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See Ford benefiting most in the new world order, adding to CL Buy 

Upgrading Ford to Conviction Buy from Neutral 

We are adding Ford shares to the Conviction Buy List with a six-month price 

target of $6 and raising our sector Coverage view to Neutral from Cautious. Our 

call is driven by the almost unprecedented structural change facing the 

industry, which we think will redefine Ford and GM profitability, which has 

substantially lagged peers. Unlike GM, we do not foresee bankruptcy at Ford, 

which we believe has sufficient liquidity to make it through to 2010 without 

additional funding. We recognize sector sentiment is likely to be impacted by 

potential GM and Chrysler filings, but, with 58% upside to our target, we think 

much of this is in the shares which present a very attractive risk/reward. 

Raising our 2009 auto sales estimate; upgrading coverage view 

We are raising our 2009 US sales estimate to 11mn unit from 10mn, reflecting 

the likely impact of a scrappage plan which could add 750k-1000k units to 2009 

SAAR and pull the bottom forward from where we had expected. We are 

changing our coverage view to Neutral from Cautious, as we see upside from 

bottoming sales as evenly balanced with risks from a likely GM bankruptcy and 

a possible Chrysler liquidation. We continue to favor names with minimal 

Chrysler/GM exposure and reiterate our Conviction Buy on Federal-Mogul.  

A unique opportunity for structural change 

Our detailed cost analysis suggests an ability to reduce structural costs by 

more than $8 bn for Ford, with the largest piece coming from a 43k 

headcount reduction by 2012, equivalent to 22% of its labor force. We think 

GM could reduce structural costs by $17 bn, assuming a 84k global 

headcount reduction (35% of its labor force), as well as substantial savings 

in R&D, SG&A, advertising, and engineering from the elimination or sale 

of the Pontiac, Hummer, Saab and Saturn brands.  

Ford pricing and market share likely to turn positive in NA 

Our new forecasts target 89% capacity utilization at Ford and 94% at GM 

by 2012 (vs. 79% on average for both companies since 2001), which we see 

driving a return to positive pricing. Additionally, we see Ford as well 

positioned to capitalize on a more than 50% decline in Chrysler share 

(even granting a successful Fiat alliance), and the pruning of GM’s product 

portfolio. We see this revenue improvement in combination with cost 

performance driving Ford EBIT per unit to $900—just under the $1,000 per 

unit average seen by the global auto industry over the past five years.  

 UPCOMING EVENTS  

April 24: Ford reports 1Q09 results. 1-866-788-0547 PC: 

“Ford Earnings”.   

April 30: Deadline for Chrysler to conclude an agreement 

with Fiat including an arrangement with Unions and 

Bondholders to dramatically cut liabilities.  

May 1: April auto sales are reported.  

June 1: Deadline for certification of GM’s updated 

restructuring plan by the Auto Task Force, after which 

bankruptcy becomes the likely option. 

 

 

PRICE TARGET METHODOLOGY AND RISKS 

We have introduced a new price target methodology for 

Ford which values the shares using 2012 EBITDAP and EPS 

discounted back to the present at a 15% cost of equity. 

Our previous price target methodology for Ford and current 

methodology for suppliers values the shares on normalized 

EPS and EBITDA and incorporates a probability weighted 

distress scenario as implied by the 5-year CDS.  

The greatest downside risk to our targets would be a 

disorderly filing by GM and Chrysler that could impair the 

supply chain, and a continued free fall in light vehicle sales.   
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Moving Ford to CL Buy, and view to Neutral from Cautious 

A sea change in the auto industry 

With GM and Chrysler likely to file for bankruptcy in coming weeks, in our view, we think 

the stage is set for a sea change in the structure of the US auto industry that will 

significantly alter its competitive and economic landscape by paring down industry 

capacity and retracing market shares through a diminished presence from GM and 

Chrysler. 

We see this driving a significant improvement across all surviving OEMs, with the 

largest delta in profitability being seen by GM and Ford. As we explore in much more 

detail below, we think the restructuring of excess capacity, rationalization of fixed costs, 

and better pricing can lead both companies to attain EBIT margins of close to 5% by 2012 -

roughly in line with historical industry averages and a dramatic improvement over the past 

decade.  

We believe the best way to capitalize on this upside opportunity lies with Ford, which 

think will avoid bankruptcy and which we are upgrading to Conviction Buy with a 6- 

month price target of $6, with 58% upside from the current price.   

While there is significant operating upside at GM (Rating Suspended), we see a high 

likelihood that the current class of common shares will be terminated through bankruptcy, 

(or significantly diluted in a best case).  

We see the outcome for Chrysler as highly uncertain in this process given the short 

window given to it by the US Treasury to significantly pare back its liabilities and the 

fundamental operating challenge from a significant product gap it faces between now and 

potentially new Fiat based products launched in 2010-2011.  

Necessity breeds opportunity – redefining Ford’s cost structure 

With GM likely to right-size its cost base in bankruptcy, and with some risk of a 

Chrysler liquidation we think Ford will likely be empowered to make the kind of deep 

structural cost cuts that have eluded it in years past.  

As we show in Exhibit 1, we see a profit improvement of over $9bn at Ford from 2009-

2012. Much of this improvement is driven by a targeted 89% global capacity utilization rate 

which we think enables $4.7bn in labor cost savings (through a 43k headcount reduction), 

and $2.6bn in cost reduction opportunities from lower SG&A, R&D, advertising, and 

engineering. We also see a $900mn tailwind from retiree expense from the remaining P&L 

impact of the UAW VEBA and possibly lower legacy pension expenses if Ford/GM are able 

to renegotiate benefits to lower the underfunded levels of their US pension plans.  

Market share and pricing likely a positive for the first time in 

decades 

For Ford we see market share gains and pricing as important offsets to industry 

volumes which we think will remain below trend for some time. We are not calling for 

a sudden end to the competitive pressures from foreign brands which have driven Ford 

share down every year since 1994. But over the next three years we see substantial share 

opportunities from a 590bp decline in Chrysler share (which assumes a successful alliance 

with Fiat) and a 610bp decline in GM share exacerbated by the elimination or sale of 

Pontiac, Saturn, Hummer, and Saab. We see this driving a modest increase in Ford share 
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of 60bp from 2009-2012, with share rising by 220bp in a case where Chrysler goes into 

liquidation. In Exhibit 2 we lay out the sensitivity of EBIT and EBIT margins in different 

sales and competitive scenarios for Ford and GM. We think this illustrates the high level of 

operating leverage in their cost structures with significant variances in profitability 

depending on the SAAR and share outlook for 2012.    

Ford currently enjoys better pricing momentum than GM, something we see 

sustained by a 1.5mn reduction in global capacity at Ford and more than 4mn unit 

reduction at GM. As we show in Exhibit 3 below, since the early 1970s changes in 

capacity utilization have been a pretty good predictor of changes in average transaction 

prices with an R squared of 45%. We think the stage is set for much better pricing as we 

bounce back from the current utilization trough on the back of higher sales and industry 

wide restructuring.  

Exhibit 1 summarizes the principal drivers of the 2009-2012 profit improvement we 

expect for GM and Ford.  

Exhibit 1: We see an opportunity to drive profit improvements of $11bn and $9.3bn for GM and Ford, respectively 

Summary of positive and negative factors impacting Ford and GM EBIT from 2009-2012 

Impact on GM Impact on Ford
EBIT EBIT

Positive

Split

Negative

Total improvement in EBIT $11,045 $9,303

EBIT '09-'12

Mix

Pricing

US market share

Global Volume

Labor costs

Other structural

Product costs

Retiree expense

($4,235) ($2,096)

($825) ($1,214)

($4,367) $511

$3,255 $2,775

$610

$129

- NA: see positive mix in 2009 due to car overbuild in '08, but becoming a headwind 
again in 2010-2012 given rotation to small cars 
- International: Model a very gradual mix improvement in out years from higher 
content  

-See pricing turning positive across all regions in line with improved capacity 
utilization
-Ford stands to benefit more given strong pricing momentum in international 
markets particularly Europe

- A Significant margin opportunity at both GM and Ford from a lagged decline in 
commodity costs and healthier supply base offsetting headwinds from stepped up 
content 

- GM: International volume recovery muted, potentially weakened OPEL/Vauxhall 
brand exacerbates Euro headwinds
- Ford: Soft international volume recovery and effect of deconsolidation of Mazda 

- GM: Assume organic share loss of 300bp, and a 300bp impact from elimination 
Pontiac, Hummer, Saab, Saturn net of share gains from Chrysler 
- Ford: Assume organic share loss of 75bp, more than offset from share gains from 
Chrysler and GM

- Unprecedented opportunity to reduce headcount at both companies
- GM: Assuming a reduction of 4.4mn units of capacity and 84k employees
- Ford: Assuming a reduction of 1.5mn units of capacity, and 43k employees

- Benefits from UAW VEBA, and our assumptions of a freezing of US legacy 
pension expense at both GM and Ford
- A return to more normalized international pension expense following very low 
levels in 2008 is a partial offset  

$1,142

$891

- GM: See large structural cost opportunities in advertising, SG&A and R&D from 
brand eliminations 
- Ford: See more moderate cost cuts facilitated by lower volume and global 
platforms 

$7,728 $4,731

$8,750 $2,564

 

Source: Goldman Sachs research. 
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Exhibit 2: Profit varies significantly with the sales and share outlook for the US  

EBIT and EBIT margins under varying share and SAAR scenarios 

Ford GM
Operating margins

0.0% 12000 13000 14000 15000 16000 17000 0.0% 12000 13000 14000 15000 16000 17000
14.1% 3.7% 4.1% 4.4% 4.8% 5.1% 5.4% 15.1% 2.4% 3.1% 3.8% 4.3% 4.9% 5.4%
14.6% 3.9% 4.2% 4.6% 4.9% 5.2% 5.5% 15.6% 2.7% 3.4% 4.1% 4.6% 5.2% 5.7%
15.1% 4.0% 4.4% 4.7% 5.1% 5.4% 5.7% 16.1% 2.9% 3.6% 4.4% 4.9% 5.5% 6.0%
15.6% 4.2% 4.6% 4.9% 5.3% 5.6% 5.9% 16.6% 3.2% 3.9% 4.7% 5.2% 5.8% 6.3%
16.1% 4.3% 4.7% 5.1% 5.4% 5.7% 6.0% 17.1% 3.5% 4.2% 4.9% 5.4% 6.0% 6.6%
16.6% 4.5% 4.9% 5.2% 5.6% 5.9% 6.2% 17.6% 3.7% 4.4% 5.2% 5.7% 6.3% 6.8%

EBIT

0.0% 12000 13000 14000 15000 16000 17000 0.0% 12000 13000 14000 15000 16000 17000
14.1% $3,926 $4,468 $5,010 $5,552 $6,094 $6,636 15.1% $2,635 $3,489 $4,343 $5,197 $6,051 $6,906
14.6% $4,157 $4,718 $5,279 $5,841 $6,402 $6,963 15.6% $2,974 $3,857 $4,739 $5,622 $6,505 $7,388
15.1% $4,387 $4,968 $5,572 $6,129 $6,709 $7,290 16.1% $3,314 $4,225 $5,299 $6,047 $6,958 $7,870
15.6% $4,618 $5,218 $5,818 $6,417 $7,017 $7,616 16.6% $3,654 $4,593 $5,532 $6,472 $7,411 $8,351
16.1% $4,849 $5,468 $6,087 $6,706 $7,325 $7,943 17.1% $3,993 $4,961 $5,928 $6,896 $7,865 $8,833
16.6% $5,080 $5,718 $6,356 $6,994 $7,632 $8,270 17.6% $4,333 $5,329 $6,325 $7,321 $8,318 $9,315

 

Source: Company reports and GS research estimates. 

