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During the financial crisis, the future of Ford Motor
Company was hanging in the balance, and no one was
certain how to save the once-great company. Question
after question without any easy answers . . . How much
longer could Ford survive with large losses? Would it
have to sell assets or financially restructure? Could it cut
enough costs, and where should it cut? Would union

leaders realize the situation, and how much would they
- be willing to help? When would Chinese competitors
“enter the US market? How could Ford develop its
_product offerings to adjust for higher fuel costs? How

could Ford improve its product offerings to reverse or
at least stop its market share losses? How much more

market share would it lose?

The magnitude of the situation was overwhelming.
To overcome these challenges, it seemed Ford would
have to restructure every aspect of its business. It would
require improved product offerings with cutting-edge
design and high quality; improved operations with more
flexibility and lower costs; and improved marketing with
better brand image and customer interest. Ford was at a
crossroads, and the road ahead remained shrouded in

o
fons since its humble beginnings on June 16, 1903.

_Engineer and entrepreneur Henry Ford began the cor-

oration (now synonymous with the assembly line,
Industrial Revolution, and the “American Dream™) with
11 business associates and $28,000 in capital. Its first car,
he Model A, debuted in Detroit amid offerings from

87 other car manufacturing companies in the US.! At
that time, cars were considered luxury items that only
the wealthy could afford. However, Henry Ford believed

Hollon Stevens

these vehicles had the potential to transform society, and
with the right manufacturing techniques, they could be
made affordable to the general public.

Iwill build a car for the great multitude . .. large enough
for the family, but small enough for the individual to run
and care for. It will be constructed of the best materials,
by the best men to be hired, and after the simplest designs
that modern engineering can devise. It will be so low in
price that no man making a good salary will be unable to
own one - and enjoy with his family the blessing of hours
of pleasure in God’s great open spaces.?

The Model T debuted on August 12, 1908. The first
moving conveyor belt was introduced at Ford’s Highland
Park plant in 1914, followed in 1917 by the construction
of the Rouge plant, envisioned by Ford as “an all-in-one
manufacturing complex, where the processing of raw
materials, parts, and final automobiles could happen
efficiently in a single place.” In 1914, Ford produced

.308,162 cars, more than all other US automakers com-

bined. Production of the Model T increased from 20,277
vehicles at $780 each in 1910 to 585,388 at $360 each in
1916.* The increase in sales and decrease in price was
primarily the result of production and supply chain effi-
ciencies related to the implementation of the assembly
line manufacturing process and Ford’s vertically inte-
grated supply chain.

Henry Ford believed he could manage the entire
supply chain more efficiently within his own organization.
As Ford expanded, the following process developed:

B Ford employees mined iron ore from Ford-owned
pits.
Ore was transported on Ford ships and tractors.
The ore was unloaded using Ford cranes.
Ford steel mills processed the iron ore to make
steel plate from which Ford factories built the
Model T.?
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Ford was known to boast that iron ore unloaded at his
Rouge plant became the steel components of a Ford
vehicle rolling off the assembly line within 48 hours.

Ford also understood that the mass production
process would create more jobs that, in turn, would
create more people able to afford the lower priced
vehicles produced by his company, and he wanted to
make certain that Ford employees would be able to afford
the vehicles they helped produce. In 1914, he more than
doubled the existing minimum wage per day to $5. Ford
viewed the high wage he paid to Ford employees as a
“profit-sharing” program.

In 1919, following a dispute with other Ford stock-
holders, Henry, his wife Clara, and son Edsel purchased
all outstanding shares for $105,820,894 and made Ford
Motor Company a family-owned business. Qutside
ownership of company stock would not be allowed again
until 1956.7 For many years, the company and the man

were inseparable—the public image of the company

focused on the personality of its charismatic leader. -

Having begun the international expansion of the com-
pany, at the height of operations, Ford Motor Company
operated or sold products in more than 30 countries,
including Indonesia, China, Brazil, Egypt, and much of
Europe®

Henry’s son Edsel joined the company in 1915,
assuming responsibility for the business side of the
company (sales, purchasing, advertising, and much of
the day-to-day business operations), leaving Henry free
to focus on engineering and production. In 1919, Edsel
became president of the company, but Henry remained
actively involved. Edsel believed that, in addition to its
functionality, the auto could be stylish and beautiful and
he pushed for aesthetic improvements of the Model T,
convincing Henry that the Model T should be available
in a variety of colors, despite Henry’s famous statement,
“You can have any color, as long as it’s black.™ Other
innovations credited to Edsel include the installation of
hydraulic brakes, production of a six-cylinder engine in
addition to the V-8, and the development of safety glass.
In 1922, Ford bought the Lincoln Motor Company, and
the Mercury brand debuted in 1938 allowing Ford to
enter the medium price market, an area that would ben-
efit from the shift to higher-priced vehicles.”®

Ford Motor Company continued to operate with
minimal leadership problems until the death of Edsel
Ford in 1943 from cancer. Intense dissension about who
should succeed Edsel continued until Henry Ford, at the
age of 79, returned from retirement to lead the company.
It was widely believed that Henry had never recovered
fully from the death of his son Edsel, and in 1945, he
resigned at age 82. In his letter of resignation, he recom-
mended that Edsel’s oldest son, Henry Ford II, become
his successor.! ‘ ‘

By the time Henry Ford II took over, Ford’
ket share had slipped to number three, behin
Motors (GM) and Chrysler. As the nation stru:
recover from World War II, Henry II hired a
ten young former US Army Air Force officers
a sophisticated management system including
ing and financial controls. The group eventuall
known as the “Whiz Kids” and included finan
plinarians J. Edward “Ed” Lundy, Arjay R. Mille
Robert S. McNamara, who eventually became Se
of Defense in the John F. Kennedy adminis
The Whiz Kids are credited with bringing “qs
tive analysis and the science of modern manage
Ford Motor Company.” Under Henry IT’s lea
and with the help of the Whiz Kids, Ford recaptur
number two position in 1950.

In 1956, Ford Motor Company went public, o
10.2 million shares of Ford stock for sale to the pul
what was considered at the time the largest sto
ever offered. Henry II retained his position as p
and CEO and was instrumental in the establish
Ford Motor Company of Europe in 1967 and
solidation of its US, Canadian, and Mexican o
into its North American Automotive Operations
(more than 20 years prior to the North Americ
Trade Agreement). He is credited with revitalizin
with modern engineering, manufacturing, as
and distribution facilities in the US and 22 forei
tries. Henry Ford II served as president from 194
1960, CEO from 1945 until 1979, chairman of th
of directors from 1960 until 1980, and chairm
finance committee from 1980 until his death in I

The 70s and early 80s were turbulent time:
US automotive industry. Gas prices quadrupled
span of a few months in the early 70s when the
Eastern OPEC nations halted exports to the U
other western nations. Although the embarg
only a year, it created conservation awareness
US consumers. Vehicle manufacturers were re
to increase the fuel efficiency of their products an
US Big Three automotive manufacturers (Ford
and Chrysler), which manufactured larger, heavie
fuel efficient vehicles, saw sales decline while s
Japanese imports (Toyota, Honda, and Nissan);.
met the new fuel efficiency standards, increased.!
responded in the 80s by cutting its workforce anc
ing plants.

Ford’s rebound started with the 1988 introds
of the Ford Taurus and Mercury Sable, the popul
which enabled Ford to increase its share of the U
market to 22%—its largest in ten years. In the lat
Ford began to diversify its product offerings wil
hope of expanding profits and worldwide sales b
chasing luxury European brands such as Aston 1



g a minibus line
( beating General Motors in the race to produce
ticles for the Chinese market. In 1998, William Clay
d, Jr. (Bill Ford), the great-grandson of company
founder Henry Ford, became chairman of the board,
nd Jacques A. Nasser, with 31 years of experience with
ord, took over the CEO position in early 1999. Ford
urchased the Swedish automaker Volvo in 1999 and
formed the Premier Automotive Group (PAG) that
would eventually include the European brands Aston
Martin, Jaguar, Volvo, and Land Rover. !5

pean pres-
ce. In July 2001, Nasser, who had acquired the nick-
ame “Jacques the Knife” as a result of his cost cutting

in 1979 that a Ford family member held the reins. ¢
Ford had not yet fully recovered from the extensive
call of Firestone tires (used as original equipment on

e cost-cutting measures, including the closure of three
orth American assembly plants, 35,000 worldwide job
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cuts (22,000 in North America), and the discontinuation
of four vehicle models—Ford Escort, Mercury Villager,
Mercury Cougar, and Lincoln Continental 17

According to the annual National Automobile
Dealers Association (NADA) DATA report, US fran-
chised new car and light truck dealers recorded their
third strongest year on record in 2005, selling more
than 16.94 million vehicles (up from 16.86 million in
2004). Sales were driven primarily by incentives includ-
ing cash rebates, attractive financing rates, lease options,
and enhanced dealership services. Light trucks outsold
cars for the fifth consecutive year and represented 54.8
percent of total new vehicle sales in 2005, Large domes-
tic sedans and crossover utility vehicles led the sales
increases, which grew 31 percent and 14 percent, respec-
tively. Small car sales were up by a mere 0.8 percent.’®
Although Ford reported earnings of $2 billion in 2005,
this amount represented a 42 percent decline from its
2004 profit of $3.5 billion. It was the third straight year
that Ford reported a profit; however, gains from interna-
tional sales in Europe, Asia, and other areas were offset
by a $1.6 billion loss in North American operations as
the US auto industry went into decline!® (see Exhibit 1
for Ford’s historical income).

InJanuary 2006, Ford announced plans to cut 25,000
to0 30,000 hourly jobs, 12 percent of management posi-
tions, and close 14 facilities by 2012 as part of a massive
restructuring plan (called “The Way Forward”) designed
to reverse the $1.6 billion loss. The cuts represented 20
to 25 percent of its 122,000 remaining North American
workforce. Making the announcement, Bill Ford said,
“These cuts are a painful last resort, and I'm deeply
mindful of their impact. In the long run, we will create
far more stable and secure jobs. We all have to change
and we all have to sacrifice, but I believe this is the path
to winning.” As anticipated, United Auto Workers
president Ron Gettelfinger and vice president Gerald
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urce: Data gathered from Hoover's Company Reports, The Ford Motor Company,

formation/annual-reports

www.hoovers.com and http://corporate.ford.com/investors/reports—ﬁnancial
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Bantom said the news was “extremely disappointing,”
and that Ford should focus on gaining market share
instead of aligning production capacity with shrinking
demand for the company’s vehicles.”*

Ford was not the only US automobile manufacturer
experiencing difficulty in 2006. GM and Chrysler also faced
decreasing product demand, increased competition from
foreign manufacturers such as Toyota, Nissan, and Honda,
and increased spending on high union wages, healthcare,
and retiree benefits (known as “legacy costs”) that their
non-unionized foreign competitors did not have. With ris-
ing gas prices, demand shifted away from trucks and sport
utility vehicles (SUVs) produced by US manufacturers to
more fuel-efficient cars and car-based crossover vehicles,
both strengths of Toyota and the other Asian competitors.”2
Toyota passed Ford in July 2006 to become the second larg-
est auto company behind GM in the US in terms of vehicle
sales, and Honda outsold Chrysler for the first time.

