, 2001.

Environmental Liabilities — We estimate contingent environ-
mental 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
December 31, 2002, we had accrued $59 for contingent environ-
mental liabilities, compared to $52 at December 31, 2001, with no
recovery expected from other parties at either date. The difference
between our minimum and maximum estimates for these liabilities
was $3 at December 31, 2002 and $2 at December 31, 2001.

Other Liabilities — Some former CCR members have defaulted
on the payment of their shares of some of the CCR-negotiated
settlements and some of the settling claimants are now seeking
payment of the unpaid shares from Dana and the other compa-
nies that were members of the CCR at the time of the settle-
ments. We have been working with the CCR, other former CCR
member companies, our insurers and the claimants to resolve
these issues. At December 31, 2002, we estimated our total
exposure to liability with respect to these matters to be approxi-
mately $57, of which we have paid $24. We expect $47 to be
recoverable from our insurers and under surety bonds provided by
the defaulting CCR members. This compares to $44 estimated
for such liabilities and $39 estimated for such recoveries at
December 31, 2001. Our financial statements include accruals
for this contingent liability and the anticipated recoveries.

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.

Restructuring

During the third quarter of 2000, we announced plans to close
our Reading structures facility and terminate approximately 690
people and recorded restructuring charges of $53. In the fourth
quarter of 2000, we approved plans to close facilities in France,
the United Kingdom and Argentina, resulting in $34 of charges
and a workforce reduction of approximately 230 people. We also
incurred integration expenses in 2000 related to consolidating
our Engine Management warehouse operations and moving
operations from closed facilities.

In the first quarter of 2001, we recorded $22 of restructuring
expense in connection with the announced closing of six facilities
in the Automotive Systems Group and Engine and Fluid Management
Group and workforce reductions at other facilities. These charges
included $10 for employee termination benefits, $7 for asset
impairment and $5 for other exit costs and impacted net earnings
by $14. We announced additional facility closings in the third
quarter and accrued additional restructuring charges of $12,
affecting earnings by $7.

In October 2001, we announced plans to reduce our global
workforce by more than 15% and initiated a review of more than
30 facilities for possible consolidation or closure. These actions
were undertaken to reduce capacity, improve efficiency and out-
source the manufacturing of non-core content. As of December
31, 2001, we had announced the closing of 21 facilities and
reduced our work force by more than 7% in connection with these
plans. Charges related to these actions were $431 and affected
net earnings for the fourth quarter of 2001 by $279. Charges for
all restructuring activities during the quarter totaled $440,
including $155 for employee terminations, $196 for asset impair-
ments and $89 for exit and other costs. The impaired assets
include property, plant and equipment held for sale and within our
European distribution operations of EFMG. Exit and other expenses
are mainly lease continuation obligations, net of estimated sub-
lease rents, property taxes and other holding costs related to closed
facilities through the estimated date of sale or sub-lease, and
costs to prepare facilities for sale or closure. We charged cost of
sales for $85 of these expenses, including $38 for inventory
impairment resulting from our decision to close certain plants and
warehouses and $47 of other charges, including warranty provisions
related to acquired products now discontinued and provisions
for unsalvageable customer returns related to the rationalization
of our aftermarket operations. Overall, net earnings in the fourth
quarter of 2001 were impacted by $284.

For the year ended December 31, 2001, we recorded total
expenses of $476, including $390 charged to restructuring
expense and $8€ charged to cost of sales, in connection with our
restructuring actions.
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In 2002, we announced additional facility closures under the
October 2001 plan, bringing the total number of facilities slated
for closure to 39. As of December 31, 2002, 28 of the 39 facilities
were closed with the remaining 11 scheduled for closure in 2003
or early 2004. Through the facility closures and divestitures
undertaken in connection with the October 2001 plan, we reduced
the workforce by about 10,000 people (13%) from October 2001
through the end of 2002. There are approximately 2,500 addi-
tional people who will be leaving as the announced closures or
workforce reductions are completed. Once completed, the total
reduction will be approximately 12,500 people (17%).

In connection with these restructuring activities, we recorded
restructuring expenses of $207 in 2002, including $101 for
employee termination benefits and the impact on pension and
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postretirement healthcare programs; $20 for asset impairment
related to property, plant and equipment of closed facilities; and
$86 for exit and other expenses, including lease continuation
expense, property taxes and other holding costs, costs of preparing
properties for closure or sale, and costs of moving equipment and
people in connection with consolidating operations and outsourcing
non-core production. We also charged cost of sales for $36 of
inventory impairment and nonsalvageable returns related to
discontinued lines of business. In total, we recorded charges of
$243 which reduced net income by $163 in 2002.

The following table summarizes the restructuring charges
and activity for all restructuring programs recorced in the last
three years:

Employee Long-Lived Asset Exit Integration
Termination Benefits impairment Costs Expenses Total

Balance at December 31, 1999 $ 91 $ - $ 13 $ - $ 104
Activity during the year

Charges to expense 62 8 27 76 173

Cash payments (60) (20) (76) (156)

Write-off of assets (8) (8)
Balance at December 31, 2000 93 - 20 - 113
Activity during the year

Charges to expense 171 166 53 390

Cash payments (58) (20) (78)

Write-off of assets (166) (166)
Balance at December 31, 2001 206 - 53 - 259
Activity during the year

Charges to expense 101 20 86 207

Cash payments 67) (75) (142)

Write-off of assets (20) (20)

Transfers of balances (59) (59)

LBalance at December 31, 2002 $181 $ - $ 64 $ - $ 24?]

Accruals related to curtailment or settlement of pension and
postretirement health care or to probable liabilities under workers'
compensation and similar programs were based on actuarially
determined amounts. Because it is not practicable to isolate the
related payments, which could occur over an extended period of
time, we have transferred these accruals from our restructuring
accrual to the related liabilities.

The above amounts include activities within our discontinued
operations. Restructuring and integration expenses now included
in the loss from discontinued operations in the consolidated
statement of income totaled $40 in 2000, $73 in 2001 and $13
in 2002, before related tax benefits.

The following tabte shows restructuring expense, plus related
charges to cost of sales, by SBU for the last three years:

2000 2001 2002
ASG $ 84 $ 68 $ 74
AAG 61 136 74
EFMG 36 167 68
HVTSG 1 101 33
Other 6 4 (6)
$ 188 $ 476 $ 243

The charges to cost of sales totaled $15 in 2000, $86 in
2001 and $36 in 2002, including $14 in 2000, $50 in 2001
and $29 in 2002 recorded within the AAG.
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Employee terminations relating to the plans were as follows:

2000 2001 2002
Total estimated 1,020 7,680 3,222
Less terminated:
2000 (765)
2001 (254) (3,571)
2002 (1) (3,545)  (1,304)
[?alance at December 31, 2002 574 1,9§[

We currently expect the total cash expenditures in 2003
relative to our restructuring initiatives to approximate $100 to $150.
Qur liquidity and cash flows are projected to be more than ade-
quate to satisfy our obligations related to our restructuring plans.

Critical Accounting Estimates

The following discussion of accounting estimates is intended to
supplement the Summary of Significant Accounting Policies
presented as Note 1 to our financial statements. These estimates
were selected because they are broadly applicable within our oper-
ating units. In addition, these estimates are subject to a range of
amounts because of inherent imprecision that may result from
applying judgment to the estimation process. The expenses and
accrued liabilities or allowances related to certain of these policies
are initially based on our best estimates at the time of original entry
in our accounting records. Adjustments are recorded when our actual
experience differs from the expected experience underlying the
estimates. These adjustments could be material if our experience




were to change significantly in a short period of time. We make
frequent comparisons of actual experience and expected experi-
ence in order to mitigate the likelihood of material adjustments.

