UNITED STATES BANKRUPTCY COURT
'SOUTHERN DISTRICT OF NEW YORK

X
Inre Chapter 11
Dana Corporation, ef al., Case No. 06-10354 (BRL)
Debtors. (Jointly Administered)
"

DECLARATION OF JOHN DEMPSEY IN SUPPORT OF MOTION OF DANA
CORPORATION, PURSUANT TO SECTIONS 363, 365 AND 105 OF THE
BANKRUPTCY CODE, FOR AN ORDER AUTHORIZING DANA CORPORATION TO
(A) ENTER INTO EMPLOYMENT AGREEMENTS WITH MICHAEL J. BURNS, ITS
PRESIDENT AND CHIEF EXECUTIVE OFFICER, AND FIVE KEY EXECUTIVES OF
HIS CORE MANAGEMENT TEAM, AND (B) ASSUME CERTAIN CHANGE OF
CONTROL AGREEMENTS, AS AMENDED

John Dempsey hereby declares pursuant to section 1746 of title 28 of the United
States Code:

1. [ am a principal of Mercer Human Resource Consulting (“Mercer”).
I have been consulting for over 20 years, advising corporations undergoing major financial
transitions including reorganizations, IPOs, LBOs and acquisitions in matters relating to
employment, employee benefits and executive compensation. [ design employment agreements,
change of control agreements, annual and multi-year incentive programs and retention programs.
I joined Mercer in 1985 following my graduation from Yale University where [ obtained a
Bachelor of Arts degree. In 1992, I obtained a Master Degree in Business Administration
(MBA) from The Ohio State University.

2. Recent bankruptcy-related clients that I worked for include Owens
Corning, Kaiser Aluminum, Solutia, Oglebay Norton, Citation Corporation, Intermet

Corporation, Venture Industries, Alterra, EaglePicher, Allied Holdings, Mesaba Aviation and



FLAG Telecom. I have also worked on restructuring issues with Nortel Networks, Barrick Gold,
Manulife, CareMark Rx, Archipelago and Sky Financial. I have provided expert testimony
representing the debtor in the following chapter 11 cases: Owens Corning, Citation Corporation,

Intermet Corporation, Venture Industries and Allied Holdings.
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Dana Corporation (“Dana,” together with the above-captioned debtors and debtors in possession,
the “Debtors”), pursuant to sections 363, 365 and 105 of the Bankruptcy Code, for an order
authorizing Dana to (A) enter into employment agreements (the “Agreements”) with Michael J.
Burns, its President and Chief Executive Officer, and five key executives of his core
management team, and (B) assume certain change of control agreements, as amended. The five

key executives (the “Executives” and together with Mr. Burns, the “Senior Executives”) are

(i) Paul E. Miller, Vice President of Purchasing; (ii) Thomas R. Stone, President of the Traction
Group; (iii) Nick L. Stanage, President Heavy Vehicle Products; (iv) Michael L. DeBacker, Vice
President, General Counsel, and Secretary; and (v) Ralf Goettel, President of Engine Hard Parts
and Sealing Products and President of Dana Europe.

4. I am aware of the facts and circumstances relating to the Motion, and
unless otherwise stated herein, I have personal knowledge of the facts set forth herein.

5. Since the commencement of these chapter 11 cases, Dana has tried to
alleviate the concerns of its core management team of Senior Executives with respect to the
uncertainty surrounding bankruptcy and wishes to incentivize this portion of the core team to
achieve a quick, successful emergence from chapter 11 for the benefit of all of the Debtors’

stakeholders.



6. Mercer has been engaged as the executive compensation consultant for
Dana’s management since 2002. Dana engaged Mercer in March 2006 to evaluate the
compensation offered to the Senior Executives in comparison to the compensation offered by the

competitors in Dana’s peer group and other comparable chapter 11 debtors. In performing its

projected short- and long-term incentives, both before and after the bankruptcy filing.! We
compared these pay levels with market pay among a peer group of companies of similar size and
complexity to Dana and to published survey data for companies similar to Dana.> We also
assessed Dana’s practices in reference to other large corporations that are restructuring through
chapter 11 of the Bankruptcy Code. In addition, we valued the prepetition contractual
commitments that Dana made to the Senior Executives, some of which now only constitute
prepetition claims against the Debtors’ estates and, therefore, are of very uncertain value.