Ford officials realized their business model was out-
dated and in September 2006, made announcements of
further cuts, including an additional 10,000 white-collar
jobs. The company would also offer early retirement
and buyout packages to 75,000 hourly workers. The new
cuts would reduce the total North American workforce
approximately 29 percent from 130,000 to 92,000 by the
end 0f2008. Ford would also close two more plants, bring-
ing the total to 16 since the January announcement, and
cease production of minivans. The new goal was to cut
$5 billion in annual operating costs in 2006 and introduce
new products that would be more appealing to consum-
ers on a faster production schedule. Mark Fields, Ford’s
president of the Americas, said, “We’re dealing with the
world as it is — not as it was ten years ago.”** Ford’s mar-
ket share had declined steadily from about 26 percent in
the early 90s, and it conceded in the announcement that
it was ready to accept a smaller share of the market while
focusing less on volume and more on profitable sales.
With new products and quality improvements, Ford
planned for a market share of 14 to 15 percent going for-
ward. New CEO Alan Mulally, who had joined the com-
pany the week prior to the announcement, said, “The
most important thing we do is to size our company and
our capacity to the current demand and, on top of that,
to continue to invest in the products and services—the
cars and trucks—that the customers really, really want.”>

While Bill Ford had led Ford Motor Company to
three straight years of profitability, this period was fol-
lowed by a sharp decrease in profits and a $1.44 billion
loss in the first half of 2006.%6 This motivated him to
remove himself from the CEO position and search for a
new CEO from outside the industry.

In September 2006, Alan Mulally of Boeing
Corporation was selected as the next CEO. Mulally
demonstrated the leadership skills Henry Ford had

established many years ago as critical to s
stood out as a qualified successor. Additi
came from a “metal-bending business . . .
feted by global competition, has a unionized
and is subject to complex regulation and rapidl
ing technologies™ that was similar in man
auto manufacturing. Designing new airplane
takes years, so Mulally was aware it would tak
improve Ford’s 2006 product lineup. The dec
hire Alan Mulally would be a major turning poi
history of Ford Motor Company. ~

While Ford posted a seemingly insurmoun
of $12.6 billion in 2006, Mulally made a prop
sion that would enable Ford to survive and rem:
pendent during the worst new-vehicle market
30 years. Although the US economy was health
time, Ford raised $23.6 billion in loans by usir
of its North American assets as collateral, inclu
Ford logo. According to Mulally, the money wi
vide Ford with a “cushion to protect for a re
other unexpected event.”?

Under Mulally, Ford expanded its plans t
profitability by “improving its cost structure; in
ing new products, strengthening its balance sh
operating as a single global team.” To focus on
US brands, Ford began to divest the foreign-br;
the PAG and eventually decreased its stake in N
approximately three percent.® (Ford had held a
ship stake in Mazda since it purchased a 25 percer
in 1979.) Ford’s emphasis on quality resulted in
ment winners in the 2007 Initial Quality Surve
Power and Associates—more than any other m!
turer that year. All operations were profitable
except North America, and Ford fell to the
three position in the US vehicle market for the
since the Great Depression, behind GM and
Ford also reached an agreement with the Unite
Workers Union. The new four-year collective-
ing agreement contained provisions for reduce
healthcare costs, more competitive wages and.
and improved operational flexibility. Also in 20
appointed the auto industry’s first senior executi
cated to sustainability and formed the Transfo
Advisory Council, a group of “nationally known thet
leaders from outside Ford” to provide guidan
fature technologies and global trends. This grou
meet several times each year with Ford executi
the goal of making Ford a leader in sustainabilit

With the global economic downturn well un
by the end of 2008, US auto sales had dropped
cent compared to 2007, amounting to approx
400,000 fewer vehicles sold that year. Toyota hac
GM as the world’s largest automaker in terms o Ve
sold. Suffering from the effects of the financial cris




obal economic recession, Ford, GM, and Chrysler
Os went to Washington, DC, to ask the US govern-
nt for a $34 billion bailout. They argued that the
cts of the auto industry were so far reaching that if
eir companies went out of business, at least three mil-
on layoffs would result within one year, sending the US
onomy even further into recession. At the time, the US
to industry employed approximately 850,000 workers
in'manufacturing and 1.8 million in dealerships.?> Raw
materials producers, parts manufacturers, and other
ippliers would also be affected if the US automakers
ent bankrupt.

Many lawmakers were irritated with the CEOs
cause they had flown to Washington on private jets
request the bailout funds and were not prepared to
scuss their plans for using the money thus, despite the
orim picture the CEOs painted, the original request was
rejected. The automakers were instructed to prepare and
e ready to defend business plans proving that, upon
receiving the bailout money, they would be able to gen-
ate positive cash flows, thus ensuring they could repay
he government loans. The automakers drafted business
plans and the CEOs returned to Washington—this time
driving hybrid vehicles.”

In January 2009, the government used $24.9 of
the $700 billion bailout fund (originally designated to

buy mortgage-backed securities that were in danger of
Aofanltina fram hanlre) ta hail ant GM and (-'I'\ﬂyc]nr
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In addition, the Presidential Task Force on the Auto
Industry was formed to oversee the financial and opera-
tional restructuring of GM and Chrysler. Ford had asked
for a $9 billion line of credit. Although Ford lost $14.7
billion in 2008 (the highest loss in its 105-year history),
because of the decision to mortgage Ford’s assets in 2006,
ultimately, Ford did not need or receive any government
bailout funds.3* As there had been intense opposition by
US taxpayers to the bailout of the automakers, Ford’s
exemption from the bailout caused its popularity among
- the American public to soar, winning new customers
and improving its reputation.

Back on the car making side of business, Mulally’s
~focus on product quality won accolades for Ford in March
2009 when Consumer Reports recommended 70 percent
- of Ford’s vehicles, compared with only 19 percent of GM’s
and none of Chrysler’s.*® Ford reported a profit of $2.7 bil-
 lion for 2009, its first in four years, after the record $14.7
.billion loss in 2008 (see Exhibit 1). The profit was made
possible in part by cost cuts and layoffs, to the extent that
- Ford’s hourly workforce at the end of 2009 was less than
half of what it had been five years before at the end of
2004. The company continued to produce new vehicles
- and market their fuel efficiency heavily.®
- New vehicle sales in 2009 received support from the
federal government when US President Barack Obama

signed the “Cash for Clunkers” bill into law in June. The

intent was to modernize America’s vehicles on the road
and “accelerate national economic recovery.” This pro-
gram, officially named the Car Allowance Rebate System
(CARS), offered $3,500 to $4,500 to people who traded
in qualifying used vehicles for new ones with higher fuel
efficiency and less harmful effects on the environment.
The trade-ins had to be less than 25 years old with fuel
economy of 18 miles per gallon or less and had to be sent
to salvage. The Bush administration had introduced a
similar program in 1992 as a “market-based approach to
environmental policy.”

In 2010, US vehicle sales increased 11 percent. Ford
passed Toyota to regain the number two position in
terms of vehicles sold in the US with sales of 1.97 million
vehicles, an increase of 17 percent from 2009. GM was
first in terms of US vehicle sales, with 2.22 million vehi-
cles sold. Toyota recalled more than 8 million vehicles
worldwide in 2010 primarily due to unintended accel-
eration flaws. Its total number of vehicles sold in the
US was 1.76 million.” Ford’s total sales increased 15.2
percent despite the sale of Volvo to China’s Zhejiang
Geely Holding in March and the closure of the Mercury
brand in the fall. Ford had originally paid $6.45 billion
for Volvo in 1999, but sold it to Geely for $1.8 billion
after struggling for years to make it profitable.*

For the first time since 1993, Ford’s market share

increacaed far the cecand cancecnitive vear in 2010 and
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in February, Ford outsold GM for the first time in more
than 50 years (with the exception of several months in
1998 when the GM workers were on strike).* At the
end of 2010, Ford was the best-selling automaker in
Canada for the first time in more than 50 years and sales
increased by 32 percent in China and 168 percent in
India.®? Also in 2010, the Fusion became the first Ford
sedan to sell more than 200,000 units in one year since
2004,* and global sales of the latest generation model
Fiesta, available on five continents, surpassed one mil-
lion.* In addition, the 2011 Fiesta became the first car in
its segment (Jower small market, or B-market, accord-
ing to Ward’s segmentation) to earn top crash-test rat-
ings in all three of the world’s largest auto markets that
perform safety testing—the US, China, and Europe.*
In 2010, Ford sold approximately 5,524,000 vehicles at
wholesale throughout the world and had a net income
of $6.6 billion.*

The summer of 2011 has been called the “best sum-
mer in years for Detroit carmakers” by The Detroit News.
Ford, GM, and Chrysler claimed 50.1 percent of the US
auto market in June. When a massive earthquake and
tsunami hit Japan in March 2011, Japanese automak-
ers and parts suppliers experienced major disruptions in
their operations and announced that production would
probably not reach normal levels until fall. Toyota,
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Honda, and Nissan were all forced to stop production
at some of their plants while damages were assessed,
resulting in inventory and parts shortages during the
first half of the year. In addition, the Detroit Three were
producing vehicles that more closely matched consumer
needs—vehicles that were smaller, more stylish, and
more fuel-efficient. The Chevrolet Cruze became the
best-selling car in the US in June, beating the Toyota
Camry, Honda Civic, and Honda Accord. Chrysler’s
Jeep Grand Cherokee and Ford’s new version of the
Explorer (a more fuel-efficient crossover vehicle com-
pared with the previous SUV version) were also success-
ful. The popularity of these domestic products seemed to
indicate that they had emerged from restructuring with
some best-in-class vehicles.#

Today, Ford Motor Company operates in four busi-
ness segments in the automotive sector: Ford North
America, Ford South America, Ford Europe, and Ford
Asia Pacific Africa. Ford’s finance unit, Ford Motor
Credit, is one of the leading automotive finance com-
panies in the US. In 2011, Ford ranked tenth on Fortune
Magazine’s Fortune 500 list of America’s largest compa-
nies, after capturing eighth place in 2010.%

Ford’s accomplishments were made possible
primarily through the vision and insight of its executive
leadership team.