 

 

Exhibit 3: Greater industry capacity utilization will lead to improved pricing 

Capacity utilization and pricing have shown a strong positive correlation 
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Source: BEA, Federal Reserve. 

Not worried about Ford becoming the next American Airlines  

It has been speculated by some that a trip through bankruptcy court for GM could 

ultimately create a leaner and more efficient competitor which would prove harmful for 

Ford. The example of American Airlines comes to mind which was a large legacy carrier 

which did not file for Chapter 11 and remained saddled with an inferior cost structure 

relative to its peers putting it in a more difficult competitive position.  

We do not believe this would be the case for two reasons: 

(1) We believe that Ford would likely get parity with GM for any additional changes 

made to the per-hour level of compensation for its US hourly workers. The UAW has 

historically been unwavering about adhering to pattern bargaining which is designed to 
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prevent any competitive disadvantages among the Detroit Three based on labor costs. 

Given the significant downsizing of the domestic auto industry we are experiencing we 

think the incentive for keeping Ford competitive is stronger than ever.  

(2) GM is coming from a weaker base of operations than Ford. We do indeed believe 

that GM will be able to cut deeper into its cost structure through bankruptcy by 

accelerating headcount reductions and eliminating fixed costs associated with closed or 

sold brands. Consistent wit this we are forecasting an operating margin improvement for 

GM of 830bp from 2009-‘12 vs. Ford’s 760bp improvement. But by virtue of GM’s lower 

2008 EBIT margin, both companies wind up in the same profitability zip code with 2012 

EBIT attaining 4.7% for Ford vs 4.4% for GM.  

See 58% upside to our new Ford price target of $6  

With Ford likely to be loss making in the coming 2 years, most of the equity value is driven 

from profitability in out years. By definition this will make the company more sensitive to 

changes in sector sentiment and the discount rates which investors are using, so 

admittedly an investment in Ford is not for risk averse investors. But on our new estimates 

we see considerable upside in Ford shares in spite of the significant cash burn we 

expect in 2009 and 2010, and the dilutive impact the from the assumed equitisation of 

$6.5bn in UAW VEBA assets.   

In Exhibit 4 we show how we derive our $6 price target. We use the average of two 

methodologies: (1) valuing the automotive assets using EBITDA plus pension and OPEB 

net of service cost, then adding back the value of unconsolidated affiliates and cash and 

subtracting out debt, retiree liabilities, and minority interest; and (2) simply using a 12X 

multiple on consolidated EPS. As these outcomes are future values we discount them back 

to the present using a cost of equity of 15%. On our new estimates Ford shares are 

worth $6 if we are willing to look out to 2012 which is the period when think Ford will 

be able to attain normalized margins and that SAAR will reach trend levels of 14mn.  
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Exhibit 4: Valuation shows much upside for Ford post restructuring 

P/E and EV/EBITDAP valuation framework for Ford  

2009E 2010E 2011E 2012E 2013E

EBITDAP valuation

EBIT ($5,822) $873 $3,992 $5,572 $6,216
D&A $6,035 $6,484 $6,156 $6,494 $6,873
EBITDA $212 $7,357 $10,148 $12,065 $13,090

Total pension/opeb adjustment1 $749 $543 $535 $532 $532

EBITDAP $961 $7,901 $10,682 $12,598 $13,622

Multiple 5.0x 5.0x 5.0x 5.0x 5.0x 

Automotive EV $4,807 $39,503 $53,411 $62,988 $68,108

-Debt liabilities2 ($26,046) ($26,046) ($26,046) ($26,046) ($26,046)

+Cash b.o.p $25,429 $11,967 $8,381 $8,496 $10,685
Burn/generation ($13,462) ($3,586) $114 $2,190 $2,787
Cash e.o.p $11,967 $8,381 $8,496 $10,685 $13,472

-Retiree related3 ($25,430) ($25,430) ($25,430) ($25,430) ($25,430)

+FMCC4 $7,246 $7,246 $7,246 $7,246 $7,246

+Affiliates $1,069 $1,069 $1,069 $1,069 $1,069

-Minority interest ($1,195) ($1,195) ($1,195) ($1,195) ($1,195)

Equity Value n.a $7,114 $17,436 $27,127 $34,438

Shares5 2871 3185 3485 4010 4153

Value per share n.a $2.23 $5.00 $6.76 $8.29

Period 0 1 2 3 4
Haircut6 0% 13% 24% 34% 43%
PV per share n.a $2 $4 $4 $5

P/E valuation

EPS (2.68)$      (0.32)$      0.59$       0.96$       1.09$       

Multiple 12.0x 12.0x 12.0x 12.0x 12.0x 

Value per share n.a n.a 7.11$       11.55$     13.08$     

Period 0 1 2 3 4
Haircut6 0% 13% 24% 34% 43%
PV per share n.a n.a $5 $8 $7

Average of valuations $2 $5 $6 $6

1 Pension and OPEB expense minus estimated service cost
2 4Q08 debt adjusted for $10.1bn revolver draw and $9.9bn debt reduction from tender offer
3 Assume VEBA is 50% equitized; includes global pension and OPEB
4 Value adjusted for $2.1bn in FMCC cash used for tender offer
5 Assumes full conversion of $6.5bn in OPEB liabilities to equity over a 10-year period
6 Based on a 15% cost of equity  

Source: Company reports and Goldman Sachs research estimates. 
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Investing at the sales trough has typically been a winning strategy 

for Ford 

In addition to valuation, we see Ford’s performance history in recessions as 

supporting an investment in Ford. As we show in Exhibit 5, in past recessions the trough 

in the SAAR and Ford’s share price have typically come with within a few months of each 

other. Further, the trough in the SAAR would have been a very good time to buy the 

shares in past recessions, a strategy which would have yielded 106% from November 1974, 

98% from April of 1991, and a more than 13 fold appreciation from December 1981. Again 

this would represent an investment at the time of the SAAR trough (not the Ford trough), 

and held until Ford shares reached their next peak. We believe a similar pattern is likely to 

play out in the current recession, and as such we think there is significant upside even post 

the significant rally we have seen in the shares since their February lows.    

Exhibit 5: Buying Ford at the SAAR trough has been a very profitable strategy  

Shaded areas represent periods where Ford shares gained post the SAAR trough  

SAAR Ford Ford Ford trough vs
trough trough peak SAAR Ford Market Relative

Nov' 74 Nov' 74 Apr '78 Coincident 106% 38% 68%

Dec'81 Oct'81 Jan '89 2 months prior 1368% 143% 1225%

Apr'91 Dec'90 Dec'93 4 months prior 98% 24% 74%

Return from investing at a SAAR trough
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Source: Factset. 
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Increasing our US auto sales forecast to 11mn from 10mn  

 

We had previously been skeptical about calling a bottom in auto sales in our March 19 

note. But two important drivers have changed:  

(1) Consumer confidence has begun to improve which we see as the largest short 

term driver of auto sales, responsible for driving the SAAR well below levels seen in the 

last 3 recessions on a household adjusted basis. This is evidenced in the most recent 

preliminary University of Michigan consumer sentiment survey which posted its second 

consecutive improvement from albeit record lows.  

(2) The prospects for a scrappage plan endorsed by the Obama administration has the 

potential to add between 750k to 1mn units to new vehicle sales, in our view, 

materially reducing the risk of further downside. This assumes an incentive of between 

$5000-$7000 (net of a forgone trade in of $3000 as old vehicles must be recycled), a price 

elasticity of 0.9, and an addressable market of 40%. This is a bit lower than what we 

estimate as the market of cars above 8 years old, but we temper this by the fact that a 

smaller proportion of owners of these older vehicles will be in a financial position to buy a 

new car vs. the average.   

We are raising our 2009 auto sales estimate to 11mn from 10mn previously. We are 

maintaining our 2010, 2011, and 2012 estimates at 12mn, 13mn, and 14mn, as we believe 

the payback from the incentive program could be spread out over a longer period in a 

rising demand environment. We also believe the sequential sales increase of 9% we model 

from 2009 to 2010 is conservative relative recoveries post the trough in past recessions.   

Raising coverage view to Neutral from Cautious  

The real likelihood of a bottoming in auto sales is also driving our decision to raise 

our sector coverage view to Neutral from Cautious. As with Ford, the SAAR trough has 

traditionally been a good buying opportunity for the sector yielding 176% upside on 

average. But this is counterbalanced by the high likelihood of GM and Chrysler 

bankruptcies, and even the possibility of a Chrysler liquidation that we currently face. For 

many suppliers we see additionally idled capacity from cancelled contracts and even 

potentially impaired trade receivables as real risks. This keeps us on the sidelines on 

names with high GM/Chrysler exposure like MGA, LEA, TRW, and TEN, and keeps us from 

moving to an Attractive view at this time.  

That said, we have raised price targets across the sector to reflect: (1) new estimate 

changes we have made on the back of our increased 2009 auto sales forecast, and (2) a 

sector-wide reduction in the perceived default risk as implied by the 5-year CDS. Our new 

price targets are shown below in Exhibit 6. Please see Exhibits 27 and 28 for the complete 

detail on our estimate changes and our price target methodology. 
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Exhibit 6: Summary Price target analysis 

Old New Old New
%age 

upside/downside
Ford F Neutral Conv. Buy $2.25 $6.00 63%
General Motors GM RS RS - - NA
ArvinMeritor ARM Neutral Neutral $0.80 $1.25 10%
BorgWarner BWA Buy Buy $25.00 $28.00 16%
Johnson Controls JCI Neutral Neutral $10.00 $15.00 -7%
Lear LEA Neutral Neutral $0.70 $0.75 1%
Magna MGA Sell Sell $20.00 $25.00 -26%
Tenneco TEN Neutral Neutral $1.80 $2.10 -5%
TRW TRW Neutral Neutral $2.75 $6.00 -4%
Goodyear GT Sell Sell $4.00 $7.00 -23%
Federal-Mogul FDML Buy Conv. Buy $10.00 $13.00 35%

GS Rating Target Price

OEM

Supplier

Company Ticker

 

Source: Goldman Sachs Research. 