7. If the total compensation package of the core team of Senior Executives
continues without modification, they will experience a dramatic reduction in their compensation
compared to 2005 target levels. While Dana is continuing annual incentive under its Annual
Incentive Plan,” Dana’s long-term incentive program is not appropriate in a chapter 11

environment. Historically, Dana has used a combination of stock options, restricted shares and

! Mercer's analysis originally relied on a compensation benchmarking study completed in the fall of 2005.
In preparing for the approval process for the contracts, Mercer updated this analysis. This update forms the basis for
our exhibits and our opinion.

? For the Peer Group, the source of information is the most recently available executive compensation
disclosures filed with the Securities and Exchange Commission — typically proxy statements. These disclosures are
limited to the top five most highly compensated executive officers. This is the best source of comparable pay
information for the Senior Executives since they are (as at the peers) their company’s top management team. While
we reviewed published survey data as well, we conclude that the Peer Group benchmarks are the most appropriate
comparable. The published survey data matches executive by roles and responsibilities but ignores the relative
importance the employer attaches to the position. The surveys include many incumbents who do not report directly
to the CEO.

? For this analysis, we assume that the Annual Incentive Plan will pay out at target, although actual payouts
will depend on Dana’s financial results.




performance shares to align the interests of management with shareholders and to deliver a
market competitive compensation package. It is not appropriate to continue compensating
management using these programs since management now has an obligation to maximize the

value of the bankruptcy estates in general. However, if the long-term incentive programs are not

reduced by 40% compared to 2005 target levels, as shown in the chart below.* Mr. Burns would

receive a 49% reduction in target compensation.

2005
Salary, Annual - 2006
and Long-term Salary and Annual
Incentives Incentive Percentage

Name at Target at Target Change
Burns $6,070 $3,105 -49%
Miller $1,355 $825 -39%
Stone $1,158 $968 -16%
DeBacker $1,403 $891 -36%
Goettel $1,032 $770 -25%
Stanage $958 $672 -30%
Total $11,975 $7,231 -40%

Dollars in Thousands

If Dana does not replace the long-term incentives, the compensation competitiveness will fall.
As set forth in the chart below, when compared to Dana’s long-established industry peer group,
the aggregate total compensation package of the Senior Executives will be 65% below the

market median if no change is made. See also Exhibit 1 to this Declaration.

# Exhibit 2 to this Declaration provides details on the elements of compensation included in these totals.



2006 2006
Salary and Annual Peer Group

Incentive Median Percentage
Name at Target Compensation Difference
Burns $3,105 $9,083 -66%
Miller $825 $1,890 -56%
Stone $968 $2,839 -66%
DeBacker $891 $2.839 -69%
Goettel $770 $1.890 -59%
Stanage $672 $1,890 -64%
Total $7,231 $20,430 -65%

Dollars in Thousands

8. These kinds of executive compensation shortfalls are a common problem
in the chapter 11 environment. The incentive compensation in general and equity-based
compensation in particular, which constitute the bulk of the traditional executive compensation
package, become worthless when corporations commence reorganization proceedings under
chapter 11 of the Bankruptcy Code. This outcome is consistent with a performance driven
approach to executive compensation which Mercer has advocated publicly for many years.
However, most large enterprises that enter chapter 11 restructure their compensation program in
order to introduce an incentive package that is adequate to compensate their top management
fairly and to incentivize them to focus on and complete the restructuring expeditiously.