Impairment of Long-Lived Tangible Assets — We perform impair-
ment analyses of our recorded long-lived assets whenever events
and circumstances indicate that they may be impaired. When the
undiscounted cash flows, without interest or tax charges, are less
than the carrying value of the assets being reviewed for impairment,
the assets are written down to fair market value. During 2002, we
recorded fong-lived tangible asset impairment provisions of $37,
which resulted in part from excess capacity caused by the downturn
in our markets and the resulting restructuring of our operations.

Impairment of Goodwill — On January 1, 2002, we adopted
SFAS No. 142 and, in connection with the adoption, discontinued
the amortization of goodwill. Under our previous accounting policy
for goodwill, we amortized goodwill on a straight-line basis over
the periods of expected benefit which ranged from 10 to 40 years.
in 2000 and 2001, we recognized $42 and $38 of goodwil)
amortization, respectively.

In lieu of amortization of goodwill in 2002, we tested goodwill
for impairment as of the date of adoption and we will test for
impairment at least annually in the future. The factors that would
cause a more frequent test for impairment include, among other
things, a significant negative change in the estimated future cash
flows of a reporting unit that has goodwill because of an event or
a combination of events.

Our initial impairment test indicated that the carrying amounts
of some of our reporting units exceeded the corresponding fair
values, which were determined based on the discounted estimated
future cash flows of the reporting units. The implied fair value of
goodwill in these reporting units was then determined through the
allocation of the fair value to the underlying assets and liabilities.
The January 1, 2002 carrying amount of the goodwill in these
reporting units exceeded its implied value by $289; accordingly,
the recorded goodwill was written down by this amount. The
goodwill included in our December 31, 2001 financial statements,
which included the $289, was supported by the undiscounted
estimated future cash flows of the related operations.

SFAS No.142 also applies to other intangible assets. We did
not have a significant amount of intangible assets other than
goodwill at December 31, 2002.

Inventory Vatuation — Inventories are valued at the lower of cost
or market. Cost is generally determined on the last-in, first-out
basis for U.S. inventories and on the first-in, first-out or average
cost basis for non-U.S. inventories. Where appropriate, standard
cost systems are utilized for purposes of determining cost; the
standards are adjusted as necessary to ensure they approximate
actual costs. Estimates of lower of cost or market vaiue of inventory
are determined at the reporting unit level and are based upon the
inventory at that location taken as a whole. These estimates are
based upon current economic conditions, historical sales quantities
and patterns and, in some cases, the specific risk of loss on
specifically identified inventories.

We also evaluate inventories on a regular basis to identify
inventory on hand that may be obsolete or in excess of current and
future projected market demand. For inventory deemed to be
obsolete, we provide a reserve on the full value of the inventory.
Inventory that is in excess of current and projected use is reduced
by an allowance to a level that approximates our estimate of
future demand.

Sales Returns and Allowances — Accruals for sales returns and
allowances are provided at the time of sale based upon past
experience and are recorded as a reduction of sales. The estimated
value of product that will be returned to inventory as a result of
returns is recorded as a reduction of cost of sales and the accrued
returns allowance. As new information becomes available the
accruals are adjusted accordingly. Accrued liabilities at December 31,
2001 and 2002 were $50 and $70, respectively.

Warranty - Estimated costs related to product warranty are
accrued at the time of sale and included in cost of sales. Estimated
costs are based upon past warranty claims and sales history and
adjusted as required to reflect actual costs incurred, as information
becomes available. Warranty expense totaled $83, $80 and $80
in 2000, 2001 and 2002, respectively. Qur 2002 expense included
provisions of $25 that related to adjustments of estimates made in
prior years. Accrued liabilities for warranty expense at December
31, 2001 and 2002 were $138 and $135, respectively.

Pension and Postretirement Benefits Other Than Pensions -
Annual net periodic expense and benefit liabilities under our defined
plans are determined on an actuarial basis. Each September, we
review the actual experience compared to the more significant
assumptions used and make adjustments to the assumptions, if
warranted. The health care trend rates are reviewed with the actu-
aries based upon the results of their review of claims experience.
Discount rates are based upon an expected benefit payments
duration analysis and the equivalent average yield rate for high-
quality fixed-income investments. Pension benefits are funded
through deposits with trustees and the expected fong-term rates
of return on fund assets are based upon actual historical returns
modified for known changes in the market and any expected
change in investment policy. Postretirement benefits are not funded
and our policy is to pay these benefits as they become due.

Certain accounting guidance, including the guidance applicable
to pensions, does not require immediate recognition of the effects
of a deviation between actual and assumed experience or the
revision of an estimate. This approach allows the favorable and
unfavorable effects that fall within an acceptable range to be netted.
Although this netting occurs outside the basic financial statements,
the net amount is disclosed as an unrecognized gain or loss in the
footnotes to our financial statements. At December 31, 2002, we
had an unrecognized loss of $662 related to our pension plans,
compared to an unrecognized loss of $229 a year eartier. The
actuarial loss related to our 2002 return on pension plan assets was
offset, in part, by the unamortized portion of gains experienced in
prior years. A portion of the unrecognized 2002 loss will be amor-
tized into earnings in 2003. The effect on years beyond 2003 will
depend in large part on the actual experience of the plans in 2003.

Our discount rate assumption was revised in 2002, Long-term
interest rates, which are used to determine the discount rate,
declined in 2002. Accordingly, we reduced the discount rate
used to determine our pension benefit obligation on our domestic
plans from 7.50% at December 31, 2001 {0 6.75% at December
31, 2002. The range of discount rates utilized by our foreign
plans was also reduced in 2002 from 6.00% - 6.75% in 2001 to
5.75% - 6.75%.
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Besides revising the discount rate used to determine our
pension obligation, we also revised our assumption relating to the
expected return on plan assets which is used in the determination
of pension expense. We revised our expected rate of return on plan
assets in part because the rate of return on pension assets had
declined significantly in 2002, This decrease occurred because
higher returns achieved by our fixed-income security portfolios did
not offset negative returns on our equity security portfolics. The
expected rate of return on domestic plan assets at December 31,
2002 was lowered to 8.75% from 9.50% and the range of
expected returns on foreign plan assets was lowered to 6.50% -
7.25% from 7.00% ~7.50%. We expect the decrease in this
assumption, coupled with the revised discount rate, will increase
domestic pension expense in 2003 by approximately $30 over
2002 expense excluding the 2002 charges for curtailments, set-
tlements and termination expenses.

The declines in the discount rates in 2001 and 2002, coupled
with reductions of $469 and $162, respectively, in our pension
plan assets resulted in after-tax charges of $80 and $242 to
comprehensive income in 2001 and 2002, respectively, to record
increases in the minimum pension liability, compared to a $10
charge in 2000. The changes in pension liability also had the
impact of increasing our funding obligation by $15 in 2002. We
anticipate our funding of domestic plans will increase by a range
of $25 - $35 in 2003.