 

The anatomy of Ford and GM’s global operating turnaround  

On a global basis we think Ford and GM can walk to an EBIT margin of close to 5.0% 

by 2012 by simultaneously increasing variable margins and reducing fixed costs as % 

sales by 400bp and 640bp, respectively, through aggressive restructuring and the 

benefit of a return to normalized SAAR levels.  

We see three key determinants for contribution margins: 

(1) An improvement in pricing: For Ford this comes from a continuation of price 

increases in international ops, and a return to positive pricing in NA where we expect a 

significant capacity rationalization to lower the average incentive spend per unit which has 

run roughly $1000 above the industry average over the past 5 years. Pricing for GM was 

negative in all regions outside of Latin America in 2008, so we model a gradual recovery in 

its international ops as its brand footprint is rightsized, as well as in NA.  

Both companies have significant new product launching in the next two years which 

is also likely to help pricing. We think Ford has more upside from product as it is 

launching on or renewing a large number of core vehicles. Redesigns for the Fusion and 

Taurus are key volume entries and the new Explorer launched next summer has the 

potential to re-capture some of the defected Ford SUV buyers. Also critical will be the 

launch of the Focus and Fiesta which are high volume and based on platforms shared with 

their European versions. We think platform sharing has the potential to be a key source of 

cost saves for Ford, particularly as a mix rotation to small cars in the US makes the 

European models more relevant.  

GM for its part is launching the Volt, Chevy Cruze, Camaro and the new versions of the 

Cadillac CTS coupe and Equinox among others. All should help, but the line up seems thin 

on volume with only the Cruze and potentially the Equinox as high volume entrants. While 

GM continues to invest in new product we think the execution side has likely been 

impacted by the significant distractions of the last six months. We would also highlight 

that GM’s ability to benefit from global platform efficiencies is highly impacted by weather 

or not it maintains access to the designs and technology of OPEL/Vauxhall. This subsidiary 

makes up the core of GM’s European product, but GM is in danger of loosing a majority 

ownership potion. 
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(2) Improved material costs: We also see both companies benefiting from lower variable 

product costs as new raw material contracts are renegotiated throughout this year in a 

lower spot environment, and as a pruning of the supply base leaves the industry with 

fewer but healthier suppliers that have the throughput to produce more efficiently and 

require less OEM assistance. We model a partial negative offset from product adds from 

additional customer contenting and stepped up emissions regulations particularly for 

heavy duty pickups in 2011.  

(3) Mix remains a contribution margin headwind: As we show in Exhibits 11 and 12, 

despite a temporary reprieve we expect in 2009 due to the overbuild of car inventories last 

year, we see mix as a longer term headwind worth $300mn-$500mn per year for both Ford 

and GM. This is based on the continued rotation to small cars as oil prices increase from 

current levels which is our base case assumption.  

Also see a significant opportunity to lower fixed costs: 

Our expectations for Ford and GM’s fixed cost improvements are summarized in 

Exhibits 8 and 10. If GM can use bankruptcy to jettison redundant brands, and reduce its 

headcount and capacity to achieve proper levels of utilization we estimate it could lower 

fixed cost as % of sales by 640bp from 2009-2012 which is more than the 400bp 

improvement we forecast for Ford. As mentioned previously, however, we believe GM is 

currently operating less efficiently with global fixed cost at 34% of sales in 2008 versus our 

estimate of 31% for Ford. As such we see both companies able to attain similar fixed cost 

ratios of 27% of sales by 2012. 

By far the largest contributors are a reduction in worldwide payroll and retiree expense 

which is driven by a lower headcount and lower active benefits and legacy expense, which 

are explored in much more detail in Exhibits 19-22. We also see significant improvements 

in other fixed cost like SG&A, Advertising and Engineering; although at Ford we see these 

items as somewhat more stable on a % of sales basis as it will not have the structural 

benefit of a reduced brand count like GM.  

Two areas of fixed cost which we see rising as a % of sales are depreciation, as we assume 

both GM and Ford will need increase their capex spending per unit which is presently well 

below global peers; and R&D at GM which also lags its global competitors on a per unit 

basis which we don’t see as sustainable.  
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Exhibit 7: Ford global profit walk  

2008 2009E 2010E 2011E 2012E 

EBIT b.o.p ($396) ($3,731) ($5,822) $873 $3,992

Volume ($4,961) ($8,471) $2,582 $2,049 $2,254 Based on US SAAR of 14mn and market share of 15% by 2012 
Mix ($1,939) ($123) ($373) ($289) ($430) Mix continues to worsen driven by further rotation to small cars
Pricing ($700) $63 $215 $351 $512 Higher capacity utilization leads to improved pricing
Worldwide payroll $2,500 $1,220 $1,495 $1,648 $368 Based on an assumed 43k global headcount reduction
Reitree expense $1,200 $529 $343 $15 $4 Based on UAW VEBA and parity with GM on lowered legacy pension expense
Other fixed $1,568 $3,481 $290 ($79) ($1,128) Lower R&D from global platforms. Advertising and SG&A down in line with sales 
Product costs ($1,100) $1,209 $2,143 ($577) $0 +Global procurement, + lower raw mats - product ads 
Hedging and other $97 $0 $0 $0 $0 No headwind assumed in subsequent years

EBIT e.o.p ($3,731) ($5,822) $873 $3,992 $5,572

Margin -2.9% -5.9% 0.8% 3.6% 4.7%

memo: variable margin 28% 29% 31% 31% 32%
memo: fixed cost % of sales 31% 35% 31% 28% 27%

Comments

 

Source: Company data and Goldman Sachs research estimates. 

 

Exhibit 8: See Ford reducing fixed costs as % sales by 400bp  

Fixed costs as a percentage of revenue 

2004 2005 2006 2007 2008 2009E 2010E 2011E 2012E Comments

Fixed costs

SG&A (ex advertising and salaried) $1,901 $2,776 $2,355 $3,992 $2,907 $1,975 $2,122 $2,238 $2,361 Gradually declines to 2% of sales historical run rate
R&D $7,400 $8,000 $7,200 $7,500 $7,300 $5,802 $5,356 $5,768 $6,180 Like GM maintained at $1000 per unit in out years
Advertising $4,700 $5,000 $5,100 $5,400 $4,600 $3,654 $3,820 $3,917 $4,132 Moderates less than GM, as Ford is not disposing of any brands
Depreciation $6,398 $8,133 $8,958 $6,763 $5,821 $6,035 $6,484 $6,156 $6,494 Capex rises to 5.5% of sales, and convergence to a 1x Capex/Depr ratio
Worldwide payroll $19,406 $19,848 $19,489 $17,072 $15,397 $14,177 $12,682 $11,033 $10,666 See Exhibit 19
Reitree expense $3,343 $4,490 $4,303 $3,591 $1,906 $1,377 $1,034 $1,019 $1,015 See Exhibit 20
Other structural $1,633 $637 $875 $848 $1,967 $1,648 $1,042 $823 $864 Declines to $125 a capacity unit on global platforms and restructuring

TOTAL $44,782 $48,884 $48,280 $45,166 $39,897 $34,667 $32,539 $30,955 $31,712

% of revenue

SG&A (ex advertising and salaried) 1% 2% 2% 3% 2% 2% 2% 2% 2%
R&D 5% 5% 5% 5% 6% 6% 5% 5% 5%
Advertising 3% 3% 4% 3% 4% 4% 4% 4% 4%
Depreciation 4% 5% 6% 4% 5% 6% 6% 6% 6%
Worldwide payroll 13% 13% 14% 11% 12% 14% 12% 10% 9%
Reitree expense 2% 3% 3% 2% 1% 1% 1% 1% 1%
Other structural 1% 0% 1% 1% 2% 2% 1% 1% 1%

TOTAL 30% 32% 34% 29% 31% 35% 31% 28% 27%

400bp improvement 
to EBIT margins  

Source: Company data, Goldman Sachs research estimates. 
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Exhibit 9: GM global profit walk  

2008 2009E 2010E 2011E 2012E 

EBIT b.o.p $2,293 ($5,746) ($13,666) ($2,267) $1,843

Volume ($6,700) ($13,737) $1,325 $1,351 $2,458 US SAAR of 14mn and market share of 16% by 2012 
Mix ($3,700) $275 ($532) ($519) ($49) Mix temporarily positive in NA due to over build of cars in 2008
Pricing ($2,800) ($381) ($268) $237 $541 Higher capacity utilization leads to improved pricing
Worldwide payroll $1,200 $1,344 $2,655 $2,973 $757 84k global headcount reduction including eliminated brands  
Reitree expense $1,800 ($1,222) $1,754 $57 $21 Impact of UAW VEBA and assumed renegotiation of pension liab
Other fixed ($700) $4,325 $4,054 $643 ($271) R&D, engineering and advertising savings from eliminating brands
Product costs $1,761 $1,477 $2,411 ($632) $0 Lagged benefits of commodities and global sourcing
Hedging and other $1,100 $0 $0 $0 $0 No net benefit assumed in subsequent years

EBIT e.o.p ($5,746) ($13,666) ($2,267) $1,843 $5,299

Margin -3.9% -12.7% -2.1% 1.6% 4.4%

memo: variable margin 30% 30% 32% 31% 32%
memo: fixed cost % of sales 34% 43% 34% 30% 27%

Comments

 

Source: Company data and Goldman Sachs research estimates. 