Strategic Leadership

When Bill Ford made the decision to step down as
president and CEO of Ford in 2006, the company was
facing recalls, global recessions, and high gas prices.
Sales of trucks and SUVs had slowed, and consumers
considered its lineup of cars old and stale. Bill Ford said,
“We strayed from what got us to the top of the mountain,
and it cost us greatly.” He decided to ask for help from
the board of directors. Ford said,

At the time, I was chairman, I was CEO, I was COO and
I'was president. I was wearing all the hats. And they said,
‘Well, what do you need? Are you looking for a CEO or
a COO? I said, T really don’t much care. What I want is
the right person.”

Although Bill Ford determined that the right per-
son was Alan Mulally, the reaction inside the company
ranged from suspicion to outrage. Automotive compa-
nies frequently hired executives from each other, but the
industry was resistant to outsiders, especially at the high-
est level. The management team was upset, especially
those who would have liked to be considered for the
position. When questioned about the decision, Bill Ford
said that the company needed a fresh perspective. Ford
knew that the company had a history of rejecting outsid-
ers and was determined to provide all the assistance and

advice Mulally needed. In a meeting with Mulz
to his acceptance of the CEO position, For
that his biggest challenge would be breaking d
specifically the operating regions around the:
were more interested in defending their turf t
ing together.® :

When Alan Mulally arrived at Ford, he di:
for himself that one of Ford’s major problems
lack of global synergy. All groups and br
working independently as separate businesse:
surprised that prior to his arrival the plan ha
operate our eight Fords™ (one separate bus
each of Ford’s brands).

Mulally implemented weekly meetings wit
management team, during which each busin
would present his results and forecasts. At the fir
ing, Mulally was stunned by the lack of trans
within the company. “Why don’t all the pieces
for the total corporate financials?” he asked. O
ager responded, “We don’t share everything.”
that Ford executives ran their units without
with other divisions and sometimes held back in
tion. The following week all executives broug
plete figures. According to Mulally, “Data can
free...You can’t manage a secret.”

Ford’s leadership team was reorganized
positions were streamlined, and some people wt
moted to head unified global organizations. A
uct development operations worldwide woul
to one person, Group Vice President of Global'
Development, Derrick Kuzak. Purchasing, man
ing, quality, communications, and other functio
also given a global structure. James Farley, Jr.
veteran of Toyota) became Group Vice Pre
of Marketing and Communications (later r
Global Marketing, Sales, and Service) and Sue
was named Senior Vice President of Sustaina
Environment, and Safety Engineering.*® Althoy
top management team has been restructured
times since 2007, these executives remain in the
tions (see Exhibit 2 for a list of Ford’s executive o

Alan Mulally
Alan Mulally was named CEO and president o:
Motor Company in September 2006. He is also
ber of the board of directors. Prior to joining
Mulally was an executive vice president at Boe:
well as the president and CEO of Boeing Comm
Airlines. Mulally has received many accolades thr
out his career and has been recognized numerous
for his contributions and industry leadership
awards including “Businessperson of the Year”
readers of Fortune magazine, “Industry Leader
Year” by Automotive News, one of “The World



Development
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Source: The Ford Motor Company Annual Report 2010,

nfluential People” by TIME magazine, “Chief Executive
of the Year” by Chief Executive magazine, and one of
“The Best Leaders” by Business Week magazine. He also
eceived the Automotive Executive of the Year Award,
he Edison Achievement Award, and was inducted into
he Kansas Business Hall of Fame.5

In June 2011, Mulally was named “2011 Chief
xecutive of the Year” by CEO Magazine. According to
ames Turley, chairman and CEO of Ernst & Young and
member of the 2011 selection committee,

The foresight he showed throughout the process, the cour-
age he showed in making some tough decisions on popular
brands, the global mindset he showed and above all, the
statesmanship he showed when two major competitors
were on the public dole shows he was thinking for the good
of the country as well as his company and industry.>

Previous winners include Bill Gates, Jack Welch,
Michael Dell, and Herb Kelleher. Prior to his tenure at
Ford, Mulally was perhaps best known for his efforts to

Today, Mulally is credited with not only turning
round Boeing’s commercial aircraft division, but also
ownsizing and restructuring Ford’s global operation,
revamping Ford’s product lineup, unifying the branches
f the organization under the ONE Ford plan, and
estoring Ford Motor Company to profitability. His
progress at Ford was described by Robert Djurovic,
xecutive director of the Automotive Executive of the

Year Award program, when Mulally was presented with
the award on April 13, 2011.

Alan Mulally shows such clear confidence in his company,
its peaple, its products, and its brand, With his leader-
ship and conviction, Ford Motor Company stood apart
Jrom its competitors by standing on its own two feet. And
the US consumer—inspired by his quiet confidence and
strong belief that Ford Motor Company could manage its
own recovery without taxpayers’ hard-earned dollars—
got behind him, cheered him on, and bought Ford cars.5

William Clay Ford, Jr.

The current executive chairman of Ford Motor
Company is William (Bill) Clay Ford, Jr. Bill Ford
has been a member of the board since 1988, and was
elected to the office of chairman on January 1, 1999. He
is also the chair of the board’s Finance Committee and
a member of the Sustainability Committee (formerly
the Environmental and Public Policy Committee).
Bill Ford also served as CEO from October 2001 to
September 2006. As CEOQ, Bill Ford led the company to
three straight years of profitability, after experiencing
a $5.5 billion loss in 2001, by focusing on improving
quality, lowering costs, and delivering new products
that satisfied customers.s?

On his step back from CEO to executive chairman,
Bill Ford said in an interview with journalist Keith
Naughton of Newsweek, “I've always said that titles are
not important to me. This company has been part of my
life since the day I was born and will be until the dav T
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die. What’s important is getting this company headed
in the right direction.” Bill Ford continues to work
with Alan Mulally to focus on the future of Ford Motor
Company and the strategies that will move it success-
fully into the future. He is quoted as saying, “The ongo-
ing success of Ford Motor Company is my life’s work.
We want to have an even greater impact in our next 100
years than we did in our first 100.™°

Board of Directors

Ford Motor Company’s board of directors is comprised
of 15 extremely diverse members representing different
corporate and personal backgrounds, ranging from
a professor of physics to individuals with careers in
consulting, banking, and auditing. Three of the directors
are members of the Ford family and six have served on
theboard of directors for more than ten years (see Exhibit
3 for a listing of board members). Despite the myriad
of backgrounds presented in Ford’s board of directors,

past decisions have shown that the Ford family retains

most of the decision-making power and influence, along
with approximately 42 percent of the voting stock in the
company.

To maintain profitability and competitiveness, Alan
Mulally, Bill Ford, and the executive leadership team
constantly monitor current and emerging trends in the
US and international auto markets.

Exhibit 3 Ford Motor Company Board of Directors*

’ Stephen G.Butler’ | Director :
Kimberly A. Casiano - - | Director -
Anthony - Earley, Jr. ' Director
Edsel B Ford Il Director
Wllllam Clay Ford, Jr. Chairman

1 R|chardA Gephardt; ’  Director

. SHL® B . Director:
klrvmeO Hockaday, Jr ) Drrector
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Trends in the US Auto Marke

Dealership Consolidation
In 2005, the US auto market was saturat
erships and the demand for US-manufa
was declining rapidly. Ford consolidate
and by the end of 2010, reduced the num
outlets from almost 4,400 to 3,424. GM a
reduced their dealer ranks by more than 2
in bankruptcy reorganization. GM reduced:
of dealers from 5,969 before the 2009 ban
approximately 4,500, and Chrysler reduced
of dealers by 789, from 3,100 to 2,311 in Feb:

Most of Ford’s cuts were from larger m
markets and the elimination of the Mercury
has indicated it may also eventually cut ap
35 percent of its Lincoln dealerships. Aft
with Lincoln dealers in October 2010,
Ford’s president of the Americas, said, “In the to
markets, our vision is to substantlally reduce

Source: 2011, The Ford Motor Company Corporate Web site, http://corporate.ford.com

* Data compiled as of October, 2010.




cluding commercial fleet customers), daily rental car
ompanies, leasing companies, and governments, in
ddition to the general public. Almost all Ford vehicles
and parts are marketed through independently owned
dealerships.

Although the auto manufacturers sell to the deal-
 erships, they must be aware of all the factors that can
 influence the decision to purchase a vehicle, including
- slowing economic growth (state of the economy), geo-
- political events, the cost of purchasing and operating a
_ vehicle, the availability and cost of credit, and fuel. Each
- manufacturer’s share of the market is influenced by how
ts products are perceived by the customer in compari-
son to other manufacturers based on such factors as
 price, quality, styling, reliability, safety, fuel efficiency,
effect on the environment (sustainability), functionality,
“and reputation.®®

>
mers are mo
Today’s consumers are more te

nnnnn +1e o
re technology-savvy than

ever before and with the vast amount of information
~available on the Internet they have access to an almost
- unlimited amount of information to compare products
to determine the vehicles that meet their needs. Many
well-informed consumers choose to shop and negoti-
Lk ate pricing between dealerships, while others prefer to
- not negotiate price at all, choosing instead to purchase
vehicles from companies such as CarMax that sell used
“vehicles at fixed “no-haggle” prices.®
In the past, the car buying experience was considered
unpleasant by many customers, particularly those
who did not like to negotiate. Stereotypical salesmen
used hard sell tactics and showed little consideration
for customers. The main focus of many salesmen was
to make the sale and earn their commission, with no
thought given to creating a positive experience for the
customer so s/he would return to the dealership for
future purchases of vehicles and/or services. Because
profit margins are generally larger on used vehicles and
on the sales of products and services after the purchase
of a new vehicle (such as maintenance and light repair,
collision repair, vehicle accessories, and extended service
contracts), the most successful dealerships strive for 100
percent service absorption. In this manner, income
generated by the parts and service departments covers
the operating expenses of the dealership, making income
from the lower-margin sales of new vehicles pure profit.
Historically, US manufacturers paid little attention
to customer feedback regarding their preferences
on vehicle styles and features, and little attention to
feedback from their dealers. Instead, a “push” system
of distribution was used, in which a manufacturer’s
representative would call on dealers to determine
what vehicles the dealerships would order. Frequently,
dealers had to accept a number of vehicles that were not
considered popular or desirable by their customers if

they wanted to receive vehicles that were. Manufacturers
produced the vehicles, then “pushed” the vehicles to the
dealers who, in turn, “pushed” them to their customers.

As US manufacturers lost market share to their
Asian competitors, they realized the need to revise
their business plans to place a much higher priority on
customer satisfaction, thus creating customers for life.
Their production and distribution processes changed
from “push” to “pull” and became driven by market
forces such as customer demand and preferences.