9. Mercer compared the proposed compensation at Dana with the packages
offered at the seven largest manufacturing companies currently restructuring under chapter 11.
These corporations are Delphi, Calpine, Federal Mogul, Owens Corning, USG, Collins and

Aikman, and Armstrong Holdings.’ Delphi is not a fair comparison for the CEO since its CEO is

> Delphi, Federal Mogul, and Collins and Aikman are automotive parts manufacturers and Owens Corning,
Armstrong, and USG are building products manufacturers. Calpine produces energy. Each of these seven
corporations reported annual revenues greater than $3.5 billion in the most recent year reported. Like Dana, they
operate large, complex and, in many cases, global enterprises that require, from their most senior executives, an
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paid $1. Furthermore, Delphi has not fully disclosed its compensation since its Form 10-K for its
most recent fiscal year is not yet published. As set forth on the chart below, when compared to
the remaining companies, the aggregate total compensation package of Dana’s Senior Executives
will be 40% below the market median if no change is made. See also Exhibit 3 to this

Declaration.

2006
Salary and Annual 2006

Incentive Chapter 11 Median Percentage
Name at Target Compensation Difference
Burns $3,105 $5,048 -38%
Miller $825 $1,279 -35%
Stone $968 $1,582 -39%
DeBacker $891 $1,582 -44%
Goettel $770 $1,279 -40%
Stanage $672 $1,279 -47%
Total $7,231 $12,049 -40%

Dollars in Thousands

10.  The establishment of completion bonuses is consistent with the actions of
other chapter 11 debtors in and outside this District® and draws the Senior Executives’ total
compensation within the range of competitive practice. Mercer also notes that chapter 11
debtors have been creating pools to be distributed at or around the confirmation of a plan of

reorganization. Pre-BAPCPA examples include Solutia, Hayes-Lemmerz, and Worldcom.

(continued...)

extensive experience managing large enterprises. While other, smaller, automotive parts manufacturers are
reorganizing under chapter 11, I believe these organizations are not appropriate comparables for Dana because the
scope of responsibility and level of experience of the senior executives of such manufacturers is too small to be
relevant here.

6 See, for example, Solutia, Collins and Aikman, EaglePicher, and Musicland, in addition to Calpine.
Federal Mogul committed to granting options on 4% of common shares outstanding upon emergence when it hired a
new CEO in 2005. While much of the value of this commitment would be earned post-emergence if Federal
Mogul’s new common stock appreciates in value, a portion is convertible into whole shares. Furthermore, a grant so
large represents a powerful incentive to implement the proposed plan of reorganization, which has proven to be a
challenge.



Recent examples include Calpine, Musicland, and Collins & Aikman. See also Exhibit 5 hereto
for additional detail on these examples.
11.  The status of top executive Supplemental Executive Retirement Plans

(“SERPs”) as unsecured prepetition claims in the chapter 11 represents a significant reduction in

inancial security. Dana attracted Mr. Burns, Mr. Miller, Mr. Stanage and Mr.
Stone in part by offering supplemental retirement arrangements. These SERPs had five year
service based vesting attached to the benefits. Because the value of benefits is uncertain as a
result of the bankruptcy, there may be a significant loss to these executives. Each of the
executives has a substantial amount of retirement capital to accumulate just to replace value he
thought was largely assured.

12. Mercer, therefore, advised Dana to enter into the Agreements with each of
the Senior Executives that are critical to the success of the restructuring and, as a mechanism to
motivate, incentivize and focus them, to include a completion bonus in each of the Agreements.
The completion bonuses will only be earned by the Senior Executives upon the Debtors’
emergence from chapter 11 and, therefore, align the interests of the Senior Executives with those
of the Debtors’ other stakeholders. Specifically, the Senior Executives will be motivated by the
terms of the Agreements to see that the Debtors emerge successfully from bankruptcy and do so
as efficiently and quickly as possible. The completion bonuses are set amounts that do not vary
with the length of the Debtors' reorganization. Considered on a per annum basis, therefore, the
awards decrease the longer the Debtors take to restructure successfully, thus discouraging any
delay in the reorganization process. If the executive’s employment is terminated part way
through the restructuring, then his benefit is reduced for the portion of the restructuring to which

he does not contribute.



13 Mercer has reviewed the Agreements that Dana is proposing for the Senior
Executives. They provide an incentive for the Senior Executives to guide Dana through the
restructuring process in exchange for a two-year work commitment. When the completion bonus
is annualized over a two-year restructuring period, the aggregate total compensation is still 41%
below the peer group median. When the size of the or
still below market; As set forth on the chart below, the aggregate compensation is also 4% above

the median when compared to the chapter 11 debtors that are discussed in paragraph 10 above.