 

Exhibit 10: See GM lowering fixed costs as % of sales by 640bp  

Fixed costs as a % of revenue 

2004 2005 2006 2007 2008 2009E 2010E 2011E 2012E Comments

Fixed costs

SG&A (ex advertising and salaried) $1,581 $2,020 $2,454 $3,934 $4,035 $3,222 $2,188 $2,248 $2,401 From continuing ops; falls in line with historical 1% of sales average
R&D $6,500 $6,700 $6,600 $8,100 $8,000 $6,498 $6,026 $6,322 $6,777 R&D rises to $1000 per unit - broadly in line with global peers 
Advertising $5,200 $5,800 $5,400 $5,500 $5,300 $4,297 $3,829 $3,597 $3,842 Drops faster than sales due to reduced band footprint
Depreciation $8,600 $10,073 $8,200 $8,300 $8,133 $7,987 $7,521 $7,493 $7,204 Capex rises to 6% of sales, and convergence to a 1x Capex/Depr ratio
Worldwide payroll $20,327 $21,500 $22,300 $18,000 $16,800 $15,456 $12,801 $9,828 $9,072 See Exhibit 21
Reitree expense $6,776 $7,961 $4,111 $3,961 $2,161 $3,383 $1,629 $1,572 $1,551 See Exhibit 22
Other structural $3,016 $946 $2,735 $4,605 $5,671 $4,810 $3,196 $2,458 $2,165 Assume $300 a capacity unit; fewer brands enable lower engineering cost

TOTAL $52,000 $55,000 $51,800 $52,400 $50,100 $45,653 $37,191 $33,518 $33,011

% of revenue

SG&A (exl hourly labor and R&D) 1% 1% 1% 2% 3% 3% 2% 2% 2%
R&D 4% 4% 4% 5% 5% 6% 6% 6% 6%
Advertising 3% 4% 3% 3% 4% 4% 4% 3% 3%
Depreciation 5% 6% 5% 5% 6% 7% 7% 7% 6%
Worldwide payroll 13% 13% 13% 10% 11% 14% 12% 9% 8%
Reitree expense 4% 5% 2% 2% 1% 3% 1% 1% 1%
Other structural 2% 1% 2% 3% 4% 4% 3% 2% 2%

TOTAL 32% 34% 30% 29% 34% 43% 34% 30% 27%

An 640bp boost 
to EBIT margins

 

Source: Company data and Goldman Sachs research estimates. 
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Exhibit 11:  See mix as a long-term negative for Ford 

Estimated EBIT impact from segment rotation  

 Exhibit 12: Also see mix as a headwind for GM 

EBIT impact from segment rotation 

 FORD 2008 2009E 2010E 2011E 2012E
Subcompact Car 10% 8% 11% 14% 16%
Speciality 4% 5% 6% 5% 5%
Mid-Size 14% 13% 13% 12% 12%
Full Size 7% 7% 6% 5% 3%
Luxury 3% 3% 3% 3% 2%
Total Cars 38% 36% 39% 38% 38%
Lower CUV 11% 10% 9% 10% 12%
Mid Size CUV 10% 8% 11% 13% 15%
Mid Size Pickup 5% 4% 3% 2% 0%
Mid Size SUV 4% 4% 1% 0% 0%
Mid Size Van 0% 0% 0% 0% 1%
Full Size Van 6% 6% 6% 7% 6%
Full Size SUV 3% 3% 3% 2% 1%
Full Size Pick Ups 24% 30% 28% 27% 26%
Total Trucks 62% 64% 61% 62% 62%

Mix Impact ($1,080) $368 ($317) ($308) ($451)

  GM 2008 2009E 2010E 2011E 2012E
Small Car 14% 12% 14% 17% 17%
Mid Size Car 17% 16% 14% 13% 15%
Fullsize/ Luxury 14% 12% 11% 10% 11%

Total Cars 45% 39% 40% 41% 43%

T900 pickup 18% 28% 24% 23% 22%
T900 SUV 8% 9% 8% 7% 7%
Mid UT/ mid crossover 11% 8% 8% 8% 9%
Vans 6% 4% 5% 5% 5%
Other 12% 13% 15% 16% 14%

Total Trucks 55% 61% 60% 59% 57%

Mix Impact ($2,168) $1,073 ($420) ($515) ($110)

Source: CSM, Goldman Sachs Research estimates 
 

Source: CSM, Goldman Sachs Research estimates 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



April 21, 2009   Americas: Automobiles 

Goldman Sachs Global Investment Research 14 

Looking at the new GM and Ford vs. global peers 

After having walked to our new estimates for profitability post restructuring it 

remains for us to see if Ford and GM would be globally competitive at these new 

forecasted levels. Based on the benchmarking analysis we have done comparing them 

to their global peers in Exhibits 13-18, our conclusion is that they would be.   

As we show in Exhibit 13, our forecasts are consistent with a restructured Ford and GM 

attaining an average EBIT per unit of $900 and $780. This would be well above the 

depressed industry average of $421 seen in 2008, and within a reasonable distance of the 

sector average over the last 5 years of roughly $1000.  

Exhibit 13: We see a restructured GM/Ford attaining profitability slightly below historical 

industry averages 

5-year global average, $US 

Industry EBIT per unit 
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Source: Company reports and GS Research estimates. 

Ultimately we think the lion’s share of Ford and GM’s competitiveness would be from 

lower cost, based on an unprecedented opportunity to restructure. Under our new 

forecasts, Ford and GM would have an average 2012 revenue per unit of $19,100 and 

$17,600, which is $1400 and $500 below where it was in 2008 - based on a higher 

proportion of sales coming from Latin America and Non-Japan-Asia were revenue per unit 

tends to be lower. As highlighted in Exhibit 14, this would also be well below the revenue 

per unit of their primary European and Japanese competitors.  

But as we show in Exhibit 15, on key cost metrics like average labor costs as % of sales, 

GM and Ford already rank towards the middle, and the restructurings we have modeled 

would in fact put them towards the better end of the range. While retiree expense would 

still remain above average, as shown in Exhibit 16, it would not change the outcome given 

the still substantial cost reduction we expect in this area.  
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Pulling these pieces together, this points to a global auto environment where Ford and GM 

continue to have a disadvantage to the European and Japanese brands in terms of 

revenue and contribution per unit, but where significant strides in structural costs are 

sufficient to get them close to (but still below) their global peers in terms of profitability. 

Exhibit 14: GM and Ford have lagged global OEM peers through good and bad times 

Revenue and EBIT per unit and EBIT margins for global OEMs 2004-2008, $US 

US 2004 2005 2006 2007 2008 2004 2005 2006 2007 2008 2004 2005 2006 2007 2008

GM $17,833 $17,800 $18,645 $19,190 $18,138 $194 ($43) ($69) $247 ($705) 1.1% -0.2% -0.4% 1.3% -3.9%
Ford $20,136 $21,175 $19,846 $21,231 $20,474 $113 ($180) ($834) ($54) ($591) 0.6% -0.9% -4.2% -0.3% -2.9%

US OE average $18,984 $19,488 $19,246 $20,210 $19,306 $154 ($112) ($452) $96 ($648) 0.8% -0.5% -2.3% 0.5% -3.4%

Japan

Toyota $22,211 $22,240 $22,709 $24,399 $26,314 $1,839 $1,912 $2,086 $2,149 ($423) 8.3% 8.6% 9.2% 8.8% -1.6%
Nissan $21,783 $22,215 $22,579 $23,869 $24,100 $2,101 $2,007 $1,620 $1,694 ($577) 9.6% 9.0% 7.2% 7.1% -2.4%
Honda $23,975 $25,056 $24,989 $25,633 $26,864 $1,545 $2,031 $1,723 $1,867 $336 6.4% 8.1% 6.9% 7.3% 1.3%

Japan OE average $22,656 $23,170 $23,426 $24,633 $25,759 $1,829 $1,983 $1,810 $1,903 ($221) 8.1% 8.6% 7.8% 7.7% -0.9%

Europe

BMW $44,435 $42,259 $44,135 $49,983 $50,626 $3,486 $2,838 $2,823 $3,204 $2,131 7.8% 6.7% 6.4% 6.4% 4.2%
Diamler $51,079 $50,298 $52,137 $56,508 $55,920 $2,847 $674 $3,277 $5,211 $2,924 5.6% 1.3% 6.3% 9.2% 5.2%
Fiat $14,081 $14,083 $15,195 $16,733 $18,768 ($588) ($203) $187 $501 $481 -4.2% -1.4% 1.2% 3.0% 2.6%
PSA $16,923 $16,269 $16,817 $19,295 $19,035 $562 $331 $101 $349 ($103) 3.3% 2.0% 0.6% 1.8% -0.5%
Renault $19,482 $19,059 $20,662 $21,700 $22,374 $839 $414 $298 $495 ($172) 4.3% 2.2% 1.4% 2.3% -0.8%
Volkswagen $19,702 $20,188 $21,307 $22,228 $23,699 $273 $521 $786 $1,169 $1,330 1.4% 2.6% 3.7% 5.3% 5.6%

European OE average $27,617 $27,026 $28,375 $31,075 $31,737 $1,236 $763 $1,245 $1,822 $1,099 4.5% 2.8% 4.4% 5.9% 3.5%

Revenue per unit EBIT per unit EBIT margin

 

Source: Company reports and GS research estimates. 

 

Exhibit 15:  A post-restructuring GM and Ford would 

have below-average labor costs  

5-year average 

 Exhibit 16: Although we think that retiree expense 

would still be above average  

5-year average 
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Source: Company reports and GS research estimates. 
 

Source: Company reports and GS research estimates. 

 

As a final note, one of the refinements included in our forecasts for Ford and GM is an 

assumed increase in the amount of spending on R&D and Capex on a per unit basis to 

more closely align with industry averages. Our basic assumption here is that this is a 

pre-requisite for remaining competitive. As we can see from Exhibits 17 and 18, GM has 
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tended to under-invest on R&D relative to peers over the last 5 years and both GM and 

Ford were at the very bottom in terms of average capex per unit over this same period. In 

our new projections we model an increase in capex to roughly $1050 per unit for Ford and 

GM, and an increase in R&D to $1000 per unit (roughly flat for Ford but a $200 increase for 

GM).  

 

Exhibit 17:  We think GM will need to raise its per unit 

R&D spend  

$US 

 Exhibit 18: Ford and GM have been under spending on 

capex relative to peers 

$US 
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Source: Company data, Goldman Sachs research. 
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Focusing in on labor and retiree expense  

We see payroll expense as the single largest opportunity for cost saves. From 2009-

2012 we project a $4.7bn and $7.7bn tailwind for Ford and GM, respectively, 

equivalent to a reduction in fixed costs worth 2.9% and 3.8% of sales. This is driven by 

our expectation for a significant paring back of Ford and GM global capacity of 1.5mn 

and 4.4mn units, respectively, which we see driving headcount reductions of 43k and 

84k.  

The methodology outlined in Exhibits 19 and 21 takes our production forecasts by region 

and derives an appropriate level of capacity based on a specific capacity utilization target. 

The targets reflect the efficiencies we think GM and Ford can accomplish in the current 

environment which presents unprecedented opportunities for restructuring. We then use 

the ratio of employees per unit of capacity to forecast headcount on a regional level which 

drives our modeled payroll expenses.   