Many of the new models target specific customer
segments, such as the Ford Fiesta and Chevrolet Sonic
minicar that target Generation Y buyers. The auto
industry targets younger first-time buyers hoping to
keep them as customers as they get older. In addition,
according to TrueCar.com’s lead analyst Jesse Toprak,
“Generation Y buyers are very important to automakers
because they help set trends, from popularizing social
media sites such as Facebook or Twitter or technologies
such as the iPhone and iPod.” In July 2011, TrueCar
.com released study results indicating that while turn-
ing away from the larger manufacturers such as Toyota
and Honda, younger buyers still prefer Asian brands
to the US manufacturers. Scion was the number one
preference, followed by Mitsubishi, Mazda, Nissan,
Volkswagen, Kia, Hyundai, Honda, Toyota, and Subaru.
The highest-ranking domestic manufacturer, Chrysler,
didn’t show up until number 12.%

Ford and its competitors are seeking to significantly
increase their customer bases through international
expansion.

Globalization

As the demand for vehicles fell in the US, automakers
took steps to increase their presence in international
markets, particularly emerging markets such as China
and India. Vehicle sales in China rose 46 percent in 2009,
ousting the US as the world’s largest auto market. Sales
of passenger cars, buses, and trucks rose to 13.6 million
with Chinese auto sales expected to reach 35 million by
2020, according to J.D. Power and Associates.”

US automakers can enter international markets
through joint ventures or partnerships with domestic
companies, with these partners sometimes collaborat-
ing on other international projects as well. Partnerships
and joint ventures can be beneficial as each partner can
capitalize on the strengths of the other. Ford has par-
ticipated in joint ventures with companies in China,
Germany, Mexico, Taiwan, Turkey, and Vietnam,
among others.* GM and its Chinese partner, Shanghai
Automotive Industry Corporation (SAIC), have collabo-
rated on a number of successful joint ventures in China
and, in early 2011, announced plans to launch a vehicle
designed to rival the Maruti Alto and other vehicles in
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India.® The Maruti Alto has been one of India’s largest
selling cars with average monthly sales of approximately
30,000 vehicles. GM has been slow to enter the Indian
market, and Tim Lee, GM international operations
president, said that SAIC would play a “major role” in
the development and launch of new products in India.
“The frugal element (in vehicle design and production)
is added by SAIC, while GM helps with its branding, dis-
tribution set-up, and existing products.”” As the world’s
sixth-largest auto market, India is poised to increase its
ranking to third-largest market after China and the US
for vehicle sales by 2020 with expected sales of approxi-
mately 11 million.”

Ford currently has approximately three percent of
the Indian market and, in June 2011, announced plans
to launch eight new vehicles by 2015, with at least five
to six small cars included. Ford also plans to expand its
sales and service network to more than 200 outlets by
the end of 2011, and plans to triple its number of deal-
erships by 2016. Ford has one manufacturing plant in
India that produces the Ford Figo hatchback, and is in
discussion with the Gujarat state government to estab-
lish a second plant.”

Ford has been slow to enter the Chinese market and
currently has only a 2.6 percent market share. While
Mulally’s attention was focused on fixing Ford in the
US, GM was working to gain a 10 percent share of the
Chinese market. According to IHS Automotive analyst
Michael Robinet, “Asia has been a sore point for Ford for
years. GM had so much success in emerging Asia, and
Ford was always following along like a baby brother.””
In June 2011, Mulally announced a major global expan-
sion plan that included spending $1.6 billion in China to
build four factories, including an assembly plant and an
engine factory in Chongging. He also announced inten-
tions to triple Ford’s product lineup in China to 15 mod-
els by 2015. Ford is currently opening approximately
two new showrooms per week, and plans to double its
distribution network by 2016. Ford’s success in China
will depend on its new vehicle lineup with new models
that share mechanical underpinnings (platforms) world-
wide. By using a standardized platform, Ford should be
able to reduce operating costs and Mulally believes Ford
will be able to offer many models in China profitably for
less than $14,500. Currently, approximately 70 percent
of all models sold in China are at that price or lower.™

Despite these plans, auto sales in China have slowed
and actually fell in April 2011. Even with its new mod-
els, Ford will still have gaps in its product lineup. It
does not yet have a tiny car to compete with India’s
$2,500 Nano from Tata Motors and does not have a
contender for China’s fast-growing luxury car market.
Lincoln is receiving a makeover but will not be ready for
sale outside the US for several years. Even so, Chinese

consumers have not been enthusiastic about GM
Cadillac brand, instead preferring Volkswagen’s Au
and BMWs. Ford has had sluggish sales in other em
ing markets as well, ranking number four in Brazil ar
number five in Russia, with less than half the sale
GM in each market.” :

Mulally’s new global expansion plan amounts to
50 percent increase in global sales for Ford and, if su
cessful, would mean that approximately half of Forc
revenues would come from international operatio
up from approximately 20 percent currently. It is cos
sidered by many analysts to be very ambitious, even f
Mulally. According to Jefferies analyst Peter Nesvol

“This is a very drama’uc transformation. If they can pull

this off, this is a new Ford.””

Sustainability

The increasing global focus on sustainability and nee
to develop alternative power sources for vehicles h
significantly influenced the automotive industry and
auto manufacturers’ efforts to increase their share
of both the global and domestic markets. The world
population is rapidly increasing and with it, the demand
for fuel, thus leading to higher gasoline prices and an
increasing impact on the environment.

Ford has produced an annual Sustainability Repo
since 1999 to offer the public a comprehensive view of
the company’s progress on environmental, economi
and social issues such as improving fuel economy and
safety, decreasing greenhouse gas emissions and water
use, and operational sustainability.”

Electric/gasoline-powered hybrid vehicles are t
most widely used alternative power vehicles today, an
several companies offer fully electric vehicles as wel
The Chevrolet Volt, Motor Trend’s 2011 Car of the Yea
is an electric car that can use gasoline to create its ov
electricity and extend its range. The battery is charged
by plugging into a standard 120-volt household outlet.
The Volt competes with the Nissan Leaf, a pure electr
vehicle with a range of approximately 75 miles betwe
charges. Many plug-in models are in the developmer
process and will be available soon in the US from com
panies including Ford, Toyota, Honda, and Mitsubishi

One alternative fuel currently used by automak
ers is a biofuel, or “farm fuel,” E85—a corn-based fuel
composed of a blend of 85 percent ethanol (a form
alcohol) and 15 percent gasoline. E85 provides abo
25 percent less energy than traditional gasoline, b
advocates argue that it will reduce US dependence o
foreign oil and develop a domestic industry that suj
ports farmers.® Since it is plant based, it is a renewab
energy source. However, opponents contend that larg
amounts of farmland and labor are required to mal
ethanol from corn, and using significant amounts




could limit the amount available for food, thus
up prices.

drogen fuel cell vehicles (FCVs) are still in the
tages of development, but have the potential
ce US dependence on foreign oil significantly
ower emissions that cause climate change. FCVs
ike ordinary vehicles, but contain technologically
ed components such as a fuel cell stack that con-
ydrogen gas stored onboard with oxygen from
r into electricity to run the electric motor that
"ls the vehicle. A storage tank stores hydrogen gas
ressed at extremely hlgh pressure to increase driv-
ange and a power control unit governs the flow of
city. FCVs emit only heat and water (steam) from
tailpipes. Manufacturers are currently working to
sues involving safe onboard hydrogen storage,
hicle cost, fuel cell durability and reliability, how
ver hydrogen to consumers, and public accep-
f the dependability and safety of the vehicles.®!

es and regulations on vehicle mileage and emis-
tandards are established by the federal govern-
ecently the Obama administration and the auto
facturers were in negotiations over new standards
uld reduce global warming emissions by millions
per year and decrease oil imports by billions of
during the life of the program. Proposed regula-
ould require new US cars and trucks to reach an
of as much as 56.2 miles per gallon by 2025 with
ases in fuel efficiency of nearly five percent per year
1s from 2017 to 2025.22 This would place US fuel
cy at the same level as Europe, China, and Japan.
> automakers requested that the government
in the standard gradually and wanted assurance
the government waonld hp]n build the r}-mrcrmc sta-

eeded for electric and plug-m hybnd—electrlc
es. The manufacturers agreed that the standard
be achieved, but they expressed concern that
isumers would not accept the smaller, lighter,
some cases, more expensive vehicles. Gloria
ist, vice president for public affairs at the
e of Automobile Manufacturers (the leading
y lobby in Washington), said, “We can build
ehicles. The question is, will consumers buy
- The manufacturers also warned that it would
illions of dollars for development.®* After talks
e automakers, the Obama administration eased
uirements to 54.5 mpg, with a 3.5 percent per
crease in fuel efficiency for light trucks through
ut kept the requirement for passenger cars at
cent. By July 28, 2011, Ford, GM, Chrysler, and
had indicated they would support the proposal,
da, Volkswagen AG, and Daimler AG indicated
ould probably not, claiming that the guidelines
ifair benefits to full-size pickup trucks, a staple

in the product lineup of the Detroit Three, and placed
the major increases on passenger cars. The formal pro-
posal is scheduled to be disclosed by September 30,
2011, and the final ruling should be made by the end
of July 2012.%

Ford has already invested billions of dollars in the
research and development of new fuel-efficient products
in response to consumer demands. Currently, the com-
pany has 12 vehicles with best-in-class fuel economy and
4 models with at least 40 mpg.® According to the J.D.
Power 2011 Automotive Performance, Execution, and
Layout (APEAL) study, all of Ford’s newer retail vehicles
earned fuel efficiency ratings that were above their seg-
ment averages. Eight vehicles ranked in the top three in
their respective segments, including the Fiesta, Explorer,
and F-150 trucks. The F-150 is the only large pickup that
received an award for both Initial Quality and APEAL in
2011.% The APEAL study is an annual survey that asks
consumers to rate the performance, execution, and lay-
out of their new vehicle after three months of ownership.
Ford posted the highest scores of the Detroit automakers
and outperformed Toyota and Honda as well. Lincoln
scored higher than any other domestic luxury brand.”