Assumptions are also a key determinant in the amount of the
obligation and expense recorded for postretirement benefits other
than pension (OPEB). The discount rate used to determine the
obligation for these benefits has matched the discount rate used
in determining our pension obligations in each year presented.
The health care costs trend rate is aiso an important assumption
in determining the amount of the OPEB obligation. We increased
the initial weighted health care cost trend rate from 8.1% at
December 31, 2001 to 12.3% at December 31, 2002 to reflect
higher rates of inflation in medical costs, particularly inflation in
prescription drug costs. These assumption changes had a direct
influence on the OPEB obligation increasing from $1,415 at
December 31, 2001 to $1,699 at December 31, 2002. OPEB
expense was $75 in 2000, $110 in 2001 and $145 in 2002,
representing an increase of 93% over the period.

Other Loss Reserves — We have numerous other loss exposures,
such as environmental claims, product liability, litigation, recov-
erability of deferred income tax benefits, accounts receivable and
loan and lease loss reserves. (See Contingencies under Liquidity
and Capital Resources above for additional discussion.) Establish-
ing loss reserves for these matters requires the use of estimates
and judgment in regards to risk exposure and ultimate liability.
We estimate losses under the jprograms using consistent and
appropriate methads; however, changes to our assumptions could
materially affect our recordediliabilities for loss, Where available
we utilize published credit ratings for our debtors t0 assist us in
determining the amount of required reserves.
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Results of Operations (2002 versus 2001)

Our worldwide sales from continuing operations were $9,504 in
2002, an increase of $14 from the $9,490 recorded in 2001.

The increase was net of $123 related to the effect of divestitures,
less acquisitions, and $115 of adverse currency effects. Excluding
these effects, worldwide sales for the year increased $224 or 2%.
In the U.S., sales of $6,292 in 2002 represented a decline of
$27 or less than 1% when compared to 2001. Excluding the $41
effect of divestitures, U.S. sales increased a modest $14 in 2002.
No domestic acquisitions affected the comparison.

Overall sales outside the U.S. increased $41 or 1% during
2002 when compared to 2001 after absorbing $115 of adverse
currency effects resulting from the strengthening of the U.S.
dollar relative to foreign currencies. The currencies accounting for
the largest components of the adverse impact were the Argentine
peso ($83) and the Brazilian real ($69), with a partial offset from
the stronger euro ($62). Excluding the adverse currency effects
and the $82 impact of divestitures net of acquisitions, non-U.S.
sales increased $238 or 7% when compared to sales for last year.

Sales of our continuing operations by region for 2002 and
2001 were as follows:

% Change
Excluding

Acquisitions &
2001 2002 % Change Divestitures

North America $7,113 $7.153 1 2
Europe 1,494 1,486 (1) 5
South America 553 474 (14) (19)
Asia Pacific 330 391 18 26

Sales in North America in 2002 increased $40 when compared
to 2001. Excluding the $41 effect of divestitures and the negative
$15 of currency effects due primarily to the weakening Canadian
doliar, the increase was $96 or 1%. European sales for the period
were down $2 in local currency but conversion to U.S. doliars
added $78 as the euro rebounded in the second half to more than
offset the impact of its first-quarter decline. However, the $84
impact of net divestitures caused an overall decrease of $8 or 1%
versus 2001. South American sales improved in local currencies
by $87 or 16% and acquisitions net of divestitures added $28,
but overall sales declined $79 or 14% after adverse currency
impacts of $194, Sales for the year in Asia Pacific were up $61
or 18% as $16 of favorable currency impact and $71 of organic
growth (organic growth being the residual change after excluding
the effects of acquisitions, divestitures and currency changes)
were partially offset by $26 of divestiture impact.

Our manufacturing operations are organized into market-
focused strategic business units. Our SBUs are Automotive
Systems Group (ASG), Automotive Aftermarket Group (AAG),
Engine and Fluid Management Group (EFMG), and Heavy Vehicle
Technologies and Systems Group (HVTSG), our newest SBU.
HVTSG was formed by the May 2002 combination of Commercial
Vehicle Systems (CVS) and Off-Highway Systems Group (OHSG).
Our segment reporting has been restated to reflect this change,
as combined financial reporting to the management of HVTSG
was effective with the final quarter of 2002. Accordingly, our
segments are ASG, AAG, EFMG, HVTSG and Dana Credit
Corporation (DCC).




Sales by segment for 2001 and 2002 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.

% Change

Excluding

Acquisitions &

2001 2002 % Change Divestitures

ASG $3,485 $3,526 1 1

AAG 2,177 2,175

EFMG 1,984 1,947 (2) 3
HVTSG 1,751 1,797 3 5
Other 93 59 (36) (37)

ASG's continuing operations experienced a sales increase of
$41 or 1% in 2002 when compared to 2001. The North American
region experienced a modest $1 decline as the strong second half
of 2002 erased most of the decline reported in the first half of
the year, when our volume was affected by high dealer inventories
and the relatively low sales of platforms on which Dana has high
content. Adverse currency movement of $4 offset organic growth,
resulting in the slight decline.

The other ASG regions reported an aggregate sales increase
of $42 in 2002 when compared to 2001. ASG sales in Europe
increased $22 as the flat organic growth was aided by $12 from
acquisitions and $10 from favorable currency movement. Sales in
South America, however, declined $48 overall as an acquisition
impact of $20 and organic growth of $13 were more than offset
by $81 of adverse currency impact. Sales in Asia Pacific increased
$68 or 22% as organic growth of $79 and a favorable currency
impact of $15 were only partially offset by $26 of divestiture impact.

AAG saw its sales from continuing operations in 2002
decrease $2 when compared to sales reported in 2001. AAG sales
in North America were down $3, as a divestiture impact of $6
and an adverse currency impact of $5 were partially offset by the
$8 of local growth, mostly from the brake and chassis product
lines. AAG's European sales were up $14 or 6% due to $10 of favor-
able currency movement and $4 of organic growth. AAG’s South
American sales were down $8 as $33 of adverse currency effect
was partially offset by $21 of local growth and $4 of acquisition
impact. The $5 decline in AAG sales in Asia Pacific during the
year was wholly attributable to local markets.

EFMG incurred a sales decline of $37 in 2002 when compared
to 2001. North American sales increased $24 in a year-over-year
comparison, as local sales increases of $28 more than offset
adverse currency impact of $3 and divestitures of $1. EFMG sales
in Europe declined $53 as a divestiture impact of $94 was partially
offset by $14 of local growth and favorable currency effects of $27
in the region. EFMG sales in South America decreased $1 overall
as organic growth of $30, combined with acquisition effects of
$6, was partially offset by adverse currency effects of $35 and a
divestiture impact of $2 in the period. EFMG’s Asia Pacific sales
during the year decreased $7 due to declines in local markets.

HVTSG experienced a sales increase of $46 or 3% in 2002
when compared to 2001. HVTSG's North American sales saw an
increase of $39 overall as organic growth of $74, mainly attributable
to commercial vehicle axles, was more than enough to offset the
divestiture impact of $33 and unfavorable currency effects of $2.
HVTSG sales in Europe saw an $11 increase as an organic decline
of $6 and divestiture impact of $2 were offset by $19 of favorable
currency effects. HVTSG sales in South America declined $9 as
organic growth of $3 was overshadowed by adverse currency
impacts of $12, while HVTSG’s Asia Pacific sales were up $5 in
the period, primarily as a result of local market increases.

Revenue from lease financing decreased $30 or 26% in 2002
as DCC realized a decline of $22 on reduced leasing activity and
a lower earning asset base, and an $8 decline in its interest and
investment income.