As we can see in Exhibits 19 and 21, capacity goals vary by each region and each company. 

But generally both Ford and GM have required much higher capacity utilization rates in 

Europe and NA to turn a profit than in Asia and Latin America. As we have noted 

previously we also give GM credit for reducing global capacity faster than Ford owing to 

our assumption that it will use bankruptcy to restructure. As a final note on the 

methodology, our analysis uses straight time capacity, which means that it is possible to 

achieve greater than 100% utilization by moving to an overtime level of production. We 

see Ford and GM achieving respective utilization rates of 89% and 94%, by 2012 on a 

straight time basis.   

Headcount a key driver of US hourly cost savings  

Lower headcount is a big part of the $2.8bn and $5bn in savings we project for Ford and 

GM’s US hourly wage and benefit expense as highlighted in Exhibits 20-22. However two 

additional key contributors are:  

(1) The UAW VEBA which takes over service cost and legacy OPEB expense for all existing 

hourly workers at Ford and GM as their health care liabilities are transferred to the UAW 

on Jan 1, 2010.   

(2) Our own assumption of a conversion of Ford and GM pension plans to a 401k style 

defined contribution plan where Ford and GM match up to 50% of the first 6% of an 

employee’s salary contribution. We also assume the UAW agrees to a reduction in benefits 

to eliminate the underfunded portion of the plan and remove legacy expense. 

But still see “all in” wages as slightly above those of the transplants in the US  

While the impact of benefit cuts are significant, we still don’t see them as sufficient to 

bring hourly wage and benefit cost to the $49/ per hour level associated with the 

transplants. As we illustrate in Exhibits 20 and 22, we project Ford and GM hourly workers 

attaining wages and benefits of $57/hr and $59/hr by 2012, which is down substantially 

from $69/hr and $76/hr, but still above Toyota, Honda, and Nissan. We expect to see wages 

tick down further beyond 2012 as GM and Ford begin to hire new employees under a lower 

Tier 2 wage, but under our current projections too few of these Tier-2s will be in the 

workforce to make a large difference over the next few years.    
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Exhibit 19: We assume a 43k headcount reduction at Ford on 89% capacity utilization by 2012 

Breakdown of capacity and headcount by region 

2008-2012
2001 2002 2003 2004 2005 2006 2007 2008 2009E 2010E 2011E 2012E Delta

North America

SAAR 17.1 16.8 16.6 16.9 17.0 16.6 16.1 13.2 11.0 12.0 13.0 14.0

Capacity 4,951 4,886 4,831 4,606 4,496 4,244 3,840 3,621 3,457 2,874 2,578 2,799 -822
Production 3,923 4,057 3,669 3,469 3,262 2,955 2,753 2,177 1,832 2,156 2,321 2,519 341
Capacity utilization 79% 83% 76% 75% 73% 70% 72% 60% 53% 75% 90% 90% 30%
Employees/1000 capacity units 26.5 26.2 26.9 26.7 30.2 28.8 23.2 20.8 20.0 20.0 20.0 20.0 -1
Employees 000s 131 128 130 123 135.7 122.4 89 75.2 69.1 57.5 51.6 56.0 -19

Europe

SAAR 17.1 16.6 17.3 17.8 17.8 18.4 18.7 17.2 13.5 13.9 14.3 14.7

Capacity 1,889 1,719 1,809 1,767 1,782 1,925 1,940 2,020 1,907 1,733 1,597 1,645 -375
Production 1,605 1,550 1,586 1,705 1,754 1,860 1,940 1,839 1,430 1,473 1,517 1,563 -276
Capacity utilization 85% 90% 88% 97% 98% 97% 100% 91% 75% 85% 95% 95% 4%
Employees/1000 capacity units 46.1 49.1 37.8 39.1 37.0 34.3 35.1 34.7 35.0 35.0 35.0 35.0 0
Employees 000s 87.0 84.4 68.3 69.0 66.0 66.0 68.0 70.0 66.7 60.7 55.9 57.6 -12

Latin America

Capacity 407 537 512 512 542 560 560 570 670 508 508 514 -56
Production 192 231 276 368 415 428 432 430 375 356 381 411 -19
Capacity utilization 47% 43% 54% 72% 77% 77% 77% 75% 56% 70% 75% 80% 5%
Employees/1000 capacity units 25 19 20 23 24 23 25 26 25 25 25 25 -1
Employees 000s 10.1 10.1 10.1 12.0 13.0 13.0 14.0 15.0 16.8 12.7 12.7 12.9 -2

Asia Pacific

Capacity 1,170 1,117 1,259 1,350 1,445 1,465 1,675 1,725 1,735 1,527 1,647 1,705 -20
Production 835 880 943 1,029 1,094 1,281 1,394 1,413 955 1,145 1,317 1,449 35
Capacity utilization 71% 79% 75% 76% 76% 87% 83% 82% 55% 75% 80% 85% 3%
Employees/1000 capacity units 15 16 14 13 12 12 10 9 9 10 10 10 1
Employees 000s 17.9 17.9 17.9 18.0 18.0 18.0 17.0 15.0 15.1 15.3 16.5 17.0 2

PAG/Volvo

Capacity 336 336 336 415 450 470 470 470 470 302 258 250 -220
Production 283 276 311 427 443 407 434 347 287 226 232 238 -109
Capacity utilization 84% 82% 93% 103% 98% 86% 92% 74% 61% 75% 90% 95% 21%
Employees/1000 capacity units 55.3 51.1 51 51 51 51 0
Employees 000s 26.0 24.0 24.0 15.4 13.2 12.8 -11

TOTAL

Capacity 8,753 8,595 8,747 8,650 8,715 8,664 8,485 8,406 8,239 6,945 6,588 6,913 -1,493
Production 6,838 6,994 6,785 6,997 6,967 6,930 6,952 6,206 4,879 5,356 5,768 6,180 -26
Capacity utilization 78% 81% 78% 81% 80% 80% 82% 74% 59% 77% 88% 89% 16%
Employees/1000 capacity units 25 24 23 23 23 23 -1
Employees 000s 214 199 192 162 150 156 -43

 Signifies a year with positive EBT margins

 Signifies a year with negative EBT margins
 

Source: Company data, Goldman Sachs Research estimates. 
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Exhibit 20: See a significant reduction in US hourly expense at Ford - which approaches but remains above transplants  

Wage, pension and retiree benefits 

2004A 2005A 2006A 2007A 2008A 1H:09 2H:09 2009E 2010E 2011E 2012E

US HOURLY HEADCOUNT
Total US hourly employees, BOY 74,302 81,289 70,266 45,503 37,371 35,867 37,371 34,364 28,566 25,627
Buyout/Attrition (6,987) 11,023 24,763 8,132 1,504 1,504 3,008 5,798 2,939 (2,189)
Total US hourly employees, EOY 74,302 81,289 70,266 45,503 37,371 35,867 34,364 34,364 28,566 25,627 27,816 Driven by capacity utilization analysis (Exhibit 19)
% of Total US 74% 72% 72% 65% 64% 64% 64% 64% 64% 64% 64%

US SALARIED HEADCOUNT
Total US salaried employees, BOY 26,106 30,989 27,732 24,074 20,986 20,141 20,986 19,297 16,041 14,391
Buyout/Attrition (4,883) 3,257 3,657 3,088 845 845 1,689 3,256 1,650 (1,229)
Total US salaried employees, EOY 26,106 30,989 27,732 24,074 20,986 20,141 19,297 19,297 16,041 14,391 15,620 Driven by capacity utilization analysis (Exhibit 19)

Total 100,408 112,278 97,998 69,578 58,357 56,009 53,661 53,661 44,607 40,018 43,436

WAGES

Basic hourly wage
Base wage $48.53 $48.53 $48.53 $48.53 $48.53 $48.53 $48.53 $48.53 $48.53 $48.53 $46.91 Includes adjustments for vacation, OT, FICA and other 
Base wage expense $7,500 $7,853 $7,649 $5,843 $4,183 $1,848 $1,772 $3,621 $3,176 $2,735 $2,607

UAW Pension benefits
Pension service cost $572 $661 $612 $418 $340 $150 $144 $294 $95 $82 $78

T1 pension/ hour $3.70 $4.08 $3.88 $3.47 $3.95 $3.95 $3.95 $3.95 $1.46 $1.46 $1.41 401K style matching 50% of first 6% of salary contributed 
Legacy cost excluding service cost ($298) ($315) $32 $221 $110 $55 $55 $110 $0 $0 $0 Assume Ford and GM get a deal to neutralize pension legacy cost

per hour ($1.93) ($1.95) $0.20 $1.83 $1.27 $1.44 $1.50 $1.47 $0.00 $0.00 $0.00
Total pension expense $275 $346 $644 $638 $450 $205 $199 $404 $95 $82 $78

UAW Retiree healthcare benefits
OPEB service cost $444 $575 $500 $299 $264 $0 $0 $0 $0 $0 $0

T1 OPEB/ hour $2.87 $3.55 $3.17 $2.48 $3.06 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 Service cost of existing hourly employees goes to zero
Legacy cost excluding service cost $1,503 $1,193 $1,266 $1,115 $384 $0 $0 $0 $0 $0 $0 UAW VEBA takes care of legacy costs

per hour $9.73 $7.37 $8.03 $9.26 $4.45 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
Total OPEB expense $1,947 $1,768 $1,766 $1,414 $648 $0 $0 $0 $0 $0 $0

Active hourly healthcare benefits (cash)
T1 active hourly healthcare/ hour $8.00 $8.00 $8.00 $8.00 $8.08 $8.16 $8.24 $8.20 $8.37 $8.53 $8.70
Healthcare inflation 1.0% 1.0% 1.0% 1.5% 2.0% 2.0% 2.0% 
Total active healthcare expense $1,236 $1,295 $1,261 $963 $696 $311 $301 $612 $548 $481 $484

US hourly wage summary
Total tier 1 wage, ex legacy portion $63.58 $62.48 $63.62 $60.64 $60.72 $60.68 $58.35 $58.52 $57.02

Total tier 1 wage, incl legacy portion $71.82 $73.58 $69.35 $62.08 $62.22 $62.15 $58.35 $58.52 $57.02

Annual hours 2,080 2,080 2,080 2,080 2,080 1040 1040 2,080 2,080 2,080 2,080

Wage expense with active benefits ($mn) $7,523 $5,483 $2,309 $2,217 $4,527 $3,819 $3,298 $3,169
change (yoy) ($957) ($708) ($521) ($129)

Wage expense with benefits for current retirees $8,859 $5,977 $2,364 $2,272 $4,637 $3,819 $3,298 $3,169
change (yoy) ($1,340) ($818) ($521) ($129)