US Auto Industry Competitive
Market

Recovery from the global economic recession has been
slow and in 2010, dealers faced challenges including
low disposable income among consumers and the
discontinuation of several brands including Mercury,
Saturn, and Pontiac. This led to the closure of 760
franchised dealerships in 2010. In 2011, the earthquake
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again affected consumer demand. The demand for
small cars and crossover vehicles rose, leading to an
overall increase in new vehicle sales of 26.6 percent
and 14.8 percent in used vehicle sales. One positive
result of the Japanese earthquake was lower inventory
of vehicles in dealerships, which meant it cost less for
dealerships to finance their inventories. Paul Taylor,
chief economist for the National Automobile Dealers
Association, said,

Despite challenges such as higher gasoline prices and gen-
erally slow economic growth, dealers have managed to
increase sales while keeping their expenses low. As pro-
duction ramps up in July and lenders increase their loan
volume, we can expect to see continued growth in both
sales and profits.®

In June 2011, sales for the Detroit automakers
increased their combined market share to just over 50
percent while leading Japanese manufacturers contin-
ued to report sales declines. Compared with March 2011
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when the earthquake struck Japan, Nissan’s US vehicle
inventories were down 7.3 percent, Toyota’s were down
39.5 percent, and Honda’s were 47.2 percent lower,
according to auto research firm Edmunds.com. While
Nissan had larger US dealer inventories than its Japanese
competitors, Toyota and Honda continued to work to
restore production at their Japanese and overseas plants.
They do not expect that US dealership inventory levels
will return to normal until fall 2011.%

At the end 0f 2010, Ford had 16.7 percent of US sal
an increase from 15.5 percent of US sales in 2009 an
percent in 2008.” At the end of the second quarter 2(
Ford had 18.4 percent of the total US market, compar
with GM (20.4 percent), Chrysler LLC (11.4 percen
Toyota (10.5 percent), Honda (8.0 percent), and Niss
(6.8 percent). Hyundai and Kia have also increased th
presence in the US market with 5.6 percent and 4.3
cent of the US market, respectively® (see Exhibit 4)

Exhibit 4 Sales and Share of Total US Automotive Market by Manufacturer as of June 2011

YTD SALES

2010 ! 2011
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keep increasing its market share, Ford must
ue to monitor the actions of its competitors.

ler Group LLC

0, the Maxwell Motor Car Company went into
ership and former Buick president and General
's vice president Walter Chrysler was hired to
ganize the company. He became president in 1923
ok over the company in 1925, renaming it after
f. Chrysler became known as one of the US Big
automakers, surpassing Ford as number two in
but slipping back to third place by 1950. During

.motorintelligence.com via The Wall Street Journal Market Data Center, Auto Sales, http://online.wsj.com

the OPEC embargo in the 70s, Chrysler continued to
make large cars in spite of quadrupled gas prices, giving
little attention to changes in consumer demand. Faced
with bankruptcy, $1.5 billion in federal loan guarantees
were obtained from the federal government and in 1978,
Lee Iacocca, a former president of Ford, joined the com-
pany as CEO. By 1983 and seven years ahead of sched-
ule, Chrysler had repaid all guaranteed loans and in
1984, Chrysler introduced the first minivan. During an
economic downturn in 1992, Iacocca resigned. In 1998,
Daimler-Benz acquired Chrysler for an estimated $37
billion in, what was at the time, the largest takeover of a
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US firm by a foreign buyer. It spent the next eight years
as part of the DaimlerChrysler organization.”

At year-end 2006, DaimlerChrysler employed
approximately 360,000 people and sold almost 4.7
million vehicles (both passenger and commercial)
to consumers in 200 different countries.®® Similar to
the financial struggles experienced by Ford and GM,
DaimlerChrysler announced a $1.2 billion loss in
2006, a 9 percent decrease in sales, and a 0.5 percent
decrease in market share to 13.5 percent.* Ultimately,
the merger had not proven to be beneficial for Daimler
and, in August 2007, the majority interest of Chrysler
was divested to a private equity group, Cerberus Capital
Management, for $7.4 billion. Former Home Depot
executive Robert Nardelli became CEO and Thomas
LaSorda was named vice chairman and president.

As the global economic recession and financial crisis
accelerated in 2008, Chrysler implemented cost-cutting
measures such as reducing the number of dealerships
through consolidation, requesting a five percent cost
reduction from non-production parts suppliers, and
spinning off its Walter P. Chrysler Museum into a not-
for-profit organization. In 2009, Chrysler went through
Chapter 11 bankruptcy reorganization and continued
to operate with loans from the federal government. On
May 14, 2009, Chrysler terminated franchise agree-
ments with 789 dealerships (approximately 25 percent
of Chrysler’s dealer network) to lower distribution costs
and increase profitability of its remaining dealers.”

In June 2009, Chrysler entered a partnership giving
Fiat, S.p.A. a 20 percent stake in Chrysler as it emerged
from bankruptcy. Fiat’s Sergio Marchionne became CEO
and C. Robert Kidder became chairman of the board

of directors. In 2010 Chryslpr pns‘reﬂ net revenunes of
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$41.9 billion and launched 16 all new or “significantly
refreshed” vehicles. US vehicle sales rose 17 percent
compared with 2009 and market share improved from
8.8 percent to 9.2 percent.®® By April 2011, Fiat had
increased its stake to 30 percent, and on May 19, 2011,
Chrysler announced a $7.5 billion refinancing plan that
included paying off the US government Joans and a fur-
ther increase of Fiat’s stake in Chrysler.”

By the end of July 2011, Fiat owned a control-
ling stake of 53.5 percent of Chrysler. Fiat’s stake is
expected to increase to 58.5 percent later in 2011, and
Marchionne has indicated that he intends to raise it
even higher.®® Joe Phillippi of AutoTrends Consulting
Inc., said, “This is going to be one company one way or
another, so it makes sense to announce these changes
now. People need to know who is in charge.” In early
July, Marchionne told reporters in Zurich, “We’ll
be a single company in terms of leadership pretty
quickly.”*® Then, on July 28, Marchionne announced
the new structure and management team. Marchionne,

CEO of both Fiat S.p.A and Chrysler Group LLC,
remain in charge of both automakers in North Am
under a new Group Executive Council. The co;
will be responsible for running both day-to-day t
ness and establishing a unified strategy for both
and Chrysler. In addition to Marchionne, the coun
includes 16 executives from Fiat and six from Chry
Marchionne stated, “We have now reached the
moment to step on the accelerator of the Fiat-Ch
integration. We recognize in these leaders the futur
Fiat-Chrysler as an efficient, multi-national competi
in a global automotive marketplace.”

Fiat provided technology, platforms, and poy
trains for smaller and mid-size cars that Chry,
needed. Today Chrysler products include the Chrys
Jeep, Dodge, and Ram brand vehicles, along with Mo
parts and accessories. Chrysler products are sold in m
than 120 countries worldwide. It also manufactures 2
sells the Fiat 500 in North America.?

In line with its competitors, Chrysler has also investe
in the development of more fuel-efficient technologi
and has focused its efforts on reducing fuel consump
and emissions, vehicle energy demand, engines, tr
missions, axles, and alternatively fueled powertra
including flex-fuel, compressed natural gas, hyb
and fully electric vehicles. In 2010, Chrysler introdu
the Pentastar V-6 engine designed to increase fuel e
ciency by seven percent over previous engines. A small
fuel-efficient engine from Fiat was introduced with
December 2010 production launch of the Fiat 50
1.4 liter four-cylinder Fiat Fully Integrated Roboti
Engine (FIRE) that incorporates Fiat’s MultiAir te
nology. This engine will provide an up to 7.5 percer
improvement in fuel economy and CO, emissions, whi
enhancing vehicle performance. The MultiAir techno;
ogy will be adapted for use in future Chrysler engine
and a fully electric version of the Fiat 500 is slated f
introduction to the US market in 2012.'%

General Motors

Believing that manufacturers could benefit if they joine
together, William Durant, who had purchased the failir
Buick Motors in 1904, founded General Motors 1908. He

Cadillac, and Pontiac by 1910, and formed a compa
with racecar driver Louis Chevrolet in 1915.'%

Alfred Sloan, president of GM from 1923 to 1937,
credited with building GM into a corporate behemot
Unlike Ford, which at the time offered cars only in blac
GM offered a range of models and colors and by 192
was established as the industry leader. GM continue
prosper until the Japanese automakers entered the ma.
in the 70s. In 1984, GM established a joint venture v
Toyota forming the New United Motor Manufactu:




NUMMI) to explore whether Toyota’s manufac-
processes would be successful in the US and, in
unched the Saturn brand.! In 1999, GM spun
uto parts manufacturing company, Delphi, and
0, company president Rick Wagoner took over as
espite workforce reductions since 2000 of over
rcent, on November 21, 2005, GM announced
closings and additional workforce reductions that
d result in an annual reduction of expenses of $7
-and a 30 percent reduction in capacity.!%

2007, fighting for healthcare for retirees, the UAW
for a strike against GM. This was the first nation-
trike against GM in more than 35 years. The
asted two days and resulted in a deal that created a
ion independent health care trust (with GM pro-
gmost of the funding). Later in 2007, GM reported
nual loss of $38.7 billion, the largest annual loss in
tory of the automotive industry. The company
ffered buyouts to as many as 74,000 hourly work-
e US with approximately 35,000 workers accept-
‘buyout terms (about one-third of GM's hourly
force). In addition, GM cut seven percent (approxi-
ately 25,000 jobs) of its white-collar workers.1”

M lost approximately $32 billion in 2008 and by
me it returned to Washington in 2009 to present
siness plan, GM reported that it might not have
h funds to survive another month without govern-
assistance.!%

-mid-2009, GM ended its brief government-
ised bankruptcy reorganization and emerged
hapter 11 with fewer brands, less debt, and fewer
ting costs. The US government owned approxi-
y 60 percent of GM at that time. GM withdrew
the NUMMI joint, venture with Toyota and con-
L to divest brands. Saturn was discontinued after
to sell it to Penske Automotive Group failed.'®
November 2010, GM raised $20.1 billion in the
st initial public offering (IPO) in US history. Shares
riced at the top of the proposed range as a result of
r demand, which indicated an increase in inves-
onfidence that GM would be able to move beyond
payer-funded bankruptcy.’® The US Treasury
8 million shares to reduce its ownership in GM
ghtly less than 37 percent of the company.'! By July
the US government still owned approximately 26
nt of GM but had managed to recover $23.1 bil-
f the $49.5 billion in bailout funds that GM had
ed‘112

M currently employs approximately 209,000 peo-
d manufactures its cars and trucks in 31 coun-
* Its annual sales in 2010 amounted to $135 bil-
By mid 2011, GM and its strategic partners pro-
sold, and serviced the Buick, Cadillac, Chevrolet
evy), GMC, Daewoo, Holden, Isuzu, Jiefang, Opel,

1

Vauxhall, and Wuling brands. Its largest national mar- -

ket was China, followed by the US, Brazil, the United
Kingdom, Germany, Canada, and Russia.!*s

GM manufactures the Chevrolet Volt, an “all-
electrically driven” vehicle with a range of up to 379
miles. The Volt is powered by the Voltec propulsion
system consisting of a 16-kWh lithium-ion battery pack
and electric drive unit that gives the Volt a pure elec-
tric range between 25 and 50 miles. Its four-cylinder
1.4 L gasoline-powered engine extends the range of the
vehicle an additional 344 miles on a full tank of fuel.
The engine operates the vehicle’s electric drive system
until it can be plugged in and recharged or refueled.
Electric-only vehicles, unlike the Volt, can’t be operated
when recharging.! GM also offers five hybrid vehicles:
Chevrolet Tahoe, Chevrolet Silverado, GMC Yukon,
GMC Sierra, and Cadillac Escalade. Seventeen vehicle
models from all four US brands can run on ES5 (a fuel
blend of 85 percent ethanol and 15 percent gasoline),
and hydrogen fuel cell vehicles are being tested.!”