Other income was $29 higher in 2002 than in 2001. Other
income in 2002 included a net $14 gain resulting from the sale
of assets and a subsidiary of DCC, net of an impairment charge
related to other assets held for sale by DCC, and $18 of foreign
currency transaction gains, most of which resulted from our oper-
ations in Argentina. In 2001, we recorded a $50 gain on the
divestitures of our Chelsea power take-off business and of our
industrial bearings businesses. We aiso recorded a $35 loss on
the sale of our Mr. Gasket subsidiary, the Marion, Ohio forging
facility and the assets of two operations in the EFMG.

Gross margin for 2002 was 11.3%. Gross margin for 2001 was
10.0%, a measure which would improve to 10.4% on a pro forma
basis if goodwill amortization were excluded. This improvement is
attributed in part to the consolidation of our operations as part of
our October 2001 restructuring plan and outsourcing of non-core
praduction in connection with our restructuring activities.

Selling, general and administrative (SG&A) expenses for
2002 decreased $49 from 2001, and the ratio of SG&A expenses
to net sales decreased from 9.2% to 8.7%. Divestitures net of
acquisitions caused $21 of the decrease, with another $23 due to
currency movement.

Operating margin, which is gross margin reduced by SG&A
expenses, was 2.7% in 2002 compared to 0.8% in 2001 for the
above reasons.

Interest expense in 2002 was $43 lower than in 2001, resulting
from decreased debt levels and lower interest rates.

The effective tax rate of our continuing operations for the year
ended December 31, 2002 approximates 300% compared to 31%
for the year earlier period. The high effective tax rate in 2002
compared tc 2001 and to the statutory rate of 35% is primarily
the function of a smaller denominator in the tax rate computations.
The loss from continuing operations before income taxes, which
is used as the denominator, was $9 in 2002 compared to $349 in
2001. The two primary items affecting the effective income tax
rate in 2002 relate to the benefits realized from the utilization of
a capital loss, that has been offset in large measure by an increase
in the valuation allowance against recorded deferred tax assets.
The capital loss arose from the sale in 2002 of a subsidiary whose
tax basis substantially exceeded the book basis. This capital loss
was used to offset certain capital gains generated in 2002 from
sales of other subsidiaries and assets, primarily real estate. These
sales resulted in book gains for which only a relatively smail amount
of tax resulted because of the available capital loss. At December
31, 2002, we had an unused capital loss carryforward of $1,050
that expires in 2007 and a deferred tax benefit of $368 associated
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with this carryforward. We established a valuation allowance of
$356 against this deferred tax asset. We did this because current
tax law requires the generation of capital gain to offset capital loss
and our manufacturing and leasing operations generally produce
income that is characterized as ordinary income. Accordingly,

we anticipate that it is more llikely than not that we will generate
sufficient capital gain income to fully utilize only $12 of the
deferred tax benefit over the permitted carryforward period. Qur
effective tax rate of 31.2% ini2001 represented a rate much closer
to the 35% statutory rate. Our effective income tax benefit rate
did not reach a full 35% rate in 2001 because of additions to the
valuation allowance against deferred tax assets and the impact of
an overall foreign tax rate higher than 35% on foreign taxed
income which were not fully offset by state and local income tax
benefits and the effect of general business tax credits that were
generated by our leasing operations.

Minority interest in net income of consolidated subsidiaries
increased $7 compared to last year due to the gain realized by a
majority-owned subsidiary in Taiwan on the sale of a portion of
an affiliate.

Equity in earnings of affiliates for 2002 was $23 higher than
in 2001. DCC recorded a $14:increase in income from its affiliates
accounted for under the equity method, rebounding from the
decline experienced in 2001 when one-time charges related to the
telecommunications industry were recorded by its equity affiliates.
This comparison is impactedunfavorably by $10 in 2001 due to
losses incurred by Danaven, a Venezuelan affiliate that became a
consolidated subsidiary in July 2001. We also experienced
increases of $2 from our equity investments in Germany in 2002.

We reported a net loss of $182 for 2002 compared to a net
loss of $298 for 2001. Comparison of these annual amounts is
difficult due to the change in accounting in 2002 and the unusual
charges and credits in both years. The following table presents
the 2002 net income (loss) of both continuing and discontinued
operations reconciled to the operating profit after tax (PAT), the
internal measure of profit presented in Note 21 to the financial
statements. The $133 of unusual after-tax charges includes $163
of charges related to our restructuring activities, reduced by $30
of net gains on divestitures, including the $23 impairment charge
related to the planned sale of iour Engine Management business.
Comprising the net $133 were net charges in the ASG ($19),
AAG ($61), EFMG ($50), HVTSG ($22) and Other ($13) and a
net credit within DCC ($32).

Total Discontinued Continuing
Operations  Operations  Cperations
Net income (loss) for 2002 $(182) $(20) $(162)
Change in accounting 220 220
Incame before accounting change 38 (20) 58
Unusual charges, net 133 10 123
Operating PAT for 2002 $171 $(10) $ 181

The net loss in 2001 included $313 of restructuring and other
unusual charges and a net gain of $10 resuiting from divestitures.
Operating PAT of our continuing operations was $27 in 2001,
while our discontinued operations reported a loss of $22 on the
same basis. The net $303 of unusual items were related to ASG
($41), AAG ($85), EFMG ($108), HVTSG ($55) and the Other
SBU ($14).

Results of Operations (2001 versus 2000)

Our worldwide sales from continuing operations decreased $1,973
in 2001 to $9,490, a 17% decline from the $11,463 recorded in
2000. The decline included $113 related to the effect of divesti-
tures, net of acquisitions, and $219 of adverse effects of currency
fluctuations. Excluding these effects, worldwide sales decreased
$1,641 or 14%. Our worldwide experience was largely based on
our volume in the U.S., where 2001 sales of $6,319 represented
a decline of $1,614 or 20% versus the prior year. Excluding the
net effect of acquisitions and divestitures, U.S. sales declined
$1,463 or 18%.

Overall sales outside the U.S. fared better, declining $359 or
10% compared to 2000. Nearly two-thirds of the decline resulted
from the strengthening in 2001 of the U.S. dollar relative to foreign
currencies. The regions accounting for the fargest components
of the approximately $219 adverse foreign currency impact were
South America and Europe. Excluding the adverse effects of
currency fluctuations and acquisitions and divestitures, sales
decreased $178 or 5%. The net increase related to acquisitions
and divestitures was $38.

Sales of continuing operations by region for 2000 and 2001
were as follows:

% Change

Excluding

Acquisitions &

2000 2001 % Change Divestitures

North America $8,803 $7,113 (19) (17
Europe 1,740 1,494 (14) (11)
South America 562 553 (2) (15)
Asia Pacific 358 330 (8) 9)

Sales in North America decreased $1,690 or 19% in 2001
when compared to 2000. Excluding the effect of divestitures, the
decline was $1,539 or 17%. The relative weakness of the Canadian
dollar accounted for approximately $30 of the reduction in sales.
European sales were down 8% in local markets but conversion to
U.S. dollars pared another $61 for a total decline of $246 or
14%. Sales declines due to divestitures exceeded the amount
added through acquisitions by $37. Sales in our South American
region improved 3% in local currencies and net acquisitions
added $73, but sales were down $9 or 2% after absorbing $98 of
adverse currency effects. Sales in Asia Pacific were down $27 as
$31 of adverse currency impact was partially offset by a $4 net
effect of acquisitions and divestitures.