Comments

Like GM, see insufficient 
new entry level employees 
to bring wages all the way 
down to transplant levels

 

Source: Company data, Goldman Sachs Research estimates. 
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Exhibit 21: Our base case headcount assumption for GM targets a 94% global capacity utilization level 

Breakdown of capacity and headcount by region 

2008-2012
2001 2002 2003 2004 2005 2006 2007 2008 2009E 2010E 2011E 2012E Delta

North America

SAAR 17.1 16.8 16.6 16.9 17.0 16.6 16.1 13.2 11.0 12.0 13.0 14.0

Capacity (000s) 6,030 6,185 6,235 5,980 5,395 4,999 5,515 5,587 4,910 3,254 2,583 2,762 -2,825
Production (000s) 5,078 5,605 5,437 5,181 4,807 4,649 4,267 3,450 2,408 2,603 2,583 2,762 -688
Capacity utilization 84% 91% 87% 87% 89% 93% 77% 62% 49% 80% 100% 100% 38%
Employees/1000 capacity units 34.3 32.0 30.5 30.3 32.1 30.4 25.2 20.8 23.0 23.0 23.0 23.0 2
Employees (000s) 207 198 190 181 173 152 139 116 112.9 74.8 59.4 63.5 -52

Europe

SAAR 17.1 16.6 17.3 17.8 17.8 18.4 18.7 17.2 13.5 13.9 14.3 14.7

Capacity (000s) 2,500 2,105 2,110 1,975 1,965 2,136 2,131 2,121 1,908 1,370 1,325 1,229 -892
Production (000s) 1,787 1,713 1,796 1,829 1,858 1,806 1,828 1,550 1,049 1,096 1,193 1,229 -321
Capacity utilization 71% 81% 85% 93% 95% 85% 86% 73% 55% 80% 90% 100% 27%
Employees/1000 capacity units 29.2 31.4 29.4 30.9 32.1 28.1 26.7 25.9 25.0 26.0 26.0 26.0 0
Employees (000s) 73.0 66.0 62.0 61.0 63.0 60.0 57.0 55.0 47.7 35.6 34.5 31.9 -23

Latin America

Capacity (000s) 830 830 830 845 875 935 1,015 1,110 1,255 994 940 902 -208
Production (000s) 575 561 547 716 775 830 960 961 733 696 752 812 -149
Capacity utilization 69% 68% 66% 85% 89% 89% 95% 87% 58% 70% 80% 90% 3%
Employees/1000 capacity units 29 29 28 34 35 34 33 32 28 32 32 32 0
Employees (000s) 24.0 24.0 23.0 29.0 31.0 32.0 34.0 35.0 35.1 31.8 30.1 28.9 -6

Asia Pacific

Capacity (000s) 1,528 1,560 1,695 1,835 2,070 2,450 2,710 2,840 2,862 2,510 2,243 2,323 -517
Production (000s) 256 307 420 1,333 1,562 1,896 2,231 2,184 1,717 1,632 1,795 1,974 -210
Capacity utilization NA NA NA 73% 75% 77% 82% 77% 60% 65% 80% 85% 8%
Employees/1000 capacity units 7 7 8 8 15 14 13 12 12 13 14 14 2
Employees (000s) 11.0 11.0 14.0 15.0 31.0 34.0 34.0 35.0 34.3 32.6 31.4 32.5 -2

TOTAL

Capacity (000s) 10,888 10,680 10,870 10,635 10,305 10,519 11,371 11,658 10,935 8,128 7,092 7,216 -4,442
Production (000s) 7,696 8,186 8,200 9,059 9,002 9,181 9,286 8,145 5,908 6,026 6,322 6,777 -1,368
Capacity utilization 71% 77% 75% 85% 87% 87% 82% 70% 54% 74% 89% 94% 24%
Employees/1000 capacity units 29 28 27 27 29 26 23 21 21 22 22 22 1
Employees (000s) 315 299 289 286 298 278 264 241 230 175 155 157 -84
memo "other" employees (000s) 4 3 2 2 2 2 2 2 2 0
Total including "other" (000s) 290 301 280 266 243 232 177 157 159 -84

 Signifies a year with positive EBT margins

 Signifies a year with negative EBT margins
 

Source: Company data, Goldman Sachs Research estimates. 
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Exhibit 22: US Hourly headcount reductions and benefit cuts drive nearly $5bn of fixed cost performance at GM  

Wage, pension and retiree benefits 

2004A 2005A 2006A 2007A 2008A 1H:09 2H:09 2009E 2010E 2011E 2012E

US HOURLY HEADCOUNT
Total US hourly employees, BOY 118,787 106,000 89,000 75,000 62,403 61,577 62,403 60,751 40,259 31,962
Buyout/Attrition 12,787 17,000 14,000 12,597 826 826 1,652 20,493 8,297 (2,218)
Total US hourly employees, EOY 118,787 106,000 89,000 75,000 62,403 61,577 60,751 60,751 40,259 31,962 34,180 Driven by capacity utilization analysis (Exhibit 21)

US SALARIED HEADCOUNT
Total US salaried employees, BOY 43340 41,464 38,160 35,520 34,231 29,650 29,258 29,650 28,865 19,128 15,186
Buyout/Attrition 1,876 3,304 2,640 1,289 4,581 392 392 785 9,737 3,942 (1,054)
Total US salaried employees, EOY 41,464 38,160 35,520 34,231 29,650 29,258 28,865 28,865 19,128 15,186 16,240 Driven by capacity utilization analysis (Exhibit 21)

WAGES

Basic hourly wage
Base wage $51.53 $51.53 $51.53 $51.53 $51.53 $51.53 $51.53 $51.53 $51.53 $51.53 $50.23 Includes adjustments for vacation, OT, FICA and other 
Base wage expense $12,731 $12,046 $10,450 $8,789 $7,363 $3,322 $3,278 $6,600 $5,413 $3,870 $3,455

UAW Pension benefits
Pension service cost $987 $1,005 $654 $564 $474 $214 $98 $312 $162 $116 $106

T1 pension/ hour $4.00 $4.30 $3.23 $3.31 $3.32 $3.32 $1.55 $2.44 $1.55 $1.55 $1.55 401K style plan, matching 50% of first 6% of salary contributed 
Legacy cost excluding service cost $298 $247 ($968) ($95) ($845) $436 $0.00 $436 $0 $0 $0 Assume deal with UAW to neutralize legacy cost

per hour $1.21 $1.06 ($4.77) ($0.56) ($5.92) $6.76 $0.00 $3.40 $0.00 $0.00 $0.00
Total pension expense $1,285 $1,252 ($314) $469 ($371) $650 $98 $748 $162 $116 $106

UAW Retiree healthcare benefits
OPEB service cost 509.4 $632 $496 $333 $217 $98 $97 $194 $0 $0 $0

T1 OPEB/ hour $2.06 $2.70 $2.45 $1.95 $1.52 $1.52 $1.52 $1.52 $0.00 $0.00 $0.00 Service cost of existing employees goes to zero
Legacy cost excluding service cost $3,314 $4,124 $2,103 $1,557 $773 $387 $387 $773 $0 $0 $0 VEBA takes care of legacy costs

per hour $13.41 $17.64 $10.37 $9.13 $5.41 $6.00 $6.08 $6.04 $0.00 $0.00 $0.00
Total OPEB expense $3,823 $4,756 $2,599 $1,890 $990 $484 $483 $968 $0 $0 $0

Active hourly healthcare benefits (cash)
T1 active hourly healthcare/ hour $5.83 $6.54 $6.66 $6.86 $6.93 $7.00 $7.07 $7.03 $7.17 $7.32 $7.46
Healthcare inflation 12.3% 1.7% 3.0% 1.0% 1.0% 1.0% 1.5% 2.0% 2.0% 2.0% 
Total active healthcare expense $1,440 $1,530 $1,350 $1,170 $990 $451 $450 $901 $754 $550 $513

US hourly wage summary
Total tier 1 wage, ex legacy portion $63.65 $63.29 $63.36 $61.66 $62.52 $60.25 $60.39 $59.24

Total tier 1 wage, incl legacy portion $72.22 $62.79 $76.12 $67.74 $71.96 $60.25 $60.39 $59.24

Annual hours 2,080 2,080 2,080 2,080 2,080 1040 1040 2,080 2,080 2,080 2,080

Wage expense with active benefits ($mn) $10,856 $9,044 $4,085 $3,922 $8,007 $6,329 $4,536 $4,075
change (yoy) ($1,037) ($1,678) ($1,793) ($461)

Wage expense with benefits for current retirees $12,318 $8,972 $4,907 $4,309 $9,216 $6,329 $4,536 $4,075
change (yoy) $244 ($2,887) ($1,793) ($461)

Comments

Don't see enough re-hiring at 
lower wages to drive hourly 
cost to tranplant levels of 

$49/hr

 

Source: Company data, Goldman Sachs Research estimates. 
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See Ford market share as likely to increase  

While a large part of this report has focused on the cost side we also see the next 

couple of years as likely to bring a significant restructuring of the revenue landscape 

as well. From Ford’s perspective the key opportunities are: (1) an expected 610bp decline 

in GM share exacerbated by the elimination or sale of Pontiac, Saturn, Hummer, and Saab, 

and (2) a 590bp decline in Chrysler share (in which we assume a successful alliance with 

Fiat).  

In our base case for Ford we assume an organic share loss to the transplants of 75bp from 

2009-2012 with most of this taking place in the next two years. But we then see a 

cumulative 60bp share gain from Chrysler, and 75bp gain from GM, putting Ford ahead by 

60bp by 2012. This assumes that Ford gains about 25% of Chrysler and GM share losses - 

which we see as reasonable given the extent of the product overlap and the likelihood that 

a portion of these customers will remain loyal to domestic brands.   

As we show in Exhibit 23, in our base case we assume that a restructured Chrysler rids 

itself of the weakest product and replaces it with 5 Fiat based entries (in keeping with 

Chrysler’s Feb 17 plan) for a net share loss of 2.2% from the product rotation on a 

proforma basis. Adding our assumption for organic share loss to transplants and some 

gains from GM gets us to a 590bp contraction in Chrysler share from now until 2012. 

Of course there are those who would not use a successful Chrysler/Fiat as their base case. 

Clearly, in a case where Chrysler/Fiat failed the share opportunity would be much greater. 

Assuming most of the Chrysler portfolio was wound down and that only the Jeep 

Wrangler and Grand Cherokee we preserved to be sold to another OEM, this would put 

980bp of share up for grabs and drive and estimated 220bp increase in Ford market share 

according to our estimates.     