GM won accolades in 2011 when the Chevy Cruze
compact model became the best-selling passenger car
in the US in June, surpassing traditional leaders Toyota
Camry and Honda Civic. This was the first time in years
that 2 US manufacturer won top honor in the passenger
car category. The Cruze was the third best-selling vehicle
overall, behind Ford’s F-Series and Chevy Silverado trucks.
Although the Japanese manufacturers were still suffering
from the effects of the massive earthquake and tsunami
in March, this indicates that GM is making significant
progress with the design of its small cars. Alan Batey, US
vice president of Chevrolet Sales and Service, remarked,
“Chevrolet’s investment in advaniced engine technology is
reflected in the increased popularity of our four-cylinder
models. These technologies offer the performance and
refinement drivers expect from Chevy in smaller engines
that deliver the fuel efficiency they want.”:8

Toyota

Japanese automaker Toyota Motor Company has made
tremendous strides in increasing market share and sales
volume in the North American automotive market since
its first vehicle, the Toyopet Crown, was introduced.
Although the Crown was underpowered for the US
market, the Corona (1965) and Corolla (1968) mod-
els became highly popular. In 1989, the Lexus line was
launched in the US. In 1997, the Prius—the first mass-
produced hybrid (electric- and gas-powered) vehicle—
was introduced. In 2008, worldwide Prius sales exceeded
1 million vehicles, and in 2010, exceeded 2 million.*
The success of Toyota and the other Japanese manufac-
turers in the US led to the change in the “Big Three”
moniker; Ford, GM, and Chrysler instead became the
“Detroit Three.”20
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Although Toyota passed GM in 2008 to become the
world’s largest auto manufacturer, it also posted its first
operating loss in more than 70 years in 2009, with global
sales falling four percent.’* Faced with the economic
downturn and financial crisis, Toyota saw its revenue
decrease approximately 20 percent in 2009 over 2008,
but the declines lessened in 2010 with only a seven per-
cent decrease in vehicle sales.!?

Historically, Toyota’s appeal has been based on its
vehicle lineup, quality, safety ratings, and resale value.
Toyota offers a diverse vehicle lineup that includes sub-
compacts, luxury, and sports vehicles, SUVs, trucks,
minivans, and buses. Its vehicles are produced with
either internal combustion engines or hybrid engines.
Popular models include the Camry, Corolla, Land
Cruiser, and luxury Lexus line.’?

In late 2009 and 2010, Toyota faced record recalls for
unintended acceleration problems in the Prius model.
From fall 2009 through spring 2011, Toyota recalled
nearly 10 million vehicles worldwide (approximately 5
million in the US) for defective gas pedals, faulty floor
mats, flawed fuel pump wiring, and problems with brak-
ing software.” In June 2011, Toyota said it would recall
105,784 early model Prius cars to repair a fault with the
steering and gearbox—52,000 of those units were in
the US. On June 29, 2011, Toyota announced another
recall of 45,500 Highlander Hybrids and 36,700 Lexus
RX 400h SUVs in the US due to inadequately soldered
transistors. The company also recalled 11,164 units in
Japan and 15,000 in Europe.’*®

Toyota suffered another setback in 2009 when
GM withdrew from their joint venture in California,
NUMMI. NUMMTI'’s California plant terminated almost
5,000 workers and was closed in spring 2010 with opera-
tions moved to plants in Canada and Texas. However,
approximately one month later, Tesla, which manufac-
tures luxury electric vehicles, purchased the NUMMI
plant. At the closing of Tesla’s IPO in mid-2010, Toyota
invested $50 million in Tesla stock and the companies
agreed to cooperate on the development of electric parts,
production systems, and vehicles. They agreed on a new
$60 million deal in fall 2010 and Tesla agreed to develop
the power train for an electric version of Toyota’s popu-
lar RAV4 SUV.1%6

Toyota’s largest markets include North America
(approximately 30 percent of sales), Europe, China, and
Asia. Like its competitors, one of Toyota’s major goals is
to increase its presence in China.’?’

Additional Competitive Threats .

Even though factors such as capital requirements,
economies of scale, need for distribution channels, and
threat of retaliation make it unlikely for a new entrant to
emerge from within the US, history has shown that new

entrants can succeed in the US market. Asian automake
such as Toyota and Honda successfully entered an
established themselves as key players in the marke
More recently, Kia and Hyundai have made significan
progress in the US. Automakers already establishe
in foreign countries have been able to gain a foothol
by exporting to the US and targeting a niche marke
Once they have established a reputation and distributio
channels, they are then able to expand into the broade
market. After reaching an economic scale, they typicalt
establish production within the US. Chinese and Indian
auto manufacturers will likely provide the next wave of
foreign entrants into the US market. '

Regardless of whether a company is an establishe
auto manufacturer or new to the market, maintaining
efficient supply chain operations and good relationships
with suppliers is imperative to achieving success an
profitability.

Suppliers

The auto industry obtains resources from a wide arra
of firms globally. Although the number of suppliers has
dropped since the recession, some of the survivors are
growing and beginning to diversify. Louis Green, presi
dent of the Michigan Minority Supplier Development
Council, called the survivors “highly competitive.” H
also stated that the surviving suppliers’ customers were:
sometimes surprised by how competitive they are. For.
example, SET Enterprises, Inc., a firm that processes
steel, expects to generate revenues of $300 million i
2011, up from $222 million in 2010. Prior to the reces
sion there were 1,600 companies affiliated with the
Michigan Minority Supplier Development Council, but
that number had falien to 1,132 by spring 2011.1%

Many suppliers rely heavily on the auto industry for:
a large percentage of their revenue. For example, Gente
Corp. supplies high-end rearview mirrors and realizes:
98 percent of its sales from the auto industry.” Some
of these suppliers went out of business during the eco--
nomic downturn and decline of the US auto industry,
and more were hurt by the March earthquake in Japan
Large diversified suppliers such as BASF and Dow
Chemical supply plastics, foams, paint, and other basic.
materials to the auto industry as well as many other
industries. Although these large suppliers are diversified:
with many products in many industries, the automotive:
industry is still a significant customer, especially for spe-
cific divisions within the large firms.

It is extremely important for auto manufacturers t
develop and maintain strong relationships with thei
suppliers to gain access to their best technologies an
receive priority order fulfillment in case of materi
or product shortages. According to Ford’s purchasini




Tony Brown, the increased pressure on suppliers
anese manufacturers’ rebound from the March
quake will not have an impact on Ford’s produc-
an interview with Automotive News, Brown said
Ford has not deviated from its production plan
tablished at the beginning of 2011—to produce 13
.5 million units for the US market in 2011 and 14
million units for the European market. Under
Executive Business and Technology Review
R) program (developed in 2006), Ford senior pur-
ing leaders and their engineering counterparts meet
arly with key suppliers to share Ford’s strategies
eat detail. In prior years, Ford was among the last
offered new technology and struggled to get new
ology to the market—but this has changed under
BTR program. For example, Ford was able to offer
res on the Focus including self-parking technology
lind spot detection that were first-to-market fea-

ment volume information).

2005, Ford reduced its number of suppliers to cre-
the Aligned Business Framework (ABF) and entered
ong-term agreements with select strategic global
iers. This diverse group of suppliers continues to
key role in Ford’s global sourcing plans, helping to
ove Ford quality and lower development and pro-
on costs.”” By 2011, Ford had 102 ABF suppliers

v June 2011 .

for the compact car segment™ (see Exhibit 5 for .

xhibit 5 Vehicle Segment Totals Ranked by June 2011 US Unit Sales

including Robert Bosch LLC, Continental AG, Faurecia,
GETRAG FORD Transmissions, Johnson Controls, Lear
Corp, TRW Automotive, Tenneco, Ford’s spun off parts
supplier Visteon, and GM’s spun off supplier Delphi.}*
Visteon’s US operations filed for bankruptcy in 2009 and
emerged from Chapter 11 protection in 2010. Although
it is considered by analysts to be recovering, it is also
considered a “takeover candidate” for another auto parts
supplier wanting to increase its presence in Asia. Visteon
owns a 50 percent stake in Yanfeng Visteon Automotive
Trim Systems, a Chinese supplier of interiors and seat-
ing, and 70 percent of South Korean Halla Climate, a
maker of vehicle air conditioning systems. In 2010, sales
to Ford Motor Company accounted for 25 percent of
Visteon’s revenues.'*

Delphi emerged from bankruptcy reorganization in
2009 as Delphi Electronics and Safety, operating under
the umbrella of Delphi Automotive. Delphi, which intro-
duced the in-dash car radio (1936), the AM/FM radio
(1963), cruise control (1963), and production air bags
(1973), celebrated its 75 anniversary in Jude 2011. With
new products entering the market, company president
Jeff Owens is optimistic about the future and expects that
Delphi will produce more than 1 billion products by the
end of 2019 and reach revenues of $6 billion by 2020.**

Ford’s efficient management of its supply chain is an
important part of its corporate strategy.

. ' 9% Chgfrom
June’ 10 - e YTD 2010

www.motorintelligence.com via The Wall Street Journal Market Data Center, Auto Sales, http://online.wsj.com
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Corporate Strategy

When Alan Mulally took over as President and CEO of
Ford, he was faced with nearly insurmountable manage-
ment and operational problems resulting from the lack of
both unity and communication within such a large global
organization. On his first day at his new job, Mulally found
an executive parking lot filled with Jaguars, Land Rovers,
and Aston Martins. Mulally said, “There wasn’t one Ford in
the parking lot. I thought ‘Oh-oh.” The key issue was clear.
If Ford executives wouldn’t drive Fords, who would?"* In
response, Mulally developed the ONE Ford business trans-
formation plan designed to create a leaner, more efficient
global enterprise and return the company to profitability.

The ONE Ford plan focuses on four priorities that
have remained virtually unchanged since the plan’s
original implementation in 2007:

Aggressively restructure to operate profitably at the
current demand and the changing model mix.
Accelerate the development of high quality, fuel-
efficient, safe new products that customers want and
value.