Sales by SBU for 2000 and 2001 are presented in the following
table. DCC did not record sales in either year. The “Other” category
in the table represents certain facilities that have been closed or
sold, excluding discontinued operations, and operations not
assigned to the SBUSs.

% Change

Excluding

Acquisitions &

2000 2001 % Change Divestitures

ASG $4,288 $3,485 (19) (21)
AAG 2,366 2,177 (8) (6)
EFMG 2,221 1,984 (11) (9)
HVTSG 2,394 1,781 (27) (24)
Other 194 93 (52) 27)




ASG incurred a decline in its sales of continuing operations in
2001 of $803 or 19% when compared to 2000. The North American
region experienced $742 of this decline. The decrease in production
volume which began in the second half of 2000 continued for
North American fight vehicle and heavy truck manufacturers in
2001, with light vehicle production dropping to 15.5 million units
from 17.2 million units in 2000. In addition, Ford and Chrysler
vehicles in general and certain models with high Dana content in
particular declined more than the light vehicle market overall in
2001. The decline in heavy truck production which began in the
middle of 2000 continued through the end of 2001. The North
American heavy truck market saw more than a 40% reduction in
volume when compared to 2000. Outside North America, the ASG
regions reported an aggregate sales decrease of $61. ASG sales in
Europe were down $51 as $11 of adverse currency impact and
$52 of organic declines more than offset acquisition benefits of
$12. ASG sales in South America were $5 below the same period
in the prior year, as the $14 of organic decline and $45 of adverse
effects of weaker currencies more than offset the net acquisition
impact of $54. ASG sales in Asia Pacific were also down $5 with
currency declines of $29 offsetting an acquisition impact of $21
and modest organic growth.

AAG also ended 2001 with a decling in sales of continuing
operations. Most of the $189 decline was in North America, which
represents more than three-fourths of AAG's global market, where
volumes were down $146 or 7%. While there was a reported
improvement in domestic aftermarket retail sales in 2001, this
did not significantly improve our AAG sales, as retailers generally
met the higher demand with existing inventory. Divestitures also
contributed $44 to the decline. AAG sales in Europe declined $25
due to $8 in adverse currency effects and a $17 decline in organic
sales. AAG sales in South America were down $2 as a $23 currency
decrease was partially offset by $15 of local growth and $6 of
acquisition impact. Divestitures accounted for $13 of the $16 AAG
sales decline recorded in Asia Pacific.

EFMG experienced a decrease in sales of continuing operations
of $237 or 11% for 2001 when compared to 2000. The Fluid
Systems business in this group benefited from having content on
models that avoided the severe OE production cuts that affected
most of our other SBUs. EFMG sales in North America were down
$206 or 14% as the automotive, heavy vehicle and aftermarket
sectors all trailed prior year volumes. EFMG sales in Europe were
down $31 or 5% with adverse currency effects of $25 playing a
significant role. EFMG sales were generally flat in South America
as adverse currency effects of $22 were nearly offset by organic
growth of $15 and a net acquisition impact of $5.

HVTSG experienced a year-on-year decline in sales in 2001
of $643 or 27% for the reasons cited relative to the heavy truck
market in the discussion of ASG above. The decline in HVTSG
sales included $69 of divestiture impact, $65 of which was in
North America. Excluding this effect, sales in North America for
the period were 26% below those of 2000. Aggregate sales for
the other three regions declined $96 or 18% in a year-on-year
comparison with $4 due to divestitures and $21 due to adverse
currency effects.

Sales in Other decreased $101 or 52% compared to 2000,
reflecting the sale of most of our Warner Electric businesses at
the end of February 2000.

Revenue from lease financing decreased $28 or 20% in 2001
as DCC realized a decline of $24 on reduced leasing activity,
including a $10 decline in income realized on the sale of leased
assets, and a $4 decline in its interest income.

In 2001, other income included a $50 gain on the divestitures
of our Chelsea power take-off business and of our Glacier industrial
bearings businesses. Also included in 2001 was a $35 loss on the
sales of our Mr. Gasket subsidiary, our Marion, Ohio forging facility
and the assets of our Dallas, Texas and Washington, Missouri
Engine and Fluid Management Group operations. Included in the
total for 2000 was $179 of gains on the divestitures of the Gresen
hydraulics business, certain portions of our constant velocity joint
business, most of the global Warner Electric businesses and the
Commerciai Vehicle Cab Systems Group. In addition, a $10 net
charge related to final settlement of the Midland Grau divestiture
was recorded in the third quarter of 2000, bringing to $169 the
amount of net non-recurring income included in other income.

Gross margin for 2001 was 10.0% versus 13.8% in 2000.
Margins in all our SBUs were severely affected as the decline in
volume reduced our ability to absorb fixed operating expenses.
Cost of sales included charges of $86 in 2001 and $17 in 2000
in connection with our restructuring activities.

Selling, general and administrative (SG&A) expenses decreased
$116 during 2001 when compared to 2000. The net effect of
divestitures and currency exchange caused approximately half of
the decline, with most of the remaining decrease experienced in
the North American region, where our operating units scaled their
capacity in reaction to severely reduced customer production
schedules in the light truck and commercial vehicle markets.

Operating margin (our gross margin reduced by SG&A expenses)
was 0.8% in 2001 compared to 5.1% in 2000 for the above reasons.

Interest expense was $16 lower in 2001 versus 2000 as a
resuit of iower debt and reduced rates.

Both the effective tax rates and the comparison of the effective
tax rates for 2001 and 2000 were impacted by the substantial pre-
tax loss reported in 2001. Because of the pre-tax loss in 2001,
certain permanent differences between financial accounting rules
and tax regulations that increase the tax rate when we report
pre-tax income served to reduce the effective rate.

Equity in earnings of affiliates in 2001 was $22 lower than in
2000. The $39 reduction in equity earnings in Mexico and the
$11 decrease in earnings from DCC's equity investments adversely
affected this line item. Partially offsetting these items were the
earnings related to our investment in GETRAG and the loss reduc-
tion that occurred when we acquired the remaining interest in
Danaven and began consolidating its results.

We reported a $298 net loss in 2001 versus net income of $334
reported in 2000. Comparisons are made difficult by the unusual
charges and one-time gains recorded in both years. In 2001, we
recorded after-tax charges of $313 in connection with our restruc-
turing efforts and $10 of gains on divestitures. In 2000, we
recorded $43 of restructuring and other unusual charges net of
the gains recorded on several divestitures. Excluding these items,
earnings would have been $5 in 2001 and $377 in 2000.

The unusual items in 2001 included net after-tax charges of
$41 in ASG, $85 in AAG, $108 in EFMG, $55 in HVTSG; a net
charge of $14 was reflected in the Other category. In 2000,
unusual charges were $47 in ASG, $39 in AAG and $32 in EFMG,
while one-time gains were $43 in HVTSG and $32 in Other.
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Market Trends

Throughout 2002, we remained cautious in our outlook for the
global tight vehicle marketidue to general economic conditions
and the record dealer incentives being offered by North American
original equipment manufacturers (OEMs) to maintain their
production levels. North American light vehicle production was
approximately 16.4 millionunits in 2002, exceeding our expecta-
tions and up slightly from the prior year. Our sales were not in
line with this increase as production of certain key vehicles with
significant Dana content lagged the overall market.

The industry is continuing to use incentives to influence
consumer demand in 2003. With the demand pull-forward from
these incentives potentially impacting sales, amid an uncertain
economic environment due in part to announced U.S. foreign
policy initiatives we anticipate that North American light vehicle
production for 2003 will be in the range of 15.8 to 16.2 million
units, down slightly from 2002. Qutside North America, we expect
to see flat light vehicle production in our European and South
American markets in 2003, with modest growth in the Asia
Pacific region.

Sales in our automotive aftermarket segment were flat in 2002
and we hold similar revenue expectations for 2003. Despite
increases expected at the retail level, we expect our sales to
continue to be impacted by inventory adjustments due to the
continuing consolidation among our customer base, better supply
chain management and the physical distribution shift that is taking
place in the aftermarket.

Heavy truck production in North America totaled 180,000 units
in 2002 while medium truck production ended near 182,000 units.
These production levels exceeded our conservative estimates for
2002, but were well below record production levels prior to 2000.
We believe this market is poised for a recovery as inventory levels
are less than a two-month supply, used vehicle prices have stabi-
fized, the newly enacted EPA standards governing diesel engine
emissions have been implemented and production backlogs are
very low. This year we anticipate a gradual improvement in North
American heavy vehicle sales following a slow start. We estimate
2003 build rates will approximate 180,000 to 185,000 units for
heavy trucks and 190,000 units for medium trucks.

We expect to benefit from net new business estimated at
approximately $480 in 2003 and approximately $4,500 for the
five-year period 2003 through 2007. These estimates are based on
our review of the projected production schedules of our customers.
The base year for the estimates is 2002, since our projections are
always made in comparison to the prior fiscal year.

At September 30, 2002, we had projected net new business of
approximately $7,900 for theiperiod 2002 through 2006 (using
2001 as the base year). Changing the base year to 2002 resulted
in a net aggregate reduction of $1,400, as we eliminated approxi-
mately $500 of new businessifor 2002 and each of the succeeding
years (an aggregate reduction of $2,500 over five years) and
added net new business of $1,100 for the new fifth year, 2007.
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The prior estimates were further reduced due to:

O Adjustments to new business projected for 2003 to reflect
production levels we now expect to see this year,

O Elimination of the axle business for the new model of the Jeep®
Grand Cherokee scheduled to start production in 2004,

O Elimination of projected new business relating to operations
that we divested in the fourth quarter of 2002,

O Re-direction of certain new business to our unconsolidated
affiliates, since our projected net new business takes into
account only our consolidated operations, and

O Adjustments in our estimates for lowered customer production
expectations for certain future programs.

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 thase which are anticipated or projected due to a number of
factors. These factors include national and international economic
conditions; adverse effects from terrorism cr hostilities; the strength
of other currencies relative to the U.S. dollar; the cyclical nature
of the global vehicular industry; the performance of the global
aftermarket sector; changes in business relationships with our
major customers and in the timing, size and continuation of our
customers’ programs; the ability of our customers and suppliers to
achieve their projected sales and production levels; competitive
pressures on our sales and pricing; increases in production or
material costs (including that of steel) that cannot be recouped in
product pricing; our ability to complete the Engine Management
aftermarket operations divestiture as contemplated; our success
in completing our restructuring activities; the continued success
of our cost reduction and cash management programs and of our
long-term transformation strategy for the company; and other
factors set out elsewhere in this report, including those discussed
under the captions Financing Activities and Contingencies within
Liguidity and Capital Resources.




Statement of Income

In millions

Additional Information
Dana Corporation
(including Dana Credit Corporation on an equity basis)

Year Ended

December 31

2001

2002

Net sales
Other income

$9,490

37

$9,504
58

9,627

9,562

Costs and expenses
Cost of sales
Selling, general and administrative expenses
Restructuring and integration charges
Interest expense

8,605

783
317
199

8,488
702
194
176

9,904

9,567

Income (loss) before income taxes
Income tax benefit {expense)
Minority interest

Equity in earnings of affiliates

(377)
115

(8}
54

(5)
(19)
(15)

97

Income (loss) of continuing operations
Loss from discontinued operations

(216)
(82)

58
(20)

income (loss) before effect of change in accounting
Effect of change in accounting

(298)

38
(220)

[Net income (loss)

$

(298)

$ (182)]

Balance Sheet

In millions

December 31

Assets
Current assets
Cash and cash equivalents
Accounts receivable
Trade
Other
Inventories
Other current assets

$ 182

1,371
253
1,299
518

$ 551

1,348
209
1,116
718

Total current assets

3,623

3,840

Investments and other assets
Investments at equity
Goodwill
Other

628
841
246

754
568
287

Total investments and other assets
Deferred income tax benefits
Property, plant and equipment, net

1,715
449
2,778

1,609
766
2,253

[ Total assets

$ 8,565

$8,568 |

Liabilities and Shareholders’ Equity
Current liabilities
Notes payable
Accounts payable and other current liabilities
Accrued payroll and employee benefits
Other accrued liabilities
Taxes on income

$ 617
1,042
315
826
142

$ 53
1,004
467
766
322

Total current liabilities

2,942

2,612

Deferred employee benefits and other noncurrent liabilities

Long-term debt
Minority interest in consolidated subsidiaries
Shareholders' equity

1,400
2,155

110
1,958

1,906
2,462

106
1,482

Total liabifities and shareholders’ equity

$8,565

$8,568 |
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Statement of Cash Flows

In millions

Additional Information

Bana Corporation

(including Dana Credit Corporation on an equity basis)

Year Ended December 31

2000 2001 2002
Net cash flows from operating activities $ 850 $ 475 $ 487
Cash flows from investing activities:

Purchases of property, plant and equipment (434) (317} (246)

Acquisitions (511) (21) 31)

Divestitures 571 236 353

Additions to investments and other assets (1 (24) (10)

Other 16 33 145
Net cash flows — investing activities (359) (93) 211
Cash flows from financing activities:

Net change in short-term debt 424 (599) (456)

Issuance of long-term debt 9 776 250

Payments on long-term debt (313) (370) (187)

Dividends paid (187) (140) (6)

Shares repurchased (381)

Other 5 (16) 72
Net cash flows - financing activities (443) (349) (327)
Net increase in cash and cash equivalents 48 33 371
Net change in cash of discontinued operations (2)
Cash and cash equivalents — beginning of year 101 149 182

| Cash and cash equivalents - end of year $ 149 $ 182 $ 551 |
Reconciliation of net income (loss) to net cash
flows from operating activities:
Net income (loss) $ 334 $(298) $(182)
Depreciation and amortization 427 447 387
Unremitted earnings of affiliates (68) (17) (84)
Deferred income taxes (60) (244) (58)
Gains on divestitures (106) (10 (14)
Minority interest 8 4 4
Effect of change in accounting 220
Asset impairment 27 206 92
Net change in receivables, inventory and payables 357 366 65
Other assets and accruals (65) 48 72
Other (4) (27) (15)
Wet cash flows from operating activities $ 850 $ 475 $ 487 ]
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Shareholders’ Investment Additional Information

in millions except per share amounts

The following table shows the range of market prices of our
common stock on the New York Stock Exchange and the cash
dividends deciared and paid for each quarter during 2001

and 2002. At December 31, 2002, the closing price of Dana
common stock was $11.76.

Cash Dividends

Stock Price Declared and Paid
2001 2002 2001 2002

Quarter Ended High Low Close High Low Close
March 31 $20.40 $15.63 $17.18 $22.29 $13.05 $21.47 $.31 $.01
June 30 23.50 16.25 23.34 23.22 16.90 18.53 31 .01
September 30 26.90 13.07 15.60 18.76 12.38 13.08 31 .01
December 31 15.73 10.25 13.88 13.96 2.28 11.76 .01 .01

Unaudited Quarterly Financial Information™

For the Year Ended December 31, 2001 For the Year Ended December 31, 2002

March 31 June 30 September 30 December 31 March 31 June 30 September 30 December 31
Net Sales
Reported $2,731 $2,768 $2,399 $2,373 $2,521 $2,789 $2,566
Restated 2,523 2,565 2,209 2,193 2,321 2,576 2,356 $2,251
Gross Profit
Reported 288 354 250 111 285 342 289
Restated 265 331 232 124 267 321 253 237
Net Income (Loss)
Continuing Operations (21) 19 22 (236) (13) 58 (1) 14
Discontinued Operations (6) (5) (9) (62) 4 (6) 5 (23)
Effect of Change
in Accounting (220)
| Net Income (Loss) $ @) $ 14 $ 13 $(298 $(229 $ 52 $ 4 $ (9]
Net Income (Loss) per share
Basic
Continuing Operations $(0.14) $ 0.13 $ 014 $(1.59) $(0.09) $ 0.39 $(0.01) $ 0.09
Discontinued Operations (0.04) (0.03) (0.06) (0.42) 0.03 (0.04) 0.03 (0.15)
Effect of Change in
Accounting (1.48)
t Net Income (Loss) $(0.18) $ 010  $ 008 $(2.01) $(1.54) $ 035 $ 002  $(0.06) ]
Diluted
Continuing Operations $(0.14) $ 0.13 $ 0.14 $(1.59) $(0.09) $ 0.39 $(0.01) $ 0.0
Discontinued Operations (0.04) (0.03) (0.06) (0.42) 0.03 (0.04) 0.03 (0.15)
Effect of Change in
Accounting (1.48)
[ Net Income (Loss) $(0.18) § 0.10 $ 0.08 $(201) $(1.54) $ 0.35 $ 0.02 $(0.06)_]

* The information presented for 2001 and the first three quarters of 2002 has been restated to refiect the treatment of certain businesses as discontinued operations.
See Note 20 - Discontinued Operations for additional information.
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In mitlions except per share amounts

In the first quarter of 2001, we recorded an after-tax loss of $12
on the sale of Mr. Gasket, a wholly owned subsidiary. We also
recorded $22 of restructuring expense in connection with the
announced closing of six facilities in the ASG and EFMG and
workforce reductions at other facilities. These charges included
$10 for employee termination benefits, $7 for asset impairment
and $5 for other exit costs and impacted net earnings by $14.
Net charges for the quarter related to restructuring activities and
other unusual items totaled '$28 (19 cents per share).

in the second quarter of 2001, we divested our Marion, Chio
forging facility and the assets of EFMG facilities in Dallas, Texas
and Washington, Missouri. A net after-tax loss of $8 (5 cents per
share) resulted from these transactions. Charges related to our
ongoing efforts to downsize various operations adversely affected
net income by $4 (3 cents per share) in the second quarter.

We completed the sale of our Chelsea power take-off business
to Parker Hannifin Corporation in July 2001. The sale of our Glacier
industrial polymer bearings businesses to Goodrich Corporation
was completed the following month. After-tax gains totaling $30
were recorded on these transactions. We announced additional
facility closings in the third quarter and accrued additional
restructuring charges of $12 in connection with these announce-
ments, which affected earnings by $7 net of tax benefits. Net non-
recurring income for the quarter was $21 (14 cents per share).

In October 2001, we announced plans to reduce our global
workforce by more than 15% and initiated a review of more than
30 facilities for possible consolidation or closure. During the
fourth quarter, we announced the closing of 21 of these facilities
and reduced our workforce by more than 7%. Charges for these
and related actions totaled $440, including $155 for employee
terminations, $196 for assetiimpairments and $89 for exit and
other costs. Net earnings were impacted by $284 ($1.92 per share).

In the first quarter of 2002, we adopted SFAS No. 142, which
requires annual impairment testing for goodwill in lieu of amorti-
zation. In connection with this testing, we recorded a goodwill
impairment charge of $289, which impacted net earnings by
$220 ($1.48 per share). We also continued to execute our
October 2001 restructuring plans during the quarter, including
the announcement of six plant closings and permanent workforce
reductions at other locations. Expenses accrued as a result of
these actions amounted to $46, which had a $37 ($0.24 per
share) impact on net earnings.
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Unaudited Quarterly Financial information (continued)

In the second quarter we announced the closing of eight addi-
tional facilities and further reductions in our permanent workforce,
resuiting in a pre-tax charge of $63 ($42 after taxes). These
charges were partially offset by a $27 after-tax gain on the sale of
selected subsidiaries of Dana Credit Corporation. The combined
impact on earnings was an expense of $15, or $0.10 per share.

The third quarter of 2002 brought continued restructuring
charges for employee termination benefits ($20), exit costs ($10)
and asset impairments ($5). We also charged $17 of inventory
impairment to cost of sales, for a total charge of $52 before
taxes, resulting in a $40 ($0.28 per share) reduction in net
income for the quarter.

In the fourth quarter, we completed the sale of the majority
of our Boston Weatherhead industrial hose and fitting operations,
the divestiture of Tekonsha Engineering Company, Theodore
Bargman Company and American Electronic Components, Inc.
and the sale of FTE. We recognized a net $26 nonrecurring after-
tax gain on these divestitures. Additionally, we recorded a $38
impairment charge ($23 after tax) in connection with classifying
our Engine Management aftermarket operations as held for sale.
We also recorded after-tax restructuring charges of $44 during
the quarter. Net income for the quarter was adversely affected by
$41 (28 cents per share).




Six-Year History™

In millions except per share amounts

Financial Highlights

For the Years 1997 1998 1999 2000 2001 2002
Net Sales $11,096 $11,624 $12,209 $11,463 $ 9,490 $9,504
Income (Loss) of
Continuing Operations 287 478 466 356 (216) 58
Discontinued Operations 33 56 47 (22} (82) (20)
Effect of Change in Accounting (220)
Net Income (Loss) 320 534 513 334 (298) (182)
Income (Loss) per Common Share
Basic
Continuing Operations 1.77 2.90 2.82 2.34 (1.46) 0.39
Discontinued Operations 0.20 0.34 0.28 (0.14) (0.55) (0.13)
Effect of Change in Accounting (1.49)
Net Income (Loss) 1.97 3.24 3.10 2.20 (2.01) (1.23)
Diluted
Continuing Operations 1.74 2.87 2.80 2.32 (1.46) 0.39
Discontinued Operations 0.20 0.33 0.28 (0.14) (0.55) (0.13)
Effect of Change in Accounting (1.48)
Net Income {Loss) 1.94 3.20 3.08 2.18 (2.01) (1.22)
Cash Dividends per Common Share 1.04 1.14 1.24 1.24 0.94 0.04
Total Assets 9,511 10,138 11,123 11,236 10,207 9,553
Short-Term Debt 1,693 1,698 1,418 1,945 1,120 287
Long-Term Debt 1,790 1,718 2,732 2,649 3,008 3,215
Dana Corporation (including Dana Credit Corporation on an equity basis)
For the Years 1997 1998 1999 2000 2001 2002
Summary of Qperations
NET SALES $11,096 $11,624 $12,209 $11,463 $ 9,490 $9,504
Cost of Sales 10,066 9,827 10,285 9,948 8,605 8,488
Pre-Tax Income (Loss) of
Continuing Operaticns 503 621 665 492 377) (5)
Discontinued Operations 66 77 73 {45) (134) (30)
Effect of Change in Accounting (289)
Total Pre-Tax Income (Loss) 569 698 738 447 (511) (324)
Tax Rate 50.3% 41.3% 37.2% 39.0% 30.5% (441.2%)
INCOME (LOSS)
Continuing Operations $ 287 $ 478 $ 466 $ 356 $ (216) $ 58
Discontinued Cperations 33 56 47 (22) (82) (20}
Effect of Change in Accounting (220)
NET INCOME (LOSS) 320 534 513 334 (298) (182)
Percentage of Pre-Tax Profit to Sales 5.1% 6.0% 6.0% 3.9% (5.4%) (3.4%)
Capital Expenditures $ 518 $ 552 $ 547 $ 434 $ 317 $ 246
Financial Position
Current Assets $ 3,886 $ 4,174 $ 4,637 $ 4,071 $ 3,623 $3,940
Current Liabilities 3,231 3,630 3,320 3,690 2,942 2,612
Current Ratio 1.2-1 1.1-1 1.4-1 11-1 1.2-1 1.5-1
Working Capital $ 655 $ 544 $ 1,317 $ 381 $ 681 $1,328
Short-Term Debt 1,160 1,393 897 1,307 617 53
Long-Term Debt 1,036 1,147 1,862 1,574 2,155 2,462
Total Shareholders’ Equity 2,602 2,940 2,957 2,628 1,958 1,482
Return on Average Shareholders' Equity 12.7% 19.3% 17.4% 12.0% (13.0%) (10.6%)
Common Stock Data
Average Number of Shares
Outstanding — Basic 163 165 165 152 148 148
Earnings (Loss) per Share*
Basic
Continuing Operations $ 177 $ 2.90 $ 282 § 234 $ (1.46) $ 0.39
Discontinued Operations .20 0.34 0.28 (0.14) (0.55) (0.13)
Effect of change in accounting (1.49)
Net Income (Loss) 1.97 3.24 3.10 2.20 (2.01) (1.23)
Diluted
Continuing Operations 1.74 2.87 2.80 2.32 (1.46) 0.39
Discontinued Operations .20 0.33 0.28 (C.14) (0.55) (0.13)
Effect of Change in Accounting (1.48)
Net Income (Loss) 1.94 3.20 3.08 2.18 (2.01) (1.22)
Book Value per Share 15.89 17.74 18.12 17.77 13.18 10.00
Stock Price - High 54.38 61.50 54.06 33.25 26.90 23.22
Low 30.63 31.31 26.00 12.81 10.25 9.28
Close 47.50 40.88 29.94 15.31 13.88 11.76

* The information presented for years prior to 2002 has been restated to reflect the treatment of certain businesses as discontinued operations. See Note 20 - Discontinued Operations
for additional information. The information for 1997 has been restated to reflact the Echlin merger, which has been accounted for as a pooling of interests.
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Stock Exchanges

Dana common stock (ticker symbol: DCN)

is listed on the New York Stock Exchange and
the Pacific Exchange.

www.dana.com

Dana’s web site provides a host of information

about the company, including:

@ An order form to obtain current financial

and shareholder-related information;

Stock price information;

Access tolDana's SEC filings;

Recent press releases;

Product, service, and market information;

Global operations overview;

Background information on Dana’s history,

philosophy, policies, and Transformation

2005 strategy; and

o Copies of recent speeches and presentations
by Dana people.

DoOoooaogao

Dial-for-Dana

Dial (800) 537-8823 anywhere in the U.S. and

Canada. In Chio, call (800) 472-8810. Through

this 24-hour, 'toll-free, voice-interactive phone

service, callers may:

O Request annual and quarterly shareholder
reports, as well as Forms 10-K and 10-Q;

O Learn whom to contact for answers to
specific shareholder-related questions,
and participant inquiries about the Dana
Employees’ Stock Purchase Plan;

O Listen to recordings of quarterly conference
calls with analysts; and

O Submit requests for a Dana representative to
respond directly to the caller.

Investor Information

Dana Informaticn and Inquiries
Requests for information may be addressed to
Greg Smietanski, Director, Investor Relations,

Shareholder Services

The Bank of New York is the company’s
principal transfer agent and registrar. Please
contact The Bank of New York directly with all
inquiries and requests to:

o Transfer stock;

0o Change a name or address;

O Replace lost stock certificates or

dividend checks;

Consolidate duplicate accounts;

Obtain statements of holdings;

Obtain copies of Form 1099-DIV; and
Obtain information about dividend
reinvestment or direct deposit of dividends.

ooagaon

The Bank of New York

P.0. Box 19564

Newark, NJ 07195-0564
Phone: (866) 350-DANA (3262)

(Monday to Friday, 8 a.m. to 8 p.m., Eastern Time)

Web site: www.stockbny.com
E-mail: shareowner-svcs@bankofny.com

Dana Corporation, P.O. Box 1000, Toledo, Ohio 43697.

60 DANA CORPORATION / Annual Report 2002

&3 Printed on recycled paper




G

The hard work and creafivity of Dana pecple worldwide, as

well as the qualily, performance, and innovation of Dana products,
earned recognition from a host of organizations in 2002.
Highlights of this recognition are shown here.

NISSAN QUALITY MASTER AWARD
Hese and Tubing Preducts fastlities in Parls, Tenn, and Sen Luls Potesi, Mexico

FREIGHTLINER OF @UALITY AWARD
Commereial Vehicle Systems facility In Henderson, Ky. end RHumbelet, Tenn.

-
@ GENERAL MCTORS COLMOTORES BEST SUPRPLIER AWARD
b Dena Ancom, Bucaramange, Colembla
o= AFTERNMARKET AUTE ALLANCE 2002 SUPPLIER AWARD
- Wix Filtretion Brogucts - Outstending Shisping Performance
CARQUEST FILL AWARD
@) Wi Fittration Predvcts
@ CARRUEST YENDER OF THE AWARD
@) Vietor Relnz
@z FEDERATED AUTE PARTS YENDOR OF THE YEAR AWARD
Dane Brake end Chessis
@ OFREILLY AUTO VENDOR OF THE
(- Wi Filtration Progucts
@ﬁ AWARD
@ Dene Comporetion = Innevation Excellence from the State of Ohle
= INTERNATIONAL BEST FACTORY AWARD °
™ Off-Highway Systems fecility In Arce, ltaly
< INDUSTRYWEEK MAGAZINE'S 10 BEST
< ANERIGAN MANUFACTURING FACILITIES
Siructural Seluiiens Greup faeility in Steckton, Calif.

CANABIAN QUALITY AWARD OF BCELLENCE
Spleer Canada fecility In Mageg,

MICHIBAN MINORITY BUSINESS BEVELCPMENT
COUNCILS @F THE AWARD
Dena Corporation ’

PRENMC MAIS AWARD
Dane Aftermerket Brazil - Tep Supplier Aweare

AUTONMOTIVE INDUSTRIES MAGAZINE'S

flor
Shipping

CARGUEST \
of tihe Year Awerd

Federzted Aute Pars

Yiemcler ef e Year Award

GUEST FOR 2CELLENCE AWARD
Dane recognized by vehicle preducers for leadership In four categeries: Michigan Winorily Business

arle eomponents, traction systems, suspension systems, and engine eomponents Deveiepment Couneil
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