Exhibit 23: We expect Chrysler to lose significant market share in either case 

Chrysler market share under different scenarios 

Chrysler survives Chrysler fails
Current Proforma Proforma

2008 2008 2008 Comments

Traditional entires

Chrysler 300 62 62 0
Other Chrysler Cars 74 0 0
Chrysler Town & Country 119 119 0
Other Chrysler Trucks 81 0 0
Dodge Charger   97 97 0
Other Dodge Cars 165 0 0
Dodge Caravan 124 124 0
Dodge Ram 1500-3500 Pickup 246 246 0
Other Dodge Trucks 152 0 0
Jeep Grand Cherokee 74 74 74 Assume Jeep brand is bought in worst case
Jeep Wrangler 85 85 85 Assume Jeep brand is bought in worst case
Other Jeep 176 0 0

TOTAL 1,453 806 158

Fiat based car entries

A-Segment Hatch (2010-2011) 0 100 0 Modeled after 500 - 200k in Europe
Compact Sedan (2011-2012) 0 50 0 Modeled after Linea - 20k in Europe
B-Segment Hatch (2010-2011) 0 100 0 Modeled after Punto -200k in Europe
A-segment Jeep (2011) 0 30 0 Modeled after Sedici -60k in Europe
Midsize Sedan (2012) 0 80 0 Modeled after Bravo -80k in Europe

TOTAL 1,453 1,166 158

SAAR 13,244 13,244 13,244
Market share 11.0% 8.8% 1.2%
Share Delta -2.2% -9.8%  

Source: Global Insight, CSM, Goldman Sachs Research estimates. 
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Exhibit 24: Scenario 1 – Chrysler survives  

Market share of different OE’s 

2009E 2010E 2011E 2012E

B3 share
GM (ex Saab) 27.3% 26.0% 24.3% 23.5% 22.1% 19.4% 17.4% 16.0% 16.1% 

change (yoy) -0.8% -1.3% -1.7% -0.9% -1.3% -2.7% -2.0% -1.4% 0.1% 
Ford (ex PAG) 18.3% 17.4% 16.4% 14.9% 14.5% 14.3% 14.7% 15.0% 15.1% 

change (yoy) -1.0% -0.9% -1.0% -1.5% -0.4% -0.1% 0.4% 0.3% 0.1% 
PAG share 1.3% 1.2% 1.1% 1.1% 0.6% 0.5% 0.5% 0.5% 0.5% 
B2 change -1.7% -2.3% -2.6% -2.4% -1.7% -2.9% -1.6% -1.0% 0.1% 

Chrysler 13.0% 13.6% 12.9% 12.9% 11.0% 8.3% 6.8% 6.1% 5.1% 
B3 total 59.9% 58.1% 54.8% 52.3% 48.1% 42.5% 39.4% 37.6% 36.8% 

B3 change -1.6% -1.8% -3.3% -2.5% -4.2% -5.6% -3.1% -1.8% -0.9% 

Other OEM share
Toyota 12.2% 13.3% 15.4% 16.2% 16.7% 18.6% 20.4% 21.3% 21.3% 

change 1.0% 1.1% 2.1% 0.8% 0.5% 1.9% 1.8% 0.9% 0.0% 
Honda 8.2% 8.6% 9.1% 9.6% 10.8% 11.6% 12.6% 13.3% 13.5% 
Nissan 5.8% 6.3% 6.2% 6.6% 7.2% 7.9% 8.7% 9.0% 9.1% 
J3 total 26.2% 28.2% 30.7% 32.4% 34.7% 38.1% 41.7% 43.6% 43.9% 

J3 change 2.1% 2.0% 2.5% 1.7% 2.3% 3.4% 3.6% 1.9% 0.3% 
Hyundai 2.5% 2.7% 2.8% 2.9% 3.0% 4.5% 4.0% 4.2% 4.5% 

Vol val import change(Hyundai, Nissan) 1.1% 0.7% 0.0% 0.5% 0.7% 2.2% 0.3% 0.5% 0.4% 
VW 2.0% 1.8% 1.4% 2.0% 2.4% 3.0% 3.5% 4.0% 4.5% 
BMW 1.8% 1.8% 1.7% 2.1% 2.3% 2.2% 2.2% 2.2% 2.2% 
Other 7.6% 7.4% 8.6% 8.3% 9.5% 9.7% 9.2% 8.4% 8.1% 
Other OEM share 40.1% 41.9% 45.2% 47.7% 51.9% 57.5% 60.6% 62.4% 63.2% 
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 

200820072004 2005 2006

 

Source: Company reports, Autodata, Goldman Sachs research estimates. 

 

Exhibit 25: Scenario 2 – Chrysler fails 

Market share of different OE’s 

2009E 2010E 2011E 2012E

B3 share
GM (ex Saab) 27.3% 26.0% 24.3% 23.5% 22.1% 20.0% 19.4% 17.8% 17.4% 

change (yoy) -0.8% -1.3% -1.7% -0.9% -1.3% -2.1% -0.6% -1.6% -0.4% 
Ford (ex PAG) 18.3% 17.4% 16.4% 14.9% 14.5% 15.4% 16.3% 16.6% 16.6% 

change (yoy) -1.0% -0.9% -1.0% -1.5% -0.4% 0.9% 1.0% 0.3% 0.0% 
PAG share 1.3% 1.2% 1.1% 1.1% 0.6% 0.5% 0.5% 0.5% 0.5% 
B2 change -1.7% -2.3% -2.6% -2.4% -1.7% -1.2% 0.4% -1.3% -0.4% 

Chrysler 13.0% 13.6% 12.9% 12.9% 11.0% 4.9% 1.2% 1.2% 1.2% 
B3 total 59.9% 58.1% 54.8% 52.3% 48.1% 40.8% 37.5% 36.1% 35.7% 

B3 change -1.6% -1.8% -3.3% -2.5% -4.2% -7.4% -3.3% -1.4% -0.4% 

Other OEM share
Toyota 12.2% 13.3% 15.4% 16.2% 16.7% 19.4% 21.4% 22.0% 22.0% 

change 1.0% 1.1% 2.1% 0.8% 0.5% 2.7% 2.0% 0.6% 0.0% 
Honda 8.2% 8.6% 9.1% 9.6% 10.8% 12.1% 13.1% 13.6% 13.6% 
Nissan 5.8% 6.3% 6.2% 6.6% 7.2% 8.2% 9.0% 9.3% 9.4% 
J3 total 26.2% 28.2% 30.7% 32.4% 34.7% 39.7% 43.5% 44.9% 45.0% 

J3 change 2.1% 2.0% 2.5% 1.7% 2.3% 5.0% 3.8% 1.4% 0.1% 
Hyundai 2.5% 2.7% 2.8% 2.9% 3.0% 4.6% 4.1% 4.3% 4.5% 

Vol val import change(Hyundai, Nissan) 1.1% 0.7% 0.0% 0.5% 0.7% 2.5% 0.3% 0.5% 0.3% 
VW 2.0% 1.8% 1.4% 2.0% 2.4% 3.1% 3.6% 4.1% 4.5% 
BMW 1.8% 1.8% 1.7% 2.1% 2.3% 2.2% 2.2% 2.2% 2.2% 
Other 7.6% 7.4% 8.6% 8.3% 9.5% 9.7% 9.2% 8.4% 8.1% 
Other OEM share 40.1% 41.9% 45.2% 47.7% 51.9% 59.2% 62.5% 63.9% 64.3% 
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 

200820072004 2005 2006

 

Source: Company reports, Autodata, Goldman Sachs Research estimates. 
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Exhibit 26: The Big Three have seen a synchronized share loss over the last decade 

US market share for Ford, GM, and Chrysler 
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Summary of price target and estimate changes 

Exhibit 27: Price target valuation methodology 

 

SUMMARY PRICE TARGET ANALYSIS
4/21/2009 ARM BWA FDML JCI LEA MGA TEN TRW GT

 Neutral Buy CL Buy Neutral Neutral Sell  Neutral  Neutral Sell 
Scenario 1: Distress

Probability 59% 6% 13% 9% 82% 11% 30% 28% 16%
Implied valuation $0 $0 $0 $0 $0 $0 $0 $0 $0

Scenario 2a: Normalized EV/EBITDAP
Probability 20% 47% 43% 45% 9% 44% 35% 36% 42%
Normalized EBITDA 278.4       650.4         703.8         2,074.5    569.7       1,250.2     393.6       912.7       1,512.4    

Target EV/EBITDAP Multiple 4.4x 6.4x 5.0x 6.0x 4.3x 2.4x 3.7x 3.3x 3.4x
Target EV 1,224.8    4,162.3      3,518.8      12,446.8  2,463.3    3,000.6     1,467.2    3,030.1    5,142.3    

less: Net Debt (1,221.0)   (676.9)       (1,981.5)    (4,411.0)   (1,934.7)   1,548.0     (1,325.0)   (2,166.0)   (3,085.0)   
Target market Cap 3.8           3,485.4      1,537.3      8,035.8    528.6       4,548.6     142.2       864.1       2,057.3    

# shares 72            119           101          594        79          114         48            105         241        
Implied valuation $0.1 $29 $15 $14 $7 $40 $3 $8 $9

Scenario 2b: Normalized P/E
Probability 20% 47% 43% 45% 9% 44% 35% 36% 42%

Net Income 41.9         238.1         116.7         801.5       12.7         246.6        18.9         105.4       259.3       
# shares 72.3         119.4         100.5         594.0       78.8         114.2        48.0         104.5       241.0       

Normalized EPS $0.58 $1.99 $1.16 $1.35 $0.16 $2.16 $0.39 $1.01 $1.08
Target P/E Multiple 10.5x 15.4x 12.0x 14.4x 9.3x 7.7x 7.7x 8.4x 8.6x
Implied valuation $6 $31 $14 $19 $2 $17 $3 $8 $9

Weighted Target $1.25 $28.00 $13.00 $15.00 $0.75 $25.00 $2.10 $6.00 $7.00
Current price $1.14 $24.16 $9.63 $16.14 $0.74 $33.69 $2.21 $6.22 $9.04

% Up/Downside 9.6% 15.9% 35.0% -7.1% 1.4% -25.8% -5.0% -3.5% -22.6%
 

Source: Goldman Sachs Research estimates. 