Finance the plan and improve the balance sheet.
Work together as one team to leverage Ford’s global
assets.!*

The ONE Ford plan enabled Alan Mulally to unite
the numerous entities of the global organization and
streamline operations. Ford has consolidated dealer-
ships, closed plants, reduced its workforce, reduced its
supplier base, sold or shut down unprofitable brands,
cut its debt, developed products and technologies that
consumers want and value, and recently announced an
aggressive plan to increase its presence in global mar-
kets, partlcularly in India and China. Since its inception,
all Ford employees have been given and are expected to
carry a 2” by 3” laminated card with the description of
the ONE Ford plan and its mission: “ONE Ford. ONE

Exhibit 6 One Ford

Team. ONE Plan. ONE Goal.”¥ (see Exhibit 6 f
complete description of the ONE Ford mission).
According to Mulally,

We achieved great success as we rebuilt our compan
extremely challenging economic conditions. Now we a
eager to show the world what a revitalized Ford Mo
Company can accomplish in a growing global economy.
We are one team with one plan and one goal: to continu
serving our global customers with a full family of bes
in-class products and delivering profitable growth for
associated with Ford.**

Product Design, Research, and Development
When Alan Mulally became CEO of Ford in 2006,
company had 97 models. “It was absolutely clear th
we had to simplify Ford dramatically,” he state
Some models were eliminated by the sale of the PA
brands and the discontinuation of the Mercury bran
but in fall 2010, Mulally said that Ford would reduce its
lineup even further to as few as 20 models. According
to Mulally, “Fewer brands means you can put more
focus into improving the quality of engineering.”
Component specifications for each product were sim
plified and standardized to reduce costs and impr
quality. For example, by fall 2010, the Fiesta model, wi
approximately ten variations worldwide, had standar
ized an average of 65 percent of its parts.’!

Ford’s current vehicle lineup includes cars, hyb
and electric vehicles, crossovers, SUVs, trucks, con
mercial trucks, and commercial vans. The Ford F-Se
pickup truck was the best-selling truck in America
2010 for the 34th year in a row and the best-selling veh
cle {car ot truck) for the 29th year in a row and contin
ues to dominate its segment. The E-Series was America’
best-selling full-size van for the 31st year in a row'4 (se
Exhibit 7 for a list of the best-selling vehicles in Jun

~ ONEFORD
' ONE TEAM * ONE PLAN * ONE GOAL

Source: The Ford Motor Company Annual Report 2010.
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rd is “reenergizing” its Lincoln brand as a world-
uxury brand with compelling vehicles and con-
experience. Its current product lineup includes
coln MKZ Hybrid—the most fuel-efficient luxury
in the US with an EPA-certified 41 mpg city rat-
ord will introduce an additional seven all-new or
ed vehicles within the next three years.'®

ord launched 24 new or redesigned vehicles in 2010
markets around the world, including the rede-
igned Ford Explorer, Ford Edge, and Lincoln MKX,
-new Ford Fiesta in North America; a redesigned
C-MAX and new Ford Grand C-MAX in Europe;
e new Ford Figo in India. The introduction of new
ts continued in 2011 with the launch of the new
Ford Focus in North America, Europe, and Asia
Africa. The Ford Focus Electric is scheduled for
later in 2011 and the new global Ford Ranger
ickup truck is scheduled for introduction in 2011
acific Africa and Europe.'*

www.motorintelligence.com via The Wall Street Journal Market Data Center, Auto Sales, http://online.wsj.com

Ford has invested $135 million within the past year
to design, engineer, and manufacture key components
for its hybrid, plug-in hybrid, and battery electric vehi-
cles. This investment brought battery and hybrid trans-
mission production in-house and created more than 220
jobs in Michigan. By spring 2012, Ford anticipates it will
be manufacturing more hybrid transmissions in North
America than any other auto manufacturer or supplier.
The new transmission will replace a unit currently made
in Japan and used in Ford and Lincoln hybrid vehi-
cles and will provide improved performance over the
Japanese manufactured unit."*

In July 2011, Ford signed an agreement with Azure
Dynamics Corp. to install plug-in hybrid powertrains in
the F-Series Super Duty trucks. The F-350, F-450, and
F-550 trucks will be retrofitted with Azure’s hybrid-electric
drive trains beginning with the F-550 in early 2013. The
F-Series Super Duty represents approximately haif of the
100,000 commercial cabs and chassis produced and sold
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in the US annually. Ford partnered with Azure previously
to manufacture the Transit Connect Electric and the 450
Balance Hybrid Electric Step Van and Shuttle Bus.*

Ford is also preparing a 1.0-liter, three-cylinder
EcoBoost engine touted to be the smallest engine Ford
has ever built. (Ford’s EcoBoost engines are gasoline
engines that can deliver up to 20 percent better fuel
economy and up to 15 percent fewer CO, emissions by
combining direct fuel injection and turbo charging.)
Ford claims it will offer output comparable to a nor-
mally aspirated 1.6-liter four-cylinder engine and will
be available globally in Ford’s smaller cars. A specific
timeline has not been announced, but a 2012 or 2013
launch is rumored.” Ford will also add an in-house
designed eight-speed automatic transmission. This
will allow Ford to keep pace with premium carmakers
such as Mercedes-Benz and BMW. According to Ford’s
vice president of Global Product Development Derrick
Kuzak, “Today, we have the freshest powertrain lineup
in the industry. And there is plenty more coming.”"*

In spring 2011, Ford made a 3.5-liter direct-injection
turbocharged EcoBoost V6 engine available in its popu-
lar F-150 series trucks and, for the first time since 1985,
F-150 pickups with V6 engines (including both naturally
aspirated and EcoBoost V6 engines) outsold those with
V8 engines. Consumer demand has been so great that
production has not been able to keep up and Ford’s two
engine plants in Ohio were put on overtime production
to fulfill demand.*®

Ford introduced Transit Connect commercial vans, a
highly popular series in Europe, to fleet customers in 2009.
The Transit Connect vans are powered by lithium ion bat-
teries and in July 2011, New York City joined Boston,
Chicago, and Philadelphia on the list of major cities that
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to Mark Fields, Ford president of The Americas,

For decades, Ford has been synonymous with New York
City taxis, and we are pleased residents and tourists now
will benefit from our next-generation vehicle. We have
Transit Connect Taxis in service across the country, and
people tell us they love its spaciousness and its fuel effi-
ciency.'®

Ford has also invested heavily in the development of
premium technology to better serve its customers. Ford
Work Solutions is a collection of affordable technolo-
gies that provide connectivity, flexibility, visibility, and
security for truck and van customers. It features an in-
dash computer that provides high-speed internet access
and wireless accessories including a printer, Tool Link
(an’ asset tracking system for customers to maintain
real-time inventory of tools and equipment in the vehi-
cle), Crew Chief (a telematics and diagnostics system
to inform fleet managers of their fleets’ locations and

maintenance needs), and Cable Lock (a security syste
to secure large tools or equipment in the cargo area

SYNC—an integrated communication and ent

tainment system that allows voice-activated contro]
was introduced in 2007. SYNC with MyFord Touc
combines SYNC connectivity with over 10,000
level voice commands, a full-color eight-inch tou
screen, and two 4.2 inch LCD screens that make vehic
functions, settings, and information easily accessibl
through voice commands, steering wheel controls,
a tap of the touch screen. Additional products includ
SYNC AppLink, SYNC with Traffic, Directions an
Information, SYNC 911 Assist, SYNC Destinations, anc
SYNC Wi-Fi Mobile Hot Spot.”

Ford also continues to focus on safety innovations suCh
as inflatable seat belts and Curve Control—technology tha
rapidly reduces engine torque and applies four-wheel brak:
ing to slow the vehicle by up to 10 mph per second whe
it senses a driver is entering a curve too quickly—both ¢
which were introduced on the new 2011 Explorer. Curs
Control is standard on the 2011 Explorer and will t
available on 90 percent of Ford’s North American cross
overs, SUVs, trucks, and vans by 2015."** Additiona
global driver-assist features include the Blind Spo
Information System, Active Park Assist, and Adaptiv
Cruise Control. The next suite of new safety features an
driver assistance technologies are currently offered
Europe. These features include Speed Limiter, Torqu
Vectoring Control, Lane Departure Warning, Lan
Keeping Aid, Active City Stop, Traffic Sign Recognitio
System, Driver Alert, All-Seat Beltminder, and Powe
Child Locks.'*

Ford is in the process of developing “intelligent vehi
cle technology” that will allow vehicles to communicate
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traffic congestion. These research and developmen
efforts were highlighted at the “Forward with Ford
event held in June 2011, a conference exploring the link
age of Ford vehicles and technologies to global consume:
trends. According to a National Highway Traffic Safe
Administration (NHTSA) analysis in 2010, such vehicle
to-vehicle systems could potentially affect 79 percent o
all vehicle target crashes, 81 percent of all light-vehic
target crashes, and 71 percent of all heavy-truck targ
crashes each year.'®

To generate public interest and awareness of i
innovative products and features, Ford continuall
updates its marketing strategies.

Branding and Marketing Strategies

Under Mulally’s guidance, Ford sold the PAG bran
(Aston Martin in 2007, Jaguar and Land Rover in 200
and Volvo in 2010) and reduced its ownership sha
in Mazda. In 2010, it discontinued the Mercury bran




gave dealers permission to sell their remaining
ercury vehicles under the used vehicle category.
itly, Ford is focused on building its two remaining
—Ford and Lincoln. Historically, the Ford brand

onscious consumers; Lincoln targeted higher-
d consumers and the defunct Mercury brand aimed
the gap between the upper-end Lincoln and the
nd Ford. However, the Ford brand now offers
duct mix that appeals to both the price-conscious
niddle market consumers, thus eliminating the
or Mercury. .
recent years, Ford has been very successful in
arketing and advertising efforts. It has “lever-
he ‘digital’ mindset of today’s consumers” and
lized on a renewed sense of patriotism and
al pride.’*® The company reaches consumers
h traditional venues such as newspaper, radio,
evision advertising, as well as through social
venues including Facebook, Twitter, LinkedIn,
ouTube. Ford also sponsors the popular televi-
eality show American Idol, and is a title spon-
the “World’s Toughest Endurance Event”—the
an Triathlon series leading to the Ford Ironman
‘Championship.!s’
rd builds rapport with consumers through
ticity in its communications. Ford’s Swap Your
ampaign took place recently in 2010 and 2011.
gh the offer did not extend to Ford’s higher-end
gs (hybrid vehicles or the Shelby GT500, for exam-
nsumers were given the opportunity to exchange
mpetitive-make vehicles for a new Ford to drive
> week. According to Nielsen Automotive statis-
ap Your Ride ads were 48 percent more memora-
ads for average sales events.!*® Candid feedback
onsumers who participated in the Swap Your
vent was then included in Ford’s media advertis-
cording to Matt VanDyke, Ford’s director of US
ting Communications,

ound that challenging people’s Dperceptions head-
 best way to change their minds about Ford, We're
real people, allowing them to experience our vehi-
themselves and then capturing their enthusiasm
e products. We're telling the Ford story through the
he people who matter most - real consumers.’

anks to Ford’s innovative product designs, tech-
and performance, “It’s very cool to see people
‘way they do,” VanDyke added, “When they get
Ford for the first time, they’re really surprised with

efficiency, performance, and great technology.
been a consistent reaction to our entire lineup.”1e°
rd recently announced it would venture into
ducation for motorsports, a move designed to

ed light trucks and cars targeted at the more

attract the millennial demographic (18 to 29 year olds).
The Octane Academy will be led by Ford motorsport
superstars Ken Block, Brian Deegan, Tanner Foust,
and Vaughn Gittin, Jr. Each will take a turn hosting
one of four “action sports fantasy camps” and will help
design the courses. The first class is scheduled to begin
in November 2011 and will be taught by off-road truck
racer Deegan. The Octane Academy is only offered
to those in the millennial age group and the vehicles
used will all be Fords. Each four-day camp will end
with a competition with the winner receiving a Ford
vehicle specially designed by Block, Deegan, Foust, and
Gittin.!¢!