Dana Dana
2006 2006 Percentage Percentage
Salary and Annual Peer Group Difference 2006 Difference
Incentive Median From Peer Chapter 11 Median From
Name at Target Compensation Group Compensation Chapter 11
Burns $6,205 $9,083 -32% $5,048 23%
Miller $1.385 $1,890 -27% $1,279 8%
Stone $1,368 $2,839 -52% $1,582 -14%
DeBacker $1,291 $2,839 -55% $1,582 -18%
Goettel $1,170 $1,890 -38% $1,279 -9%
Stanage $1,072 $1,890 -43% $1,279 -16%
Total $12,491 $20,430 -39% $12,049 4%

Dollars in Thousands

The industry peer group is the most relevant comparator for assessing the Senior Executives’
market value. The Senior Executives are automotive industry veterans with strong credentials to
work elsewhere in the industry. The purpose of the chapter 11 comparison is to assess
proposal’s reasonableness relative to other chapter 11 cases, although the Senior Executives are
unlikely to join another debtor-in-possession if they elect to seek employment elsewhere. Mr.
Burns, and to a lesser extent Mr. Miller, are to a somewhat above the median compared to the
chapter 11 companies although far below the median when compared to the peer group. As
shown in Exhibit 3, Mr. Burns is far below Federal Mogul’s CEO and also below Calpine’s

CEO. He would be the third highest observation out of the six. The total compensation



comparisons do not include the value of signing bonuses.” My conclusion from reviewing the
bankruptcy comparables is that the proposals are well within the range of competitive practice
relative to the other chapter 11 cases.

14.  Mercer also considered the impact of company size on compensation and

considered. See also Exhibit 4 hereto.

15.  Ttiscritically important that these compensation arrangements be
formalized at the beginning of the restructuring process. Although it is sometimes argued that
consideration of top management compensation should be deferred until later in the restructuring
process, it is our experience that this matter is better addressed early in the case so that the debtor
(represented by its board of directors) can assure itself of a competent professional management
team for the restructuring period. By establishing the Agreements now, Dana will have a
contractual commitment from its top management to guide the corporation through the next two
years, with renewals extending beyond. The CEOs of Collins & Aikman, Calpine, and Federal
Mogul each have employment agreements that have been approved by bankruptcy courts within
the last two years. Owens Corning adopted a severance agreement in February 2006. Of the
large manufacturing debtors listed in Exhibit 3, USG and Armstrong do not have employment
agreements with their CEOs.

16.  Also, replacing top management talent while in chapter 11 is extremely
expensive. The new CEO of Calpine received a $2 million signing bonus and guaranteed

minimum bonuses of $3.75 million. When Federal Mogul hired a new CEO, he received a

7 See paragraph 16 for additional information.



signing bonus of $856,537. By securing commitments from management now, Dana expects to
avoid having to pay more for replacement management during the reorganization period.
17.  The Agreements provide a strong incentive to the Senior Executives to

develop and implement a confirmable plan of reorganization as quickly as possible. They

Calpine's, which rewards for increasing enterprise value, but concluded that this approach might
align the interests of management with financial stakeholders at the expense of customers,
employees and suppliers, since the way to maximize enterprise value is to raise prices while
reducing costs. Mercer also considered recommending a program that rewards creditor recovery,
but this approach could discourage management from attacking cost problems that need to be
fixed for Dana to thrive. The proposed completion bonus avoids these potential conflicts and
creates a strong incentive to complete the chapter 11 process.

18.  Overall, the proposed Agreements are consistent with market practice and
are fair, responsible, and reasonable. They are consistent with the packages put in place by other
chapter 11 debtors and are substantially less in total value than the median of Dana's peer group.

When Dana’s size is considered, the Agreements position Dana in the middle of the market.

I declare under penalty of perjury under the laws of the United States of America
that the foregoing information is true and correct.

Dated: June 29, 2006
Chicago, Illinois

John Dempsey
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