Exhibit 28:  New vs. old estimates 

Rating
New Old Diff New Old Diff New Old Diff

F CL Buy ($2.68) ($4.18) 36% ($0.32) ($1.71) 82% $0.59 ($0.41) 245%
GM RS ($31.92) ($34.13) 6% ($9.30) ($11.76) 21% ($2.39) ($2.63) 9%
ARM Neutral ($1.71) ($1.71) 0% ($0.23) ($0.23) -2% $0.67 $0.64 5%
BWA Buy $0.60 $0.60 0% $1.58 $1.58 0% $2.48 $2.36 5%
JCI Neutral $0.18 $0.14 24% $0.81 $0.76 7% $1.31 $1.27 4%
MGA Sell ($2.25) ($2.33) 4% $1.14 $1.04 9% $3.25 $3.25 0%
LEA Neutral ($3.80) ($3.81) 0% ($1.71) ($1.87) 8% ($0.46) ($0.51) 11%
TEN Neutral ($2.30) ($2.42) 5% ($0.25) ($0.50) 50% $0.83 $0.77 7%
TRW Neutral ($3.50) ($3.64) 4% ($0.32) ($0.32) 0% $0.73 $0.73 0%
FDML CL Buy $0.45 $0.40 12% $0.89 $0.82 9% $1.21 $1.15 5%
GT Sell ($0.54) ($0.54) 1% $1.10 $1.10 0% $1.66 $1.66 0%

2009 2010 2011

 

Source: Goldman Sachs Research estimates. 
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Reg AC 

We, Patrick Archambault, CFA, Kota Yuzawa, Stefan Burgstaller and Tim Rothery, hereby certify that all of the views expressed in this report 

accurately reflect our personal views about the subject company or companies and its or their securities. We also certify that no part of our 

compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in this report. 

Investment profile 

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and 

market. The four key attributes depicted are: growth, returns, multiple and volatility.  Growth, returns and multiple are indexed based on composites 

of several methodologies to determine the stocks percentile ranking within the region's coverage universe. 

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows: 

Growth is a composite of next year's estimate over current year's estimate, e.g.  EPS, EBITDA, Revenue. Return is a year one prospective aggregate 

of various return on capital measures, e.g.  CROCI, ROACE, and ROE. Multiple is a composite of one-year forward valuation ratios, e.g.  P/E, dividend 

yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book. Volatility is measured as trailing twelve-month volatility adjusted for dividends.  

Quantum 

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for 

in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets. 

Disclosures 

Coverage group(s) of stocks by primary analyst(s) 

Compendium report: please see disclosures at http://www.gs.com/research/hedge.html. Disclosures applicable to the companies included in this 

compendium can be found in the latest relevant published research. 

Company-specific regulatory disclosures 

Compendium report: please see disclosures at http://www.gs.com/research/hedge.html. Disclosures applicable to the companies included in this 

compendium can be found in the latest relevant published research. 

Distribution of ratings/investment banking relationships 

Goldman Sachs Investment Research global coverage universe 

Rating Distribution Investment Banking Relationships 

Buy Hold Sell Buy Hold Sell 

Global 25% 53% 22% 54% 51% 43% 

As of April 1, 2009, Goldman Sachs Global Investment Research had investment ratings on 2,718 equity securities. Goldman Sachs assigns stocks as 

Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for 

the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' below. 

Price target and rating history chart(s) 

Compendium report: please see disclosures at http://www.gs.com/research/hedge.html. Disclosures applicable to the companies included in this 

compendium can be found in the latest relevant published research. 

Regulatory disclosures 

Disclosures required by United States laws and regulations 

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager 

or co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-

managed public offerings in prior periods; directorships; market making and/or specialist role. 

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts, 

professionals reporting to analysts and members of their households from owning securities of any company in the analyst's area of coverage. 

Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues. Analyst 
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as officer or director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members of their households from serving as 

an officer, director, advisory board member or employee of any company in the analyst's area of coverage. Non-U.S. Analysts: Non-U.S. analysts 

may not be associated persons of Goldman, Sachs & Co. and therefore may not be subject to NASD Rule 2711/NYSE Rules 472 restrictions on 

communications with subject company, public appearances and trading securities held by the analysts. Distribution of ratings: See the distribution 

of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format 

or if with respect to multiple companies which are the subject of this report, on the Goldman Sachs website at 

http://www.gs.com/research/hedge.html. Goldman, Sachs & Co. is a member of SIPC(http://www.sipc.org).  

Additional disclosures required under the laws and regulations of jurisdictions other than the United States 

The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws 

and regulations. Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian 

Corporations Act. Canada: Goldman Sachs Canada Inc. has approved of, and agreed to take responsibility for, this research in Canada if and to the 

extent it relates to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepting payment or 

reimbursement by the company of travel expenses for such visits. Hong Kong: Further information on the securities of covered companies referred 

to in this research may be obtained on request from Goldman Sachs (Asia) L.L.C. India: Further information on the subject company or companies 

referred to in this research may be obtained from Goldman Sachs (India) Securities Private Limited; Japan: See below. Korea: Further information 

on the subject company or companies referred to in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. Russia: 
Research reports distributed in the Russian Federation are not advertising as defined in Russian law, but are information and analysis not having 

product promotion as their main purpose and do not provide appraisal within the meaning of the Russian Law on Appraisal. Singapore: Further 

information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. (Company Number: 

198602165W). Taiwan: This material is for reference only and must not be reprinted without permission. Investors should carefully consider their 

own investment risk. Investment results are the responsibility of the individual investor. United Kingdom: Persons who would be categorized as 

retail clients in the United Kingdom, as such term is defined in the rules of the Financial Services Authority, should read this research in conjunction 

with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings that have been sent to them 

by Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, are available from 

Goldman Sachs International on request.  

European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 2003/126/EC is 

available at http://www.gs.com/client_services/global_investment_research/europeanpolicy.html  

Japan: Goldman Sachs Japan Co., Ltd. Is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered 
with the Kanto Financial Bureau (Registration No. 69), and is a member of Japan Securities Dealers Association (JSDA) and 
Financial Futures Association of Japan (FFJAJ). Sales and purchase of equities are subject to commission pre-determined with 
clients plus consumption tax. See company-specific disclosures as to any applicable disclosures required by Japanese stock exchanges, the 

Japanese Securities Dealers Association or the Japanese Securities Finance Company.  

Ratings, coverage groups and views and related definitions 

Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy 

or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as 

a Buy or a Sell on an Investment List is deemed Neutral. Each regional Investment Review Committee manages various regional Investment Lists to 

a global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular coverage 

group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment 

recommendations focused on either the size of the potential return or the likelihood of the realization of the return.   

Return potential represents the price differential between the current share price and the price target expected during the time horizon associated 

with the price target.  Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in 

each report adding or reiterating an Investment List membership.  

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at 

http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook 

on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive (A). The investment outlook over the following 12 

months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The investment outlook over the 

following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment outlook over 

the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.  

Not Rated (NR). The investment rating and target price, if any, have been removed pursuant to Goldman Sachs policy when Goldman Sachs is 

acting in an advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended 
(RS). Goldman Sachs Research has suspended the investment rating and price target, if any, for this stock, because there is not a sufficient 

fundamental basis for determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for 

this stock and should not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended coverage of this company. Not Covered (NC). 
Goldman Sachs does not cover this company. Not Available or Not Applicable (NA). The information is not available for display or is not applicable. 

Not Meaningful (NM). The information is not meaningful and is therefore excluded.  

Ratings, coverage views and related definitions prior to June 26, 2006 

Our rating system requires that analysts rank order the stocks in their coverage groups and assign one of three investment ratings (see definitions 

below) within a ratings distribution guideline of no more than 25% of the stocks should be rated Outperform and no fewer than 10% rated 

Underperform. The analyst assigns one of three coverage views (see definitions below), which represents the analyst's investment outlook on the 

coverage group relative to the group's historical fundamentals and valuation. Each coverage group, listing all stocks covered in that group, is 

available by primary analyst, stock and coverage group at http://www.gs.com/research/hedge.html. 

Definitions 
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Outperform (OP). We expect this stock to outperform the median total return for the analyst's coverage universe over the next 12 months. In-Line 
(IL). We expect this stock to perform in line with the median total return for the analyst's coverage universe over the next 12 months. Underperform 
(U). We expect this stock to underperform the median total return for the analyst's coverage universe over the next 12 months.  

Coverage views: Attractive (A). The investment outlook over the following 12 months is favorable relative to the coverage group's historical 

fundamentals and/or valuation. Neutral (N). The investment outlook over the following 12 months is neutral relative to the coverage group's 

historical fundamentals and/or valuation. Cautious (C). The investment outlook over the following 12 months is unfavorable relative to the coverage 

group's historical fundamentals and/or valuation.  

Current Investment List (CIL). We expect stocks on this list to provide an absolute total return of approximately 15%-20% over the next 12 months. 

We only assign this designation to stocks rated Outperform. We require a 12-month price target for stocks with this designation. Each stock on the 

CIL will automatically come off the list after 90 days unless renewed by the covering analyst and the relevant Regional Investment Review 

Committee.  

Global product; distributing entities 

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant 

to certain contractual arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity research on 

industries and companies, and research on macroeconomics, currencies, commodities and portfolio strategy. 

This research is disseminated in Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada by 

Goldman Sachs Canada Inc. regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Germany by Goldman Sachs & Co. 

oHG; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., 

Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs JBWere (NZ) Limited on behalf of 

Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by 

Goldman, Sachs & Co. Goldman Sachs International has approved this research in connection with its distribution in the United Kingdom and 

European Union. 

European Union: Goldman Sachs International, authorised and regulated by the Financial Services Authority, has approved this research in 

connection with its distribution in the European Union and United Kingdom; Goldman, Sachs & Co. oHG, regulated by the Bundesanstalt für 

Finanzdienstleistungsaufsicht, may also be distributing research in Germany. 

General disclosures in addition to specific disclosures required by certain jurisdictions 

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we 

consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to update our research as 

appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large 

majority of reports are published at irregular intervals as appropriate in the analyst's judgment. 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have 

investment banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research 

Division. 

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our 

proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, our 

proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views 

expressed in this research. 

We and our affiliates, officers, directors, and employees, excluding equity analysts, will from time to time have long or short positions in, act as 

principal in, and buy or sell, the securities or derivatives (including options and warrants) thereof of covered companies referred to in this research. 

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 

illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 

individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, 

if appropriate, seek professional advice, including tax advice. The price and value of the investments referred to in this research and the income from 

them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may 

occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments. 

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all 

investors. Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or at 

http://www.theocc.com/publications/risks/riskchap1.jsp. Transactions cost may be significant in option strategies calling for multiple purchase and 

sales of options such as spreads. Supporting documentation will be supplied upon request. 

Our research is disseminated primarily electronically, and, in some cases, in printed form. Electronic research is simultaneously available to all 

clients. 

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, One New York Plaza, New York, 

NY 10004. 
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