Ford connects with teenage drivers and their parents
by offering the Driving Skills for Life program—a pro-
gram designed to encourage teens to learn driving skills
and techniques that will make them safer, more com-
petent drivers. Driving Skills for Life was established
in 2003 by Ford along with the Governors Highway
Safety Association and a panel of safety experts. The
program includes an interactive online learning expe-
rience, video and educational curriculum, and hands-
on safe driving demonstrations held across the coun-
try. Driving Skills for Life focuses on four key skills
believed by safety experts to be significant in prevent-
ing crashes, injuries, and fatalities: hazard recognition,
vehicle handling, space management, and speed man-
agement. Ford’s team of professional instructors offer
ride-and-drive events for schools across the US where
teens are allowed to drive modified Ford vehicles, spe-
cially designed to simulate road hazards and hazardous
driving conditions, with professional drivers at their
sides.!?

Under Alan Mulally’s leadership, Ford has developed
a highly competitive product line with a positive brand
image. Its desirable products and successful marketing
strategies have contributed to its success in the highly
competitive auto industry.

The success of Ford’s corporate strategy is evident by
its financial results.

Financial Condition

In 2010, Ford had an annual net income of $6.6 bil-
lion, an increase of $3.8 billion over 2009. Every
region was profitable, led by a strong performance in
North America. Ford was also able to reduce its debt
by 43 percent, or $14.5 billion. In March 2011, Ford
reduced its automotive debt by another $3 billion!s*
(see Exhibits 8 and 9 for Ford’s fiscal year 2010 finan-
cial information).

Ford reported strong progress in the first quarter
of 2011, with net income of $2.6 billion, a $466 million
increase over the first quarter of 2010. Total company

~4BNoy proy, Buikers :Auedwion ojopy piod g @sen




Exhibit 8 Ford Motor Company Selected Financial Data

On January 1, 2010, we adopted the new accounting standard regarding consolidation of VIEs. We have applied the standard
retrospectively to periods covered in this Report, and present prior-year financial statement data on a basis that is revised for the
application of this standard. The following table sets forth selected financial data for each of the last five years (dollar amounts in’:

millions, except for per share amounts).
'SUMMARY OF OPERATIONS
* Total Com) ny -
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les and revenues

for/( «Beneﬁt}from)i income taxes:

Loss) from continuing operations

- {3.352)

 Income/(Loss frofn”éontin ng operations
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Cumulative ffects of change in ac

Netincome/(loss) -
~-Cashdividends

- Cémmon' Stock price range (NYSE Cor

\ Average .um,beyrﬁoi’ shares of
- Stock outstanding

Source: The Ford Motor Company Annual Report 2010.

revenue was $33.1 billion, up $5 billion from the first  ate our One Ford plan around the world, delivering o
quarter of 2010. According to Alan Mulally, our commitments to serve our global customers with
full family of best-in-class vehicles and deliver profitab

Our # deli d t , Wit ] . . . o
r team delivered a great quarter, with solid growth growth for all, despite uncertain economic conditions. '

- and improvements in all regions. We continue to acceler-
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Part 4: Cases

Exhibit 9 Ford Motor Company and Subsidiaries Consolidated Balance Sheet (in millions) (Continued)

Source: The Ford Motof Company Annual Report 2010.

In the second quarter of 2011, Ford reported net
income of $2.4 billion, a $201 million decrease from sec-
ond quarter 2010. However, total company revenue was
$35.5 billion, up $4.2 billion from second quarter 2010,
Ford Chief Financial Officer Lewis Booth said that it was
not the easiest of quarters for Ford. Although some vehicle
production had been lost in Asia Pacific because of the
Japanese tsunami, the amount was lower than anticipated
and Ford did not lose any significant production anywhere
else in the world. Ford’s outlook for US sales in 2011 has
been dropped to 13 million vehicles, from 13.5 million pre-
dicted earlier in the year. Booth also said that Ford’s second
quarter profit had been hindered by higher commodity
costs related mostly to higher oil prices. In addition, prices
for plastics, steel, aluminum, copper, and precious metals
increased and affected Ford’s profit margins.!%

Regardless of Ford’s financial success and turnaround
over the past two years, there are still numerous obstacles
on the road ahead.

Challenges

New entrants to the US auto market will eventually come
from China and India, among others. Although Chinese
manufacturers including Brilliance, Geely, Great Wall, and
BYD Auto have displayed vehicles at the Detroit and Los
Angeles auto shows, no vehicles have entered the US mar-
ket. Currently, BYD claims that its plug-in hybrid will be
introduced in the US in spring 2012. If this does happen,
it is not anticipated to be a significant threat as hybrids
and electric vehicles currently represent only 2.2 percent
of global sales."” Even so, the Chinese and Indian vehicles
will enter the US eventually, and Ford must be prepared.
As the population increases, roads and highways
become more congested. Many urban areas are developing
or enhancing public transportation systems such as light
rail systems and subways, as well as increasing bus routes
and schedules. Other alternative transportation methods
include trolleys, Dial-A-Ride (a door-to-door shared ride
service), taxis, bicycles, and walking. It is possible that
personal mobility will become a service in the future,
with more people choosing to use public transportation

or a car-sharing program, such as Zipcar. This would,
significantly decrease consumer demand for vehicles.

Although the UAW made concessions to the US aut
makers to help them through the industry downturn, it
probable that the union will want to take back those cor
cessions now that the automakers have returned to pro
itability. UAW president Bob King, who took over fro;
Ron Gettelfinger in 2010, has told automakers that th
need to share their newfound profits with workers, an
the workers need to trade wage increases for profit sh
ing. The Detroit automakers have indicated they welcom
this approach and industry analysts believe it makes sens
However, many workers share the opinion of Ford work
Gary Walkowicz, who told the Detroit News “A lot of peo
ple feel like we need some guaranteed money. People ar
looking to get back a lot of the things we gave up.”®

Inaddition, Alan Mulally’s $25.6 million and Bill Ford
$25.2 million pay packages received in 2010 practicall
guarantee that wage increases will be a key issue in unio
negotiations with Ford.'®” Wage increases and greater ben
efits for workers would lead to increased operating cos!
that would once again, reduce the competitiveness of U
manufacturers with their foreign rivals. Currently, For
spends approximately $58 per hour for wages and benefit
to UAW members—$8 more than the average labor cos
at the primarily non-union US factories of foreign com
petitors such as Hyundai, and more than domestic com:
petitors Chrysler and GM. Chrysler reports labor cos
of approximately $50 per hour and GM estimates hour
labor costs at $56. As part of the bankruptcy restructur
ing, the UAW made agreements with GM and Chrysler t
not strike during the 2011 contract negotiations. Howeve;
Ford has no such protection and could face the threat of
strike.” King has also indicated that that the UAW wan
a seat on Ford’s board of directors.””* Talks between th
UAW and Ford began on July 29, 2011 and continued a
of this writing.

Within a six month period in early 2011, Ford mad
series of recalls and, as a result, its quality ratings slipp
Approximately 1.4 million F-150 pickup trucks w
recalled worldwide for airbags that could unexpectedl
deploy,”? and approximately 25,000 Ford Rangers




ord Edge, F-Series trucks, and Lincoln MKX vehi-
vere recalled for electrical problems that could cause
le fires.”” Given the number of recent recalls, it is
urprising that Ford has fallen in the J.D. Power and
ates 2011 US Initial Quality Study—a survey that
vehicle problems reported within the first 90 days
nership. Ford, which ranked fifth and was the high-
ass-market brand in the 2010 Initial Quality Study,
23, and Lincoln fell from eighth place in 2010 to
ee Exhibit 10 for the 2011 survey listings.)

hen Alan Mulally announced Ford’s plan to
ease worldwide sales 50 percent to eight million vehi-
nnually by 2015, Wall Street analysts were skepti-
vestors were worried, and in the two weeks follow-
e announcernent in June 2011, shares fell to their
t level in 2011, to $12.65, down 23 percent since
1. In particular, analysts and investors were con-
that Ford was expanding too late, after growth in
 had already started to slow. Although some ana-
are supportive of Mulally’s plan, many analysts and
ors are taking a wait-and-see approach.’”s

though 65-year-old Alan Mulally has said he is

it is a certainty that Mulally will eventually leave
7 Given the numerous challenges facing the auto

GM, and Chrysler now enjoy is relative. The Detroit
still face formidable foreign competition, including
ial new entrants from China and India. In addition,
nomy remains weak and vehicle sales in the US and
pe remain well below their historic highs.”” In addi-
if the US government is unable to reach an agreement
hether to raise the debt ceiling and defaults, many
f interest rates could rise, making it more difficult
usinesses and consumers to borrow money."*

ccessful innovation in manufacturing processes,
uct design, marketing approach, and business
re wereall attained under Alan Mulally’sleadership.
otor Company returned to profitability after the
onomic crisis and differentiated itself as the only
US automaker that did not require a government
. Today, Ford is faced with challenges that
intense domestic and international competition,
e to maintain quality standards while bringing
novative, energy-efficient products to market,

Exhibit 10 J.D. Power and Associates 2011 US Initial Quality
Study* 2011 Ranking/Problems per 100 Vehicles
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*Study released June 23, 2011

Source: The Automotive News, June 23, 2011. http://www.autonews.com

the threat of a UAW strike if contract negotiations reach
a stalemate, and decreased analyst and stockholder
confidence after Mulally’s announcement of Ford’s bold
international expansion plan. However, Alan Mulally’s
reputation is untarnished and his leadership abilities are
confirmed by successful turnarounds at both Boeing and
Ford. Although Mulally has a proven track record, it will
be interesting to see if he can continue to manage Ford
and maneuver around the significant obstacles ahead